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Accounts group

Consolidated

NOK 1,000 Note 2007 2006 2005
Operating revenue 6 5,355,993 5,305,650 4,082,468
Other revenue 6 182428 52,058 92,400
Total operating revenue and other revenue 4 5,538,421 5,357,708 4,174,868
Cost of materials 1,218,554 1,033,508 790,971

Subcontractors 2,234,678 2,573,041 1,962,294
Payroll costs 7 1,229,818 1,083,283 899,890
Depreciation and write-downs 12,13 81,871 73,796 64,730
Other operating expenses 8 544,830 402,247 338,671

Income from investment in associates 17 -342

Operating expenses 5,309,409 5,165,875 4,056,556
Operating profit 229,012 191,833 118,312
Net financial items 9 3,198 -6,425 7,730
Pre-tax profit 232,210 185,409 126,042
Tax expense 10 57,624 51,190 38,289
Profit for the year 174,586 134,219 87,753
Assigned:

Shareholders 173,724 134,219 87,753
Minority interests 862

Total 174,586 134,219 87,753
Basic earnings per share (whole NOK) 11 12.73 9.76 6.55
Diluted earnings per share (whole NOK) 11 12.73 9.76 6.55

AF Gruppen annual report 2007

53



Accounts group

Consolidated

as at 31 December

NOK 1,000 Note 2007 2006
ASSETS

Non-current assets

Land and buildings 12,35 2,859 4,564
Machinery and equipment 12,35 281,205 290,345
Goodwill 13 244,391 194,327
Investment in associates 17 29,459 7,671
Retirement benefit plans 25 1,368
Interest-bearing receivables 30 22,200 22,873
Other receivables 30 1,162 450
Total non-current assets 581,276 521,598
Current assets

Inventories 18 65,229 39,277
Projects for own account held for sale 19,35 498,921 316,217
Trade and non-interest-bearing receivables 21,30,35 1,254,708 1,110,889
Interest-bearing receivables 30 6,907 400
Market-based shares 30 10,800 17,030
Cash and cash equivalents 22,30 135,638 150,078
Total current assets 1,972,203 1,633,891
Total assets 2,553,479 2,155,489
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Consolidated

as at 31 December

NOK 1,000 Note 2007 2006
EQUITY AND LIABILITIES

Equity

Share capital 23 3,442 3442
Treasury shares 24 -30 -2
Translation differences -14,133 138
Other equity 619,859 530,544
Total equity assigned to company’s shareholders 609,138 534,122
Minority interests 4440

Redeemable shares -43,600

Minority interests -39,160

Total equity 569,978 534,122
Non-current liabilities

Interest-bearing loans and credits 26,30 129,753 165,615
Retirement benefit obligations 25 4,568 7,746
Provisions 28 3,436

Deferred tax liabilities 14 80,240 23,136
Total non-current liabilities 217,997 196,497
Current liabilities

Interest-bearing loans and credits 26,30 159,085 214,097
Trade payables and non-interest-bearing debt 29,30 1,565,960 1,158,096
Provisions 28 39,373 34,088
Current income tax liabilities 10 1,086 18,589
Total current liabilities 1,765,504 1,424,870
Total liabilities 1,983,501 1,621,367
Total equity and liabilities 2,553,479 2,155,489
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Consolidated statement of

Equity assigned to Minority Total
Note company'’s shareholders interests equit
NOK 1,000 Share Treasury Translation Retained
apital shares differences earnings Total
Equity at 01.01.2005 3,442 -94 -573 390,791 393,566 393,566
Translation differences -9,302 -9,302 -9,302
Profit for the year 87,753 87,753 87,753
Total revenue and expenses for the period -9,302 87,753 78,451 78,451
Sale of treasury shares 93 27,553 27,646 27,646
Dividend paid in 2005 -66,973 -66,973 -66,973
Equity at 01.01.2006 3,442 -1 -9,875 439,124 432,690 432,690
Translation differences 10,013 -323 9,690 9,690
Profit for the year 134,219 134,219 134,219
Total revenue and expenses for the period 10,013 133,896 143,909 143,909
Purchase of treasury shares 24 -29 -12,218 -12,247 -12,247
Sale of treasury shares 24 28 11,052 11,080 11,080
Dividend paid in 2006 11 -41,310 -41,310 -41,310
Equity at 01.01.2007 3,442 -2 138 530,543 534,122 534,122
Translation differences -14,271 -14,271 -14,271
Profit for the year 173,724 173,724 862 174,586
Total revenue and expenses for the period -14,271 173,724 159,453 862 160,315
Purchase of treasury shares 24 -107 -52,218 -52,325 -52,325
Sale of treasury shares 24 79 36,621 36,700 36,700
Dividend paid in 2007 Il -68,812 -68,812 -68,812
Minority interests on acquisition 5 3,578 3,578
Redeemable shares 1) -43,600 -43,600
Equity at 31.12.2007 3,442 -30 -14,133 619,859 609,138 -39,160 569,978

' On the acquisition of Mollier AS (51 %) the commitment to purchase the remaining shares was recognised as a liability (see note 26). The impact on con-

solidated equity is shown above.
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Consolidated

NOK 1,000 Note 2007 2006 2005
Cash flow from operating activities
+  Operating profit 229,012 191,833 118,312
+  Depreciation and write-downs 81,871 73,796 64,730
+/- Difference in retirement benefits carried as expense/paid -3,178 -3,810 -1,571
- Gain on sale of non-current assets 6 -9,038 -9,928 -6,337
+  Proceeds from interest and other financial income 23,401 15,639 17,274
- Payment of interest and other financial expenses -22,403 -18,481 -13,532
- Income tax paid -23,150 -9,875 -6,907
= Cash flow from operating activities before changes in working capital 276,515 239,174 171,969
+/-  Change in inventories and projects for own account held for sale -208,150 52,330 -56,051
+/-  Change in non-interest-bearing receivables -110,891 -267,582 -253,009
+/- Change in trade payables and non-interest-bearing debt 398,583 76,532 123,583
= Net cash flow from changes in working capital 79,542 -138,720 -185,477
= Net cash flow from operating activities 356,057 100,454 -13,508
Cash flow from investing activities
- Purchase of enterprises ex. cash and cash equivalents 5 -36,854 -14,887
- Purchase of intangible assets -11,778 -28,376
- Purchase of property, plant and equipment -87,681 -186,620 -160,763
+  Proceeds from sale of property, plant and equipment 29,610 36,441 27,363
+/- Other investments -22,500 -9,849 2,078
+  Proceeds from sale of shares in other entities 8,430 5477
+/- Change in interest-bearing receivables -4,466 -11,774 6,630
= Net cash flow from investing activities -125,239 -186,689 -147,591
= Net cash flow before financial activities 230,818 -86,235 -161,099
Cash flow from financing activities
+  Proceeds from interest-bearing debt 171,733 163,259 145,138
- Repayment of interest-bearing debt -320,095 -73,662 -189,860
+  Proceeds from sale of treasury shares 24 26,500 2,465 25,398
- Purchase of treasury shares 24 -52,325 -12,247
- Payment of dividend Il -68,812 -41,310 -66,973
= Net change in liquidity from financing activities -242,999 38,505 -86,297
+  Net change in cash and cash equivalents over the year -12,181 -47,730 -247,396
+  Cash and cash equivalents at 01.01 150,078 200,490 451,225
+/- Exchange and translation differences -2,259 -2,682 -3,339
= Cash and cash equivalents at 31.12 135,638 150,078 200,490
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Accounts group

NOTE 1 ACCOUNTING POLICIES

AF Gruppen ASA is a public limited com-
pany registered in Norway and listed on
the OB Match list of the Oslo Stock
Exchange. The company’s head office is
at Vitaminveien 1A, 0485 Oslo, Norway.

The group’s activities are described in
note 4 (segment information).

The annual accounts were signed by the
Board on 31 March 2008.

1.1 Basis of preparation

The consolidated financial statements for
AF Gruppen for the 2007 financial year
have been presented in accordance with
EU-approved IFRS (International Financial
Reporting Standards) with related inter-
pretations and the additional Norwegian
disclosure requirements that follow from
the Norwegian Accounting Act, stock
exchange regulations and stock exchange
rules and are applicable as at 31.12.2007.

The consolidated financial statements
are based on the principles of historical
cost accounting except for market-based
financial investments, which are assessed
at fair value.

The consolidated financial statements
have been prepared on the assumption
of uniform accounting policies for iden-
tical transactions and other events under
identical circumstances.

Recently published accounting
standards and interpretations

Several new standards, amendments to
standards and interpretations have been
published that are not compulsory as at
31.12.2007. They have not been imple-
mented by AF Gruppen. This applies to
IFRS 8, the revised IAS 23, the new IAS 1,
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the revised IFRS 3, the revised IAS 27 and
IFRIC 11,12, 13 and 14. Based on the eva-

luations made so far, they are not expected

to have a significant impact on the reported
figures.

In 2007 the group implemented IFRS 7,
the revised IAS 1 and IFRIC 7,8, 9 and 10
without there being a significant impact
on reported figures. The requirements of
IFRS 7 and IAS 1 have resulted in a number
of new pieces of information in the notes,
however.

In the course of 2006 and 2007 the IFRIC
gave consideration to questions relating
to revenue recognition principles for own-
account projects where sales are made
before project completion. The group is
awaiting the IFRIC’s final interpretations.
As several factors have to be assessed, it
is not possible to estimate the impact of
any policy changes on the group’s profit
and financial position.

1.2 Functional and presentation
currency

The group's presentation currency is NOK.
This is also the parent company’s functional
currency. Subsidiaries with a different
functional currency are translated at the
exchange rate on the balance sheet date
in the case of balance sheet items, while
items in the income statement are translated
at the transaction exchange rate. Average
monthly exchange rates have been used
as an approximation of the transaction
exchange rate. Translation differences are
charged to equity. When investments in
foreign subsidiaries are sold, accumulated
translation differences linked to the sub-
sidiary are recognised in the income
statement.

1.3 Principles of consolidation
Subsidiaries

The consolidated financial statements
include AF Gruppen ASA and companies
in which AF Gruppen ASA has a controlling
influence. A controlling influence is nor-
mally achieved if the group owns more
than 50 % of the shares in the company
and is able to exercise actual control over
it. Minority interests are included in con-
solidated equity.

Purchase method

The purchase method of accounting is used
to report company mergers. Companies
that are bought or sold during the year are
included in the consolidated financial
statements from the date on which
control is achieved or ceases.

Associates

Associates are units in which the group
enjoys a significant influence (normally
with a stake of between 20 % and 50 %),
but does not exercise financial and
operational control. The consolidated
financial statements include the group’s
share in profits of associates reported
using the equity method from the date
on which significant influence is
achieved until such influence ceases.

When the group’s share of losses exceeds
the investment in an associate, the group’s
book value is reduced to zero and further
losses are not recognised unless the group
is under an obligation to cover the loss.

Joint ventures

Joint ventures are recognised using the
gross method from the date on which
joint control is achieved until joint control
ceases. The gross method means that
the group’s share in joint ventures is



cont.note 1

included line by line for assets, liabilities,
revenue and expenses.

Joint ventures are enterprises over which
the group exercises joint control through
a contractual agreement between the
parties. A joint venture means setting up
a separate unit with ownership shared
between the parties and joint control.

Joint ventures are common in construction
and civil engineering projects where two
or more parties decide to carry out a
project/contract jointly and all opera-
tional, financial and strategic decisions
must be taken unanimously by the parties.

The group is involved in several joint
ventures with other contracting firms for
particular contracts.

Joint ventures take the form of unregistered
companies, general partnerships, limited
partnerships, limited companies, etc.

Other investments

All other investments are recognised in
accordance with IAS 39, with supplementary
information being provided in note 30.

Elimination of transactions

in consolidation

Intra-group transactions and accounts,
including internal profit and unrealised
gains and losses, are eliminated. Unrealised
gains linked to transactions with associates
and joint ventures are eliminated in pro-
portion to the group’s stake in the com-
pany/enterprise. Unrealised losses are also
eliminated, but only if there are no indi-
cations of impairment of assets sold
internally.

1.4 Use of estimates in preparation

of the annual accounts

The management has used estimates
and assumptions that have affected
assets, liabilities, revenue, expenses and
information on potential liabilities. This
applies in particular to recognition of
income and valuations linked to long-term
manufacturing projects, retirement benefit
liabilities and valuation of goodwill. Future
events may lead to the estimates changing.

Estimates and the underlying assumptions
are assessed continuously. Changes in
accounting estimates are reported in
the period in which they occur. If they
also relate to future periods, the effect is
spread over present and future periods.
See also note 2.

1.5 Classification

Receivables and payables relating to
construction and civil engineering are
classified as current assets and current
liabilities. This means that balances with
clients and advance invoicing are recognised
in the balance sheet as current assets and
current liabilities respectively. For all civil
engineering contracts where amounts
invoiced on account exceed contract
revenue less contract losses, the surplus
is included in the balance sheet as
«trade payables and non-interest-bearing
liabilities». Advances are repaid over the
project period as the project progresses.
Projects for own account and land for
development are recognised as current
assets. Other receivables and payables
due in more than a year are classified as
non-current assets and non-current lia-
bilities.

1.6 Foreign currency

Foreign currency transactions
Transactions in foreign currencies are
translated at the rate prevailing on the
transaction date. Monetary assets and
liabilities in foreign currency are translated
into NOK using the exchange rate on the
balance sheet date. Non-monetary assets
measured at historical cost expressed in
foreign currency are translated into NOK
using the exchange rate on the transaction
date. Non-monetary items measured at
fair value expressed in foreign currency
are translated at the exchange rate on
the balance sheet date. Changes in the
exchange rate are recognised in the
income statement continuously during
the accounting period.

Foreign enterprises

Assets and liabilities in foreign enterprises,
including goodwill and fair value adjust-
ments made in the course of consolidation,
are translated into NOK using the exchange

rate on the balance sheet date. Revenue
and expenses from foreign enterprises
are translated into NOK using an average
exchange rate. Exchange rate differences
are recognised in equity.

Translation differences resulting from
the translation of foreign enterprises are
specified as translation differences in
equity. Translation differences in equity
are recognised in the income statement
when the foreign enterprise is sold.

1.7 Principles of revenue recognition
Revenue in general

Revenue is recognised as income when it
is probable that transactions will generate
future economic benefits that will flow to
the company and the size of the amount
can be reliably estimated. Sales revenue
is presented less value added tax and
discounts.

Projects in general

Revenue from the sale of services and long-
term manufacturing projects is recognised
in the income statement in line with the
project’s degree of completion when the
result of the transaction can be estimated
reliably. Progress is measured as incurred
costs in relation to total estimated costs.
When the result of the transaction cannot
be estimated reliably, only revenue equiva-
lent to incurred project costs will be re-
cognised. In the period in which it is identi-
fied that a project will lead to a negative
result, the estimated loss on the contract
will be charged to the income statement
in full.

Projects for outside account

AF Gruppen's business consists principally
of construction and civil engineering
activities that are largely carried out for
public and private clients on the basis
of contracts of varying duration. The
characteristic feature of such contracts

is that they are client financed. The treat-
ment of construction and civil engineering
contracts in the accounts conforms to
IAS 11.

Revenue relating to projects is recognised
in the income statement as the project

cont. page 60
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cont. note 1

progresses. Each individual project is re-
cognised in the income statement con-
tinuously based on the project’s degree
of completion and the estimated contri-
bution margin at the end of the project
(percentage-of-completion method).
The degree of completion is mainly cal-
culated on the basis of incurred costs on
the balance sheet date as a percentage
of estimated total costs. In early stages
of a project the risk factors are larger, so
there is greater uncertainty with regard to
estimated profit than in the final stages.

When the outcome of the project cannot
be estimated reliably, only revenue equiva-
lent to incurred project costs will be re-
cognised. In the period in which it is iden-
tified that a project will produce a negative
result, the estimated loss on the contract
will be recognised as an expense in full,
irrespective of the degree of completion.

Disputed claims and claims for additional
work, etc, are recognised as revenue when

it is probable that the customers will approve
the claim. Provisions are made for identified
and anticipated warranty work.

Contribution margin earned on projects
in progress involves a number of assess-
ments. These assessments are made to the
management’s best estimate. The extent
and complexity of the assessments mean
that the actual contribution margins at
the end of projects may deviate from the
assessments made at year end.

Clients are billed monthly in relation to the
proportion of the contract price carried
out and for additional work carried out and
approved in the period. Deviating payment
plans can occur, but this does not affect
the accrual of revenue and expenses.

Demolition work is defined under IAS 11
and is handled using the same accounting
policies as for projects for outside account.

Projects for own account

Some production is carried out for the
group's own account, which means that
the projects are self-financed. Projects
for own account largely involve the
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development and construction of housing
for sale for the group’s own account. A

housing project can consist of many units
and most of the selling is done before a
project is started. In the case of projects
for own account the revenue recognised
is the product of physical degree of
completion, the percentage sold and
the expected contribution margin. This
means, for example, that a project that is
50 % complete with 50 % sold on the
reporting date will be reported with a
contribution margin of 25 % of the total
expected contribution margin.

The IFRIC (IASB Financial Reporting Inter-
pretations Committee) has published a
draft interpretation on the financial report-
ing of sales of real property that is expected
to be adopted in the course of 2008. The
interpretation may affect how projects
for own account are handled in the
accounts in future.

Sale of property, plant and equipment
Gains/losses on the sale of property, plant
and equipment are recognised in the
income statement once delivery has
taken place and most of the risk and
return has been transferred.

Other revenue

Revenue from the sale of goods is re-
cognised in the income statement once
delivery has taken place and most of the
risk and return has been transferred.

Financial income

Interest income is recognised based on
the effective interest rate method as it is
earned.

Dividends are recognised as revenue when
the shareholders'right to receive a divi-
dend has been established by the gene-
ral meeting.

1.8 Share discounts

Discounts on targeted share issues and
the sale of treasury shares to employees
are recognised as an expense at fair value
on the allotment date. The value of the
discount is calculated using an option
pricing model that takes account of the

vesting period. The discount is charged
to payroll costs and credited to equity.

1.9 Segment

For management purposes the group is
organised in the following three business
areas based on the range of products/
services offered:

« Construction

« Property Development

- Services

The business areas form the basis for
primary segment reporting. Financial
information concerning segments and
geographical distribution is presented
in note 4.

Internal profit on sales between the
different segments has been eliminated
in segment reporting.

1.10 Income tax
Tax expense consists of current income
tax liabilities and changes in deferred tax.

Generally speaking, the group’s deferred
tax/tax asset is calculated on all differences
between accounting value and value for
tax purposes of assets and liabilities with
the exception of temporary differences
relating to:

« goodwill, which is not tax deductible, and
« initial recognition of liabilities or assets in
a transaction that is not a merger and
does not affect either reported or tax-
able earnings on the transaction date.

Deferred tax assets are recognised in the
income statement when it is probable that
the company will have a large enough
tax surplus in subsequent periods to make
use of the tax asset. The group recognises
deferred tax assets not previously recog-
nised in the income statement to the
extent that it becomes likely that it will
be able to make use of the deferred tax
asset. Similarly, the group will reduce the
deferred tax asset to the extent that it no
longer considers it likely that it will be able
to make use of the deferred tax asset.

Deferred tax and deferred tax assets are



cont. note 1

measured on the basis of expected future
rates of tax for the companies in the group
where temporary differences have occurred.

Deferred tax and deferred tax assets are
recognised at nominal value and classified
as a non-current liability/non-current
asset in the balance sheet.

Current income tax liabilities and deferred
tax are charged directly to equity to the
extent that they relate to equity transactions.

1.11 Research and development
Expenses relating to research activities
are recognised in the income statement
as they are incurred. Expenses relating to
development activities are recognised in
the balance sheet to the extent that the
product or process is technically and
commercially feasible and the group has
sufficient resources to complete develop-
ment. Expenses recognised in the balance
sheet include material costs, direct payroll
costs and other directly attributable costs.
Recognised development costs are
included in the balance sheet at cost less
accumulated depreciation/write-downs
and any grants.

Development costs recognised in the
balance sheet are depreciated in a straight
line over the estimated useful life of the asset.

1.12 Property, plant and equipment
Property, plant and equipment are meas-
ured at cost less accumulated depreciation
and write-downs. When assets are sold or
retired, the book value is deducted and
any loss or gain recognised in the income
statement.

The cost of property, plant and equipment
is the purchase price including duty/tax
and costs directly linked to making the
asset ready for use. Expenses incurred
after the asset has been put to use, such
as ongoing maintenance, are recognised
in the income statement, while other
expenses that are expected to generate
future economic benefits are recognised
in the balance sheet. The residual on-
balance-sheet value relating to replaced
parts is recognised in the income statement.

Every significant component of property,
plant and equipment is depreciated over its
estimated useful life. Production-related
machinery is mainly depreciated using the
reducing balance method, while other
property, plant and equipment is depre-
ciated linearly at the following rates:

Buildings
Machinery and equipment

20-50 years
3-10 years

Leased plant and equipment is depreciated
over the term of the lease or useful life,
whichever is the shorter, unless it is rea-
sonably certain that the group will take
over the asset when the lease expires.

The depreciation period and method are
evaluated annually and the retirement
value estimated at each year end. Changes
are recognised as a change of estimate.

If there is any indication of impairment,
the assets are tested for impairment and
written down to the amount recoverable if
it is lower than the book value. The recover-
able amount is fair value less selling costs
or utility value, whichever is the higher.

When impairment is being assessed, assets

are grouped at the lowest level at which

it is possible to identify independent cash
flows (cash-generating units). The possibility
of reversing previous write-downs is eval-
uated on each reporting date.

1.13 Leases

Leases in which the group assumes most
of the risk and return associated with
ownership of the asset are financial leases.
Other leases are treated as operating leases.

Financial leases

AF Gruppen presents financial leases in
the financial statements as assets and
liabilities. At the beginning of the term
of the lease financial leases are included
atan amount equivalent to fair value or the
present value of the minimum payment,
whichever is the lower. The implicit interest
cost is used to calculate the present value
of the lease. Direct costs involved in arrang-
ing the lease are added to the cost of the
asset. Leased plant and equipment are

depreciated according to the same prin-
ciples as the group’s other plant and
equipment.

The annual payment consists of an interest
portion, which is recognised in the income
statement as an interest expense, and a
repayment portion, which reduces the
liability.

If a «sale and lease-back» transaction
results in a financial lease, any gain will
be deferred and recognised as revenue
over the term of the lease.

Operating leases

Lease payments are classified as operating
costs and recognised in the income
statement over the term of the contract.

If a «sale and lease-back» transaction
results in an operating lease, any gain/
loss will be entered at fair value on the
transaction date. Any overprice/under-
price adjusted in a future lease will be
amortised over the term of the lease so that
the accounts reflect the real leasing cost.

1.14 Intangible assets

Mergers and goodwill

The difference between the cost of acquir-
ing an enterprise and the fair value of net
identifiable assets on the acquisition date
is classified as goodwill. In the case of
investments in associates goodwill is
included in the book value of the invest-
ment.

Goodwill is recognised in the balance sheet
at cost less any accumulated impairment
losses. Goodwill is not depreciated, but

tested for impairment at least once a year.

Assets and liabilities relating to mergers
are recognised in the balance sheet at fair
value on the acquisition date. Minority
interests are calculated on the basis of
the minority’s share of these assets and
liabilities.

The allocation of cost is changed if new
information comes to light regarding fair
value on the date on which control was
taken. The allocation can be changed

cont. page 62
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cont. note 1

until the annual accounts are presented
or within 12 months.

Goodwillis tested annually for impairment.
In this context goodwill is allocated to
cash-generating units or groups of cash-
generating units that are expected to
draw synergy from the merger.

Any negative goodwill (residual value)
from acquisitions is recognised in the
income statement on the acquisition date.

Other intangible assets

Intangible assets that are acquired sepa-
rately are recognised in the balance sheet
at their fair value (cost) on the acquisition
date. In the case of mergers, intangible
assets that are the result of contractual or
other legal rights, or can be separated from
the acquired business, are recognised in
the balance sheet at fair value. Intangible
assets are depreciated over their expected
useful life and tested for impairment if
there are any indications of it.

The estimated useful life of intangible
assets is as follows:
Customer relations 5 years
Quarrying rights 22 years

1.15 Public grants

Public grants are recognised when there
is reasonable certainty that the company
will meet the conditions attached to the
grant and the grant will be received.

Operating grants are recognised system-
atically over the grant period. Grants are
deducted from the cost that they are
intended to cover.

Investment grants are entered in the balance
sheet and recognised systematically over
the economic life of the asset. Investment
grants are recognised either by the grant
being carried as deferred income or by
deducting the grant when fixing the book
value of the asset.

In recent years AF Gruppen has only
received public grants in the form of
SkatteFUNN tax deductions for R&D

expenses.
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1.16 Financial instruments

Financial assets

The group has financial assets that are
classified in the following categories:

1) at fair value through profit or loss and
2) loans and receivables. Classification is
based on the purpose of the asset. Clas-
sification takes place at acquisition and
is reviewed on each reporting date.

1) At fair value through profit or loss
Financial assets at fair value through
profit or loss are financial assets that
are held for trading. Financial assets are
classified in this category if they have
primarily been acquired with a view

to profiting from short-term price
fluctuations. Assets in this category

are classified as current assets.

Financial assets at fair value through profit
or loss are reported at fair value on acqui-
sition, with the transaction costs being
recognised in the income statement.
Thereafter they are measured at fair value
with changes in value through profit or loss.
In the group such assets are limited to a
small holding of shares, with fair value being
based on observable market data.

The group had no financial derivatives
or hedging instruments during the period.

2) Loans and receivables

Loans and receivables are non-derivative
financial assets with fixed or determinable
payments that are not traded in an active
market. Loans and receivables that form
part of the group’s ordinary operating cycle
or are expected to be realised within 12
months of the balance sheet date are classi-
fied as current assets. Other loans and receiv-
ables are classified as non-current assets.

Trade receivables are classified as loans
and receivables.

Loans and receivables are initially recog-
nised in the balance sheet at fair value

plus transaction costs. Thereafter they are
measured at amortised cost using the

effective interest rate method. Gains and
losses are recognised in the income state-
ment when loans and receivables are re-

cognised, written down or amortised.

Loans and receivables are written down
when there are objective indications that
the group will not receive settlement in
accordance with the original terms.
Objective indications of impairment are
evaluated specifically for each customer
and will typically consist of serious financial
problems experienced by the other party
and late or non-payment. The amount of
the write-down is recognised in the income
statement. If the cause of the write-down
disappears in a subsequent period and the
disappearance can be linked to an event
that occurred after the impairment was re-
cognised, the earlier write-down is reversed.
The reversal must not result in the book
value of the financial asset exceeding what
amortised cost would have been if the
impairment had not been recognised
when the write-down is reversed.

Financial liabilities

The group does not have any financial
liabilities in the at-fair-value-through-
profit-or-loss category.

Financial liabilities are reported at fair value
less transaction costs on initial recognition.
Thereafter they are reported at amortised
cost using the effective interest rate method.
Any issuing costs, discounts or premiums
are taken into account in the calculation
of amortised cost.

Financial liabilities that are expected to
be settled in the business's ordinary
operating cycle or fall due for settlement
within 12 months of the balance sheet date
are classified as current. Other financial
liabilities are classified as non-current.

1.17 Inventories

Inventories are recognised at cost or net
selling price, whichever is the lower.
Inventories mainly consist of spare parts,
equipment and materials for use in produc-
tion. Cost is established using the FIFO
method and includes expenses incurred
in acquiring the goods and the cost of
bringing them to their present state and
location.
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1.18 Projects for own account
Projects for own account are basically
manufacturing for inventory. It is usual
for some or all of the project to be sold
during the project period. The project
for own account then changes from inven-
tory to a construction contract in which
the contract costs are compared with
earned income. Earned income that has
not been settled is regarded as a trade
receivable.

Land for development and costs incurred
for the part of the project that has not been
sold/recognised as revenue are included
in the balance sheet as projects for own
account.

1.19 Projects for outside account
Projects for outside account are handled
in the accounts using the percentage-of-
completion method in accordance with
IAS 11 Construction Contracts. This means
that «<income earned but not invoiced»
is presented as a trade receivable. Payments
on account and advances received from a
customer in connection with a construction
contract reduce the receivable. If payments
on account, advances and any expected
losses exceed earned contract income,
the surplus is recognised as an advance
from the customer under current liabilities.
Provision for expected losses on remaining
contractual production is classified as a
current liability after the «production carried
out but not invoiced» recognised in the
balance sheet has been written down.
Trade receivables are not offset against
advances on different contracts or if other
circumstances mean that it would not
be permitted.

1.20 Trade receivables

Trade and other receivables are recognised
at the amount originally invoiced less
provisions for bad debts.

1.21 Cash and cash equivalents

Cash and cash equivalents include cash
at hand and in bank and cash equivalents.
Cash equivalents are short-term liquid
investments that can be converted to
cash immediately at a known amount
and with a maximum term of 3 months.

In the cash flow statement bank overdraft
facilities are included in cash and cash
equivalents.

1.22 Equity

Share capital

Share capital is presented at par value in
the balance sheet.

Treasury shares

When treasury shares are bought back,
the purchase price, including directly
attributable costs, is recognised as a change
in equity. Treasury shares are presented
as a reduction in equity. Losses or gains
on transactions involving treasury shares
are not recognised in the income statement.

Expenses in equity transactions
Transaction expenses directly linked to an
equity transaction are charged directly
to equity after the deduction of tax.

Translation differences
Translation differences arise in connection
with exchange differences in the consol-
idation of foreign units.

On disposal of a foreign unit, the accu-
mulated translation difference relating
to the unit is reversed and recognised in
the income statement in the same period
in which the gain or loss on disposal is
recognised in the income statement.

Dividend

The dividend is recognised as a liability
once it has been adopted by the General
Meeting. This means that a proposed
dividend that has not been adopted is
included in equity.

1.23 Minority interests

Minority interests include the minority’s
share in the book value of subsidiaries,
including a share in identified excess
values on the acquisition date.

Aloss in a consolidated subsidiary that can
be attributed to the minority interest may
not exceed the minority’s share of equity
in the consolidated subsidiary. Surplus
losses are charged to the majority interest’s
share in the subsidiary to the extent that

the minority is not under an obligation
and can take its share of the loss. If the
subsidiary starts to run at a profit, the
majority’s share of the subsidiary’s equity
is adjusted until the minority interest’s
share of the earlier loss has been covered.

1.24 Employee benefits

Retirement benefits

Defined-benefit plans

The group has defined-benefit plans for
employees of the Norwegian companies
born in or before 1951 who joined the
group prior to 1 January 2003. The plans
are financed through funds in insurance
companies.

The net liability is calculated on the basis
of the present value of future retirement
benefits that the employee has earned
on the balance sheet date less the fair
value of plan assets. The calculations are
carried out by a qualified actuary. The
plan’s credit formula is used as the allo-
cation method unless a large proportion
of crediting takes place towards the end
of the pension-earning period. In this
case a linear allocation method is used.

The introduction of a new benefit plan
or a change in a current benefit plan
results in changes in retirement benefit
liability. Any change is carried as an
expense in a straight line until the effect
of the change has been earned. The
introduction of new schemes or changes
to existing schemes with retroactive force,
with employees earning unconditional
pension rights immediately, are recognised
in the income statement at once. Gains or
losses relating to restrictions on or termi-
nation of retirement benefit plans are
recognised in the income statement
when they take place.

An accumulated impact of changes of
estimate and changes in financial and
actuarial assumptions (deviations from
estimates) of less than 10 % of the high-
est defined-benefit retirement benefit
obligations and plan funds at the start of
the year is not recognised. In the case of
deviations in excess of 10 % the surplus
is recognised in the income statement,
distributed in a straight line over the
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assumed average qualification period
remaining.

The net pension cost for the period is
included in payroll costs.

Employees in the Norwegian companies
are entitled to an early retirement pension
under a collective agreement between
the Norwegian Federation of Trade Unions
and the Confederation of Norwegian
Business and Industry. AFP is a defined-
benefit multi-company scheme. As the
scheme is not measurable, it is included
as a defined-contribution scheme with
full recognition of the future excess as
an expense on the early retirement date.

Employees in Sweden are members of
two defined-benefit multi-company
schemes. Owing to the structure of the
plans, there is no basis for calculating plan
surpluses or deficits or their impact on
future premiums. The schemes have there-
fore been recognised as defined-contri-
bution plans.

Defined-contribution plans

In addition to the defined-benefit plan
described above, the group has a defined-
contribution pension scheme for all
employees in Norway not covered by the
aforementioned scheme. The pension
premium is recognised as an expense
when it is incurred and the group has no
obligations over and above this.

1.25 Provisions

A provision is recognised when the group
has an obligation (statutory or assumed)
as a consequence of an earlier event, it is
probable (more probable than not) that
an economic settlement will be made as
a consequence of the obligation and the
size of the amount can be measured reli-
ably. If the effect is substantial, the provision
is calculated by discounting future expected
cash flows with a discount rate before tax
that reflects the market’s pricing of the
time value of money and, if relevant, risks
specifically linked to the obligation.

Restructuring provisions are recognised
when the group has approved a detailed,
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formal restructuring plan and restructuring
has either been started or announced.

A provision for warranties is recognised
when the underlying projects and services
are sold. The provision is based on historical
information on warranties and weighting
possible outcomes against the likelihood
of them occurring.

Provisions for loss-making contracts are
recognised when the group’s expected
revenue from a contract is less than the
unavoidable costs incurred in order to
fulfil the obligations under the contract.

1.26 Loan expenses

Loan expenses are recognised in the
income statement when they occur.
Loan expenses are recognised in the
balance sheet to the extent that they
relate directly to production of projects
for own account. Loan expenses are
recognised in the balance sheet when
the interest expenses are incurred during
the construction period for projects for
own account. Loan expenses are recognised
in the balance sheet until all the homes
in a project for own account have been
completed.

1.27 Contingent liabilities and assets
Contingent liabilities are not recognised
in the annual accounts. Significant con-
tingent liabilities are disclosed with the
exception of contingent liabilities with
a low probability.

A contingent asset is not recognised

in the annual accounts, but is disclosed
if there is a definite probability that an
economic benefit will flow to the group.

1.28 Events after the balance sheet date
New information received after the balance
sheet date on the company’s financial
position on the balance sheet date is
taken into consideration in the annual
accounts. Events after the balance sheet
date that do not affect the company’s
financial position on the balance sheet
date but will affect the company’s financial
position in the future are disclosed if they
are significant.



NOTE 2

ESTIMATE UNCERTAINTY

In preparing the annual accounts in
accordance with IFRS, the group’s manage-
ment used estimates based on their best
judgement and assumptions that are
considered realistic. Situations or changes
in market conditions might occur that
could result in changed estimates and
so affect the company’s assets, liabilities,
equity and earnings.

The group’s most important accounting

estimates are related to the following

items:

- Projects for outside account

- Projects for own account

« Valuation of goodwill and depreciation
of property, plant and equipment

« Net retirement benefit obligations

Projects for outside account present a
number of challenges from the tendering
phase to the delivery phase. The estimates
used in the accounts are based on uniform
policies and subject to control procedures
that are intended to ensure reliable
measurement of project results and
progress. Complexity and scope mean,

however, that the projects entail an
inherent risk of estimating errors occurring
despite the group’s constant focus on
accurate measurement.

Projects for own account present many
of the same challenges as projects for
outside account, but the risk profile is
slightly different as a result of the projects
being run for the group’s own account
and risk. In order to limit the risk of losses
and estimating errors owing to an incor-
rect assessment of the market and building
costs, most of the sales will be done before
building starts.

The expected economic life of the group’s
plant and equipment is very much affected
by what items are used for and for how
long, and by technological development.
Production-related machinery is mainly
depreciated using the declining balance
method to the expected residual value
at the end of the period of use, while
other plant and equipment is depreciated
linearly over its economic life of 3-10 years.

The group’s on-balance-sheet goodwill
is valued annually for impairment. The
business is very much affected by market
trends, which cause major fluctuations
in its fair value. The market has been
positive in recent years, however, and
the company has a healthy order book.

Net retirement benefit obligations are
fixed using actuarial calculations based
on assumptions relating to, among other
things, discount rate, future pay growth,
adjustment of retirement benefits,
expected return on funds and demo-
graphic factors to do with disability

and mortality. These assumptions are
made on the basis of observable market
prices and historical developments in
the group and society as a whole.
Changes in the assumptions could have
a major impact on the calculated retire-
ment benefit obligations/expenses.

NOTE 3 EXCHANGE RATES
Exchange rate Average exchange Exchange rate
01.01.2007 rate 2007 31.12.07
SEK 09112 0.8667 0.8455
EUR 8.2380 8.0153 7.9610
NOTE 4 SEGMENT INFORMATION

Segment information is presented for business areas and
geographical segments. Business areas are the group’s primary

reporting format, and geography its secondary reporting format.

Business areas

The group conducts contracting operations and has three
business areas: Construction, Property Development and
Services. AF Gruppen has operations in Norway and Sweden.

Ordinary building and civil engineering projects come under
Construction. The group’s property portfolio comes under
Property Development, its new business area. Services to do
with building, civil engineering and offshore all come under
the Services business area. Sales between companies in the
group take place at market price. Transactions between the
different segments have been eliminated.
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NOK 1,000

2007

Income statement Construction
External operating revenue 4,164,772
Internal sales in the group 250,603
Total operating revenue 4,415,375
Operating expenses ex. depr./am. -4,297,318
Depreciation/amortisation -41,823
Impairment losses

Earnings before interest and taxes (EBIT) 76,234
Interest income 13,356

Other financial income and expenses

Interest expenses -6,146
Net financial items 7,210
Earnings before taxes (EBT) 83,444
Tax expense

Profit for the year

Cash flow

Net cash flow from operating activities 243,711
Net cash flow from investing activities -41,577
Net cash flow before financial activities 202,134

Net cash flow from financial activities
Net change in liquidity

Balance sheet

Assets 1,553,899
Investments in associates 7373
Total segment assets 1,561,272
Interest-bearing debt 131,624
Other non-interest-bearing debt 1,158,723
Total segment liabilities 1,290,347
Equity

Total debt and equity

Investments and depreciation/amortisation
Investments 48,950
Depreciation/amortisation 41,823
Impairment losses

Key figures

Gross profit margin (EBT %) 1.9 %
Gross operating margin (EBIT %) 1.7 %
Return on invested capital 24.5%
Invested capital at end of period 402,549
Average invested capital 365,134
Order book 4110,536
Average number of full-time equivalents 1,392
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Property Dev.
629,867

629,867
-575,250
-36

54,581

7,204
-7,204
47,377

-9,954
-9,894
-19,848

530,632
21,660
552,292
48,231
146,254
194,485

9,894
36

75%
8.7 %
129 %
406,038
424,328
309,685
19

Services
743,742

743,742
-605,306
-39,940

98,496
3,261

-3,587
-326
98,170

138,792
-83,585
55,207

430,923

430,923
102,555
135,446

238,001

83,585
39,940

13.2%
13.2%
373%
295477
272,743
1,441,642
397

Group/Elim
40

-250,603
-250,563
250,336

-72

-299
6,734
492
-3,708
3,518
3,219

-16,492
9817
-6,675
-242,999

8,566
426
8,992
14,432
246,236
260,668
569,978

-17,190
72

-237,244
-198,034

82

Total
5,538,421

5,538,421
-5,227,538
-81,871

229,012
23,351
492
-20,645
3,198
232,210
-57,624
174,586

356,057
-125,399
230,818
-242,999
-12,181

2,524,020
29,459
2,553,479
296,842
1,686,659
1,983,501
569,978
2,553,479

125,239
81,871

4.2 %

4.1 %
293 %
866,820
864,171
5,861,863
1,890
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2006

Income statement

External operating revenue

Internal sales in the group

Total operating revenue

Operating expenses ex. depr./am.
Depreciation/amortisation

Earnings before interest and taxes (EBIT)
Interest income

Other financial income and expenses
Interest expenses

Net financial items

Earnings before taxes (EBT)

Tax expense

Profit for the year

Investments and depreciation/amortisation

Investments
Depreciation/amortisation
Impairment losses

Balance sheet

Assets

Investments in associates

Total segment assets
Interest-bearing debt

Other non-interest-bearing debt
Total segment liabilities
Equity

Total debt and equity

Key figures

Gross profit margin (EBT %)

Gross operating margin (EBIT %)

Return on invested capial

Invested capial at end of period
Average invested capial

Order book

Average number of full-time equivalents

Construction

4,137,861
122,765
4,260,626
4,203,221
-37,940
19,465
6,992

18

-9,101
-2,091
17,374

71,860
37,940

1,235,603
-206
1,235,397
74,043
1,080,244
1,154,287

0.4 %
0.5%
15.1%
155,153
175177
4,330,699
1,450

Property Dev.
504,085

504,085
-454,238
-322
49,525
645

1
-10,858
-10,212
39,313

58,839
322

361,065
7877
368,942
266,341
64,139
330,480

7.8 %
9.8 %
134 %
304,803
373921
555,000
25

Services
715,762
63,983
779,745
-598,002
-35,535
146,208
2,360
-138
-4,030
-1,808
144,400

69,783
35535

508,289

508,289
150,520
195,491

346,011

18.5%
18.8 %
67.8 %
312,798
219,023
291,550
318

Group/Elim

-186,748
-186,748
163,382

1
-23,365
-8

5,595
2,099
7,686
-15,678

42,861

42,861
-103,446
-105,965

-209,411

534,122

148,826
49,061

Total
5,357,708

5,357,708
5,092,079
-73,796
191,833
9,989
5476
-21,890
-6,425
185,409
-51,190
134,219

200,482
73,796

2,147,818
7,671
2,155,489
387,45