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Introduction
- by Johannes Rauboti, Managing Director

Vardar’s vision is to create value
through active ownership of its
investments. Its business idea defines
the companies’ core activities:
Vardar AS shall invest in and own
energy-related activities and property.
Vardar’s origins are in power supply in
Buskerud, which was originally an integral
part of the county administration. This
undertaking established a regional grid and
built hydropower plants in Buskerud county,
partly under its own name and partly along
with other parties. In 1990 operations were
transferred to the 100% county-owned
company Buskerud Energi AS.

• Together with its Baltic partner
AS Freenergy, Vardar’s subsidiary
Vardar Eurus AS concluded an agreement
to purchase the wind power project
Sudenai/Lendimai in Lithuania, through
the purchase of the project companies
UAB Lariteksas and UAB Vejo Elektra.
• Vardar founded the wind power company
Zephyr AS together with Østfold Energi
AS and the Danish company Energi E2
(Now Dong Energy) to develop and realise
profitable wind power projects in Norway
south of Nordland county.

In the latter half of the 1990s a restructuring
process began involving the company in
several ways. This led to the company
becoming a holding company for the
Buskerud county administration’s holdings in
energy-related activities and property. The
company was then named Vardar.

• Vardar put into operation one of Norway’s
most advanced biofuel-based heat stations
in the town of Hønefoss.

Through the aforementioned restructuring
process, Vardar became the owner of 50%
of the shares in Energiselskapet Buskerud.
Energiselskapet Buskerud is a regional
energy group focused on propelling further
structural developments with an emphasis on
the Buskerud region and adjacent areas. In
addition, Vardar has established a number of
direct commitments chiefly in the area of new
renewable energy.
Moreover, Vardar owns the subsidiary Vardar
Eiendom, which leases out commercial real
estate.

Through the establishment of Nelja Energia
we have in place an even stronger platform
for developing further Vardar Eurus’ venture
in the Baltic countries. The company has a
staff of four very capable employees who
are well qualified to carry out assignments
on behalf of its investors at all stages, from
project development to construction and
operation. These are exciting times for us in
the Baltics, and, for that reason, the number
of projects and assignments has risen over
the year. Further hiring by the company is
also planned.

Important events in 2006:
• The project development company OÜ
Nelja Energia became operational on
1 January 2006 and will develop and
operate project companies on behalf of
investors. Vardar owns 1/3 of the
company.

One example of new assignments for Nelja
Energia is the acquisition of the two project
companies in Lithuania. Although these
projects are relatively small, we have chosen
to enter into them with aims of expanding
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operations also in Lithuania in the coming
years.
The establishment of Zephyr has given us a
natural tool for refining our commitment to
wind power in Norway. Even though Vardar
still has a number of direct involvements
outside of Zephyr, the idea is for new wind
power ventures to be established primarily
through Zephyr. Through Zephyr we will
be able to draw on the best expertise from
all three partners, thus guaranteeing a high
level of professionalism on projects at all
stages. Although the operating environment
in Norway is unfortunately not attractive for
investing in wind power today, we hope
that it can be improved and, combined with
a rising market price, it will hopefully be
possible to reach national targets for new
renewable energy in Norway.

The staff at Vardar’s head office have every reason to be pleased with the
year’s earnings. Rear from left: Sølvie B. Bestvold and Johannes Rauboti.
Front from left: Øystein Eskerud, Kristin Ankile and Arve Nesthorne.
Bjørn Husemoen was not present when the picture was taken.

Norway, with a view to looking at areas of
application for fuel cells in various power
supply units, as well as various methods for
producing hydrogen for such purposes.

In the area of renewable energy in Norway,
the forest is a vital resource. Vardar has put
into operation an ultramodern heat plant
in Hønefoss. The plant relies on raw wood
chips as its most important energy source
and is connected to the newly established
district heating network in the town. Vardar
will develop the district heating network in
the coming years, and it will also be relevant
to expand heat production further when the
customer base warrants this.

Vardar AS ended 2006 with results we
have all reason to be satisfied with. They
will enable the company to reach its future
objectives in both the short and long terms.
Without capable employees in both Vardar
and in Vardar’s subsidiaries and associated
companies, this would not have been
possible.

Vardar wants to help to lay the groundwork
for sustainable development in renewable
energy both now and in the future. For that
reason we use the latest technology on our
projects. For example, we have chosen
turbines from the Finnish manufacturer Win
Wind for our project in Viru Nigula. This
represents new and exciting technology
where prior to our project of eight 3 MW
turbines only a few turbines have been built.

I would therefore like to take the opportunity
to congratulate everyone who contributed to
Vardar’s results with their spectacular efforts
in 2006!

Vardar also wants to get involved in
completely new areas where commercially
available technology does not yet exist.
In this connection, Vardar has holdings in
Cenergie Ltd, which is a company working
to establish mass production of alkaline
fuel cells. On the basis of this or other
types of fuel cell we will seek to establish
a partnership with Tallinn University of
Technology as well as research centres in

Managing Director
Johannes Rauboti
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Corporate structure

BIOENERGY

HYDROPOWER

WIND POWER

REAL ESTATE

99.2%

33.3%

33.3%

Geographic
locations
HYDROPOWER
BIOENERGY
WIND POWER
REAL ESTATE
AND PROPERTY
MANAGEMENT
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Economic 5 years owerview
Amounts in NOK 1.000

Income statement - Group

2006

2005

2004

2003

2002

205 102

191 069

129 863

102 802

101 637

Result of operations

57 393

60 642

41 120

21 518

36 990

Depreciation

29 403

25 996

21 075

18 069

17 068

EBITDA

86 796

86 638

62 195

39 587

54 058

Result for the year

75 421

68 293

49 661

40 469

74 579

2 531 844

2 298 646

2 138 654

1 953 532

1 922 722

126 799

409 864

246 569

73 240

69 932

Equity

1 139 922

1 072 800

1 020 506

1 047 913

1 177 084

Long-term liabilities

1 387 855

1 420 616

1 211 277

822 433

712 490

Operating income

Balance sheet - Group
Fixed assets
Current assets

Short-term liabilities

86 381

171 929

153 292

156 427

103 080

2 658 643

2 708 511

2 385 223

2 026 773

1 992 654

Result for the year

73 876

67 951

49 661

40 469

74 579

Equity ratio

43.6 %

43.1 %

43.2 %

49.8 %

60.5 %

6.7 %

6.5 %

4.8 %

3.6 %

6.5 %

Total capital
Key figures - Vardar

Return on equity
Production (GWh)
Uste Nes AS

559.0

646.0

572.0

514.0

678.0

Kvalheim Kraft AS

11.9

13.3

11.8

12.4

10.2

OÜ Pakri Tuulepark

42.7

37.7

34 309

40 129

28 005

20 913

34 854

30

-449

64

1 103

805

-716

-691

26

102

495

Result for the year - Subsidiaries
Uste Nes AS
Kvalheim Kraft AS
Vardar Eiendom AS

Vardar
Result for the year

Equity ratio

Return on equity
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Description of activities

Hydropower
The basis of Vardar AS was Buskerud
Kraftverker, which was part of the county
administration. From 1 January 1991
these activities were organised in a limited
liability company called Buskerud Energi AS.
The county’s development of hydropower
started in the early 1960s. The first station,
Mykstufoss power station, had its first year of
operation in 1964.

hydropower developments in Hallingdal.
The plants were primarily built in the
period 1962-1967. E-CO Energi AS is, by
agreement, the operator of Uste and Nes
power stations. An agreement has been
concluded with E-CO Energi AS to optimise
production for all part-owners, which means
that all physical power trading takes place
through E-CO Energi AS.
Operations at Uste and Nes power stations
were satisfactory in 2006, and no major
maintenance or rehabilitation jobs were
performed during the reporting year, though
construction began of a new Stolsvassdam,
which is part of the regulating installations of
Nes power station. The dam will be finished
in autumn 2008 and is estimated to cost
NOK 140–145 million, of which Uste Nes
AS’s share through Nes power station is
around 31%.

The Energy Act, which came into force on 1
January 1991, set off extensive restructuring
in the business that is not yet over. In
1997, production activities were spun off
into a separate limited company, which
as of 1 January 1999 was merged with
corresponding activities owned by Drammen
municipality. As a result of this process,
Vardar AS became the owner of 50 % of the
shares in Energiselskapet Buskerud AS and
thus indirect part owner of the production
company EB Kraftproduksjon AS as well as
all subsidiaries and associated companies in
the EB Group.
In the area of hydropower generation, EB’s
strategy is to work for a more optimal use
of the water resources connected with the
river systems in the Buskerud region through
cooperation and integration as owner with
the power stations in the relevant river
systems.
In 2006 the operation of wholly and partly
owned power stations in EB Kraftproduksjon
AS was satisfactory, but during the period
five stations were not in operation, owing to
audits or repairs.
Production at EB Kraftproduksjon’s stations
(excluding Hadeland Kraftproduksjon and
Norsk Grønnkraft) was 2,369 GWh in
2006, as opposed to 2,399 GWh in 2005.
Normal production (five-year average) is
2,335 GWh. The business has 44 employees
(as of 31 December 2006).

Uste Nes AS’s share of the production at the
power stations amounted to 559 GWh in
2006. This is about 8 % lower than normal
production, which is 609 GWh. Production
in 2005 was 646 GWh.
Total operation revenue in 2006 for Uste
og Nes AS was NOK 175 million. The net
contribution to Vardar’s profit for the year
was around NOK 34.3 million.

In addition, Vardar AS has a wholly-owned
subsidiary, Uste Nes AS. The company
controls 2/7 of production at the power
stations at Uste and Nes in Hallingdal. E-CO
Energi AS and Akershus Energi AS control
4/7 and 1/7, respectively. The Uste-Nes
development is the last of the three large

The photo shows the top of one of four generators in the machine
room at Nes power station.
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Description of activities

Bioenergy
So far, Vardar AS has chosen to focus
on developing bioenergy products in the
company’s natural home area. In this context
the home area is defined as the Buskerud
region with adjacent areas. In addition to
purely financial requirements, the growing
market and a sustainable product are key in
driving Vardar AS forward.
Since 2003 Vardar has owned and
operated Øvre Eiker Fjernvarme (district
heating) in Vestfossen in close partnership
with Øvre Eiker Energi AS. The shares are
held 50-50 by the two owners. Øvre Eiker
Fjernvarme AS was established to develop
and operate district heating systems in Øvre
Eiker municipality. The plant in Vestfossen is
designed to burn a number of various kinds of
biofuel, such as wood chips, briquettes, grain
and husks, etc. The bio-boiler has a capacity
of 840 kW. In 2006 the plant sold around
2.5 GWh to its customers in Vestfossen.

Biomass is formed by plants and trees utilising the energy from
sunlight to produce plant material from CO2 and water.

At the end of 2006 Vardar AS started
operation of a new district heating plant
in Hønefoss, which will supply the town
with heat and hot water. The total installed
power of the bio-portion of the heat plant is
approximately 7 MW after construction of
phase one. Here the source of energy is raw
wood chips. Flue gas condensation is used
to increase the heat generated by the plant,
while effectively scrubbing the flue gases. The
plant will also provide cooling to customers
in the town. In addition to the bio-plant the
heat station has an electric boiler and oil-fired
boilers to meet peak loads.

Raw wood chips are the energy source in Vardar’s new district heating
plant in Hønefoss.

Vardar is now in the process of deciding
on construction of phase two of Hønefoss
Fjernvarme. Hønefoss is located in one of the
country’s most largest forest municipalities
and has a special interest in developing
district heating and other bio-industry.
Through its ownership of Energiselskapet
Buskerud, Vardar has an indirect stake in
the company Miljøvarme AS, with which
Energiselskapet Buskerud has founded in
cooperation with Viken Skog. The company is
intended to be a tool for realising bioenergy
projects.

The district heating plants provide heat, hot water and cooling.
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Descrip ti on o f act ivi ti es

Wind power
In October 2006 the Norwegian Government
presented its proposal for support schemes
for wind power and other renewable energy
production. The disappointment was great
when the Government chose to break off
talks with Sweden on a commen NorwegianSwedish green certificate market. Instead
the Government chose to establish a fund
for renewable energy and energy efficiency
measures to be administered by Enova. From
this fund, production of wind power may
receive a subsidy of NOK 0.08/kWh for
15 years from 2008. The subsidy of NOK
0.08/kWh is under half of what electricity
certificates have been priced at in Sweden
and also represents a lower level of support
than the investment support scheme that it
replaces. Given this operating environment
for wind power in Norway, it appears
difficult to meet even moderate profitability
requirements for most projects, which may
result in postponements of projects until
necessary profitability can be guaranteed
through higher power prices and a decline in
wind turbine prices.

Østfold Energi AS and the Danish company
DONG Energy AS to found the wind power
company Zephyr AS. The aim of Zephyr AS
is to develop, build and operate profitable
wind power production in Norway, from
Nordland county on southward. The three
owner companies each own 1/3 of Zephyr.
Over several years Vardar has worked
closely with Østfold Energi in Kvalheim
Kraft AS. DONG Energy is a Danish energy
group with over 700 MW of developed wind
power in its portfolio. The company therefore
has a lot of expertise and experience to
contribute in this partnership.
Together with local partners Vardar is
developing wind power projects in Western
Norway. They are organised through the
project companies Haram Kraft AS and
Sula Kraft AS. Haram Kraft AS has applied
for a licence for a project of up to 66
MW on Haramsøy and Flemsøy in Haram
municipality in Møre og Romsdal county.
However, Sula Kraft has given prenotification
of a project of up to 150 MW on Ytre Sula
in Solund municipality in Sogn og Fjordane
county.

Vardar was early in its commitment to wind
power and already in 2001, together with
Østfold Energi AS, purchased the project
company Kvalheim Kraft AS. Kvalheim Kraft
currently owns and operates the Mehuken
wind farm in Vågsøy municipality in Sogn
og Fjordane county. The wind farm consists
of five wind turbines of a total of 4 MW. By
the end of 2006 Kvalheim Kraft had five
years’ experience in operating the wind farm
at Mehuken. Mehuken is located in a very
exposed area near Stadt. The weather there
can occasionally pose quite a challenge. In
2006, 11.9 GWh of power were generated,
as opposed to 13.3 GWh in 2005.

In 2004 Vardar founded the subsidiary
Vardar Eurus AS for the purpose of
developing, building and operating plants for
producing renewable energy in the Baltics
and North-west Russia. At year-end Vardar
Eurus had two wholly-owned subsidiaries in
Estonia, OÜ Pakri Tuulepark and OÜ Viru
Nigula Tuulepark. In addition, Vardar Eurus
has two associated companies in Lithuania,
UAB Vejo Elektra (45%) and UAB Lariteksas
(50%). Together with the Baltic investment
bank OÜ United Partners, Vardar Eurus owns
the operating company OÜ Nelja Energia.
The objects of the company are to operate
companies in the area of renewable energy
on behalf of its investors. The company owns
the Lithuanian subsidiary UAB Nelja Energia,
which has the same objects.

In December 2005 Kvalheim Kraft AS
applied for a licence to expand the wind
farm at Mehuken, which will result in an
increase in installed power from 4 MW to 20
MW. A decision on the licence application is
expected during the first half of 2007.

OÜ Pakri Tuulepark owns a wind farm that
went into operation in 2005. The farm
consists of eight wind turbines, each 2.3
MW. A total mean annual production of

To bolster its commitment to wind power in
Norway, in March 2006, Vardar joined
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approx. 56 GWh has been calculated.
Production in 2006 was approx. 43 GWh.
Through its holding in OÜ Pakri Tuulepark,
Vardar Eurus is the largest producer of
renewable energy in Estonia. Total production
from Pakri Tuulepark corresponds to just
under 1% of Estonia’s total consumption of
electric power. OÜ Viru Nigula Tuulepark
owns a project expected to come into full
operation during the first half of 2007. The
project consists of eight 3 MW turbines.

In addition to the investment made through
Vardar Eurus AS, Vardar AS has a direct
ownership of 20% of the project company
OÜ Paldiski Tuulepark. This company is
developing a wind farm not far from Pakri
Tuulepark.

UAB Vejo Elektra and UAB Lariteksas are
two project companies that are working on
realising two wind power projects consisting
of a total of seven 2 MW wind turbines.
These two projects are expected to be
completed during 2008.
In 2005, NEFCO, the Nordic investment
fund became an owner of Vardar Eurus
AS, taking a 30% stake. This has helped to
strengthen Vardar Eurus AS, while NEFCO
has contributed valuable expertise through
its extensive experience from the same
geographic area.

The wind farm under development at OÜ Viru Nigula Tuulepark in
Estonia is expected to go into full operation in the first half of 2007.

Kvalheim Kraft owns and operates the Mehuken wind farm in Vågsøy municipality in Sogn og Fjordane county. Photo: © vivest.no
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Zephyr AS
– well under way after one year’s operations
In March 2006 the wind power
company Zephyr AS was founded.
Behind this newcomer stands three
well-established companies: the energy
company DONG Energy from Denmark
and the Norwegian energy producers
Østfold Energi AS and Vardar AS. The
three owners have great ambitions for
the new company and want Zephyr
to be a proactive and strong tool in
developing wind power in Norway.
Henriette Holm Mørch of DONG Energy is very pleased with the
newcomer Zephyr AS.

As a committed player, Zephyr will adapt to
whatever support regime comes, though it
is no secret that the three owner companies
would have preferred a Norwegian-Swedish
green certificate market effective 1 January
2007.
Since this did not materialise, it is expected
that an alternative support scheme will be
put in place that adequately promotes the
development of new renewable energy
production in Norway. It is crucial for such a
scheme to be specified and implemented as
soon as possible.

While Vardar and Østfold Energi have been
working jointly on wind power projects for
several years, the Danish company DONG
Energy is new in the alliance. With its large
wind power portfolio, DONG Energy brings
considerable experience and expertise in
planning, constructing and operating wind
farms in Europe.
“Once we had decided to commit to wind
power in Norway, we had two options,” says
Henriette Holm Mørch, Development Manager
at DONG Energy. “We either had to rely on
our own people or we had to find competent
partners. After several meetings with Vardar
and Østfold Energi we felt that they were a
good fit. Together we agreed on the strategy
for a new wind power company in Norway.”

Goals reached for the first year of operation
“After nearly one year’s operation, we can
say with pride that we are well under way,”
says Holm Mørch, who is also on Zephyr’s
board of directors. “We have reached the
goals we set for ourselves for the period. The
collaboration between the partners is working
splendidly despite the great distances.
We have also found employees with skills
that match and complement one another.”

Norway well-suited to wind power
The aim of Zephyr AS is to be a major player
in wind power in Norway. Its owners are
prepared to make substantial investment
in wind power projects. The company is
headquartered in Sarpsborg, but intends to
develop and operate wind farms in southern
and central Norway.
“We see a great potential for wind power
in Norway,” says Holm Mørch. Because
it is sparsely populated, there are ample
opportunities for onshore wind farms. The
combination of wind power and hydropower
is ideal in Norway. When the wind stops
blowing, it is quite easy to switch from wind
to hydropower.”

DONG Energy:
Headquartered in Denmark, DONG Energy is one of the
Nordic region’s leading energy groups. Its business concept
is to obtain, produce, distribute, buy and sell energy and
related products in Northern Europe.
DONG Energy has valuable operating experience and skills
from years in various segments of the value chain.
In 2006 DONG Energy’s revenues were DKK 35.6 billion
and the company had 721 MW of wind power in operation.
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Description of activities

Real estate and property management
The vacancy rate for the overall property
market in Norway continued its declining
trend in 2006. There is higher demand for
commercial property as well as expectations
of a sustained drop in the number of
vacancies in the next one to two years.
Rents bottomed out in 2003 and have since
been rising, especially for centrally located
premises with high standards.
At Vardar Eiendom AS we noted increased
interest in and demand for leasing offices
during the past year, from large and small
tenants alike.

companies. Vardar Eiendom AS primarily has
leases with terms longer than three years.

Vardar Eiendom AS is a subsidiary of Vardar
AS. One of the company’s primary tasks is
to see to efficient operation and letting of its
own properties. It does this by managing the
real estate assets and providing operating
services to tenants. The company shall
develop a property portfolio that can provide
a basis for profitable operation and value
appreciation in the longer term. The property
portfolio consists of two office buildings and
combined administration and production
premises. In its portfolio the company also
has an interesting commercial lot with
considerable potential for appreciation.
It is particularly the properties in Gulskogen
and in central Drammen that have the
greatest focus in terms of operation and
leasing. The occupancy rate is around 90%
in Gulskogen, and the office building in the
city centre is fully leased as of 31 December
2006.
During 2006 leases were signed whereby the
property in the city centre was fully leased
as of September 2006. On the occasion of
a new tenant in the city centre moving in, the
premises were refurbished and are now more
pleasant and more modern.

Vardar Eiendom AS is positive towards
further growth and looks forward to an
exciting 2007.

As the aim of Vardar Eiendom AS is to
have satisfied tenants, it works actively to
maintain good relations through ongoing
communication with its customers.
As far as operations are concerned,
2006 did not present major challenges.
All properties are well maintained and
are regularly followed up through internal
inspections and the use of service agreements
with recognised companies.

The property in Øvre Eikervei has a bucolic location on the banks of
Drammenselva.

In 2006 the company decided to refurbish
the premises in Gulskogen to achieve
better utilisation of the leased space and
to modernise the canteen area and new
conference rooms.
In award-winning and park-like outdoor areas, tenants in Øvre Eikervei can enjoy al fresco lunch on a fine summer day.

The portfolio of tenants consists of solid

The newly refurbished office space in
central Drammen are fully leased as
of today.
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Market conditions and risk
Hydropower
A separate contract was signed with EB
Handel AS for the portfolio management of
the Uste Nes AS power portfolio. NordPool/
Elbørsen is the central market place for
trading in power contracts, and NordPool is
also responsible for settlement, limiting the
counterparty risk very limited. This market
place is open to purchases and sales so
that we as a producer are only exposed to
changes in the price of power. Uste Nes AS
has a risk management system which aims
to create predictability in the level of profit
after tax for the next few years. Therefore this
system helps to cushion the effects of rapid
price variation in the market.

Wind power
In October 2006 the Government presented
its proposed support measures for wind
power and other methods of renewable
power production. In contrast to the
Norwegian-Swedish electricity certification
system which could have provided for
satisfactory levels of profitability for wind
power in Norway, the Government chose
to promote a system with support of NOK
0.08/kWh for 15 years. With this level of
support it is difficult to satisfy the requirement
of even modest levels of profitability for the
majority of wind power projects. Through the
establishment of the wind power company
Zephyr AS, Vardar AS has made further
progress in positioning itself for possible
development projects in Norway in the
future. However unless the market price for
power combined with the applicable support
schemes satisfies Vardar’s return requirements
in a reasonably predictable manner, Vardar
will not be able to participate in investments
in wind power.

The figure below illustrates the risk
management system diagrammatically. The
diagram shows what can be the maximum
and minimum exposure the portfolio
experiences during each quarter Q1 to Q4
each year. 100% in the diagram represents
the company’s total power portfolio based on
the continuously updated production forecasts
for the power stations. During transition to a
new quarter, the plan runs continuously.

Vardar AS has only carried out one
investment in Norway to date, namely in
Kvalheim Kraft AS. Kvalheim Kraft received

Power portfolio – Price hedging (illustration)
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investment support as well as production
support immediately after it became
operational. As we know, this scheme was
discontinued in the absence of any similar
replacement. Kvalheim Kraft achieved
profitable operations in 2006 due to high
market power prices.

corresponding to the lost income which
resulted from the reduced level of accessibility.
Bioenergy
Vardar has chosen to prioritise bioenergy/
district heating in collaboration with
Energiselskapet Buskerud. In the first instance,
this priority area is geography limited to the
Buskerud region. At the end of 2006 Vardar
began the first developmental phase of the
district heating plant in Hønefoss. Projects
of this nature contain several risk elements,
such as some uncertainty about the level of
investment and sales volume. Earnings from
these type of constructions are primarily based
on the operation of a biofuel plant. Heat
production from the biofuel plant provides
a contribution margin intended to provide a
return on the investment. Stable operations
with the highest possible availability are
therefore vital elements in addition to
favourable biofuel purchasing terms. Vardar
AS has focused on these conditions when
writing the key contracts for this project.

Vardar AS’s emphasis on renewable energy
in the Baltic states and the north-west region
of Russia is practically carried out through
its subsidiary Vardar Eurus AS. Earnings
from wind power production in Estonia and
Lithuania derive from the sale of electrical
power at a ”feed in” tariff as well as the
sale of emission allowances. In Latvia
the operating environment has not been
clarified, but most likely a bid principle will
be established, whereby the investor who
is willing to realise a project at the lowest
power price will win the tender. Vardar Eurus
AS owns wind power projects outright and
in part. Moreover, during 2007 Vardar Eurus
will take a majority ownership position in
the two largest operational wind farms in
Estonia. The counterparty and price risks are
therefore very limited during the operational
phase. In Lithuania Vardar Eurus holds an
equity position in two project companies;
these projects are in the process of being
realised and are expected to become
operational during 2008.

Foreign currencies
From 1 January 2006 NordPool/Elbørsen
converted to trading power in euros, which
exposes producers to a currency risk in
addition to the price risk. In consideration of
this, Vardar has prepared a framework for
hedging the future euro-denominated revenue
from power sales. The framework defines an
upper and lower limit for hedging the future
euro-denominated revenue streams. A long
time horizon for currency hedging has been
established, with a high degree of hedging for
the next few years which is slowly reduced in
the future.

Foreign exchange risk is considered to be
limited as both the Estonian and Lithuanian
currencies are pegged to the euro. The
investments are made in euros and revenue
from the sale of power is earned in the local
currencies. At the present time no form of
hedging the euro-denominated loan against
changes in the litas and kroon, respectively,
has been carried out, but this will be reassessed on a continuous basis.

Through its investment in Vardar Eurus, Vardar
has en equity ratio in the balance sheet where
the value in Norwegian kroner will vary in
direct relation to the NOK/EUR exchange
rate. To hedge these values in the balance
sheet against currency fluctuation, they will be
matched by corresponding euro-denominated
debt items.

The largest risk factor is the level of
production which can vary substantially
from one year to another due to changes
in wind conditions. The supplier contracts
usually contain long-term operational and
maintenance agreements with guaranteed
accessibility. The time frame of these
agreements is from five to ten years. In the
event of insufficient accessibility, the owner of
the wind farm is compensated by an amount

Interest rates
Vardar has established a framework for
interest rate hedging of its loan portfolio,
where the average interest rate hedge is
between one and four years.
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New renewable energy

Leading the way in the use of new technology
Renewable energy has been an
important topic in energy politics for
many a year. Already 20 or 30 years
there was a growing recognition that
our planet’s resources are limited,
and that the world must reduce its
use of fossil fuels. Today climate
policy is a recurring topic on political
agendas, and much work is going
into developing renewable sources of
energy.
“Many are of the opinion that the changes
in global climate caused by human activities
represent the single greatest environmental
challenge that the human race has ever
faced,” says Bjørn Husemoen, director at
Vardar AS. He and Vardar have already
been working for several years on developing
“New renewable energy” principally in
the areas of wind power and bioenergy. In
addition, Vardar has exciting projects in the
areas of hydrogen and fuel cells.

Bjørn Husemoen is a graduate engineer from NTNU, and has many
years experience in the mechanical, offshore and Norwegian power
industries.

The interplay between power sources will
yield a more stable power supply
Vardar AS has a number of wind farms and
wind power projects both in Norway and
in the Baltic states. There is an interest in
investigating the opportunities in combining
the production of hydrogen for fuel cells with
wind power, for example. The idea being to
provide a more stable power supply. “In this
regard, we are embarking on establishing a
collaboration with Tallinn Technical University
in Estonia,” says Husemoen. “We are also
looking here at applications for fuel cells in
various power supply units. This is to raise
the general level of knowledge, but also
to form ties with local expertise in Estonia.
Estonia is one of the locations where we
would like to consider the possibility of
expanding the fuel cell plants in combination
with the existing wind farms.”

Fuel cell production
Vardar AS has acquired an ownership
interest in the company Cenergie Ltd. This
is a company which is working to establish
mass production of fuel cells. “We haven’t
completely got there yet but are beginning to
see the results of our efforts,” says Husemoen.
“The challenge is to develop the fuel cells in
such a way that they can be easily transferred
to a variety of user applications.
For us the primary focus of the development
process will be on stationary plants, and it
is the low temperature fuel cells are most
interesting for us for converting hydrogen into
electricity”.

Fuel cells
A fuel cell can be seen as a type of electric battery which converts chemical energy to electrical energy. The difference is that in
ordinary batteries the chemical energy is stored internally, while in fuel cells it is continuously supplied from an external store.
This means that the fuel cell does not become depleted as long as there is “fuel” in the external store.
Fuel cells may be able to replace the majority of today’s low-efficiency and polluting energy transformers. Their structural principle
makes them equally well suited to micro technology as to large-scale power stations. In the long term, fuel cell technology can play a
significant role in alleviating global pollution.
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The Oslo-Stavanger hydrogen corridor
Vardar AS is participating in the national
development project HyNor – the hydrogen
corridor from Oslo to Stavanger. During 2008
it will be possible to drive hydrogen-fuelled
vehicles between Oslo and Stavanger. The
idea is to build the initial hydrogen
infrastructure, as part of a future permanent
infrastructure from Oslo to Stavanger. The
project will also form the basis of a broad and
realistic market test for hydrogen in the
transport sector in Norway.
Production of hydrogen from waste materials
“Rubbish is something we have more than
enough of, and we would like to look into
opportunities for using this resource in a
beneficial manner,” says Bjørn Husemoen.
Vardar AS has therefore established a
collaboration with Lindum Ressurs and
Gjenvinning AS in Drammen. The purpose of
the project is to produce hydrogen from waste
materials. This activity forms part of a longterm plan to make Drammen and Papirbredden
– Drammen Kunnskapspark – a centre for
hydrogen and fuel cell energy. The objective
is to develop a substantial, regional research
centre focused on developing expertise in the
production and use of hydrogen. This will come
into effect through the simultaneous development
of technology and user knowledge.
Key players on the technology side are HyNor/
the hydrogen corridor, Lindum/Vardar and the
university colleges in Buskerud county. The userknowledge portion will be the responsibility of
Papirbredden – Drammen Kunnskapspark.

Biotechnology
Vardar AS is working in conjunction with
NTNU on a project to convert biological
material into gas. This enables the extracted
gases to be refined and used in connection with
the production of electricity and district heating.
This process may be used to generate
hydrogen, as well as other gases which can
also be used in for example biodiesel.
Vardar AS is particularly interested in this
field as it provides opportunities to develop
current and new district heating plants.
“Bioenergy is CO2 neutral, and a sustainable
and environment-friendly power alternative,”
concludes Bjørn Husemoen.

Bioenergy
Biomass is quite simply trees and other plants. Biomass
is formed by plants and trees utilising the energy from
sunlight to produce plant material from CO2 and water.
This type of biomass can be directly used for energy
purposes, through normal combustion. But biomass
is also an excellent raw material in the production of
hydrogen and would appear to produce hydrogen at
competitive prices within a relatively short timeframe.
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The Board of Directors’ annual report for 2006
Vardar AS is a holding company
which works towards its long-term
goal of maximising values through a
strategy of development.

power plant, as well as OÜ Viru Nigula
Tuulepark which is a wind power project
presently under construction. This plant is
expected to become fully operational during
spring 2007. Vardar Eurus AS owns the
operational company OÜ Nelja Energia
together with the Baltic investment bank OÜ
United Partners. The aim of this company
is to develop and realise projects as well
as run operational installations on behalf
of investors. During the reporting year,
Vardar Eurus has expanded its operations in
the Baltic states and taken a co-ownership
position in two wind power projects in
Lithuania. The plan is for the projects, which
are organised in the companies UAB Vejo
Elektra and UAB Lariteksas, to be built and
begin operations during 2008.

The company has the following vision:

Vardar AS – Growing through active
ownership.
The company’s ownership interests may be
simply divided into the following four core
activities:
• Hydropower
• Wind power
• Bioenergy/District heating
• Property
These areas represent the Group’s core
operations.

In the area of bioenergy/district heating,
Vardar AS owns 50 % of the shares in Øvre
Eiker Fjernvarme AS, which runs a modest
sized district heating plant in Vestfossen.
The district heat is produced in a biofuel
station which is designed to run on various
types of biofuel. Also during the reporting
year, Vardar has commenced operations of
a district heating plant in Hønefoss which
is designed to use raw wood chips as its
primary energy source. The infrastructure
relating to the plant will be further expanded
in the future and new customers will become
connected. It has been decided to place
Hønefoss Fjernvarme in a separate company,
which will be wholly-owned by Vardar AS for
the time being.

The company has the following business idea:

Vardar AS shall invest in and own
energy-related activities and property.
The hydropower business area comprises
ownership of Energiselskapet Buskerud AS as
well as the wholly-owned subsidiary Uste Nes
AS. Uste Nes AS owns 2/7 of the co-owned
Uste and Nes power stations in Hallingdal.
In the area of wind power, Vardar AS owns
the wind power company Kvalheim Kraft
AS together with Østfold Energi AS, as well
as 33.3% of the shares in the company
Zephyr AS whose purpose is to develop,
build and own plants which produce wind
power. In addition Vardar AS holds a
direct co-ownership position in a couple of
other wind power projects which are under
development.

The subsidiary Vardar Eiendom AS is the
Group’s chosen entity for development of the
property portfolio.
Vardar AS has its registered office in
Drammen municipality.

Vardar AS owns the subsidiary Vardar Eurus
AS together with Nordic Environmental
Finance Corporation, NEFCO. The
company’s objects are to invest in and own
production plants for renewable energy in
the Baltic states and the north-west region of
Russia. At the commencement of the reporting
year, Vardar Eurus AS has two wholly-owned
subsidiaries in Estonia: OÜ Pakri Tuulepark
which is Estonia’s largest operational wind
Rear from left: Deputy Chairman Mette Lund Stake, Chairman Tor Ottar Karlsen and Director Nils Peter Undebakke.
Front from left: Managing Director Johannes Rauboti,
Director Gerd Johnsen and Director Linda Verde.

In accordance with section 3-3 of the
Accounting Act, the Board confirms that
the necessary conditions for continued
operations are present. The annual report
and accounts are therefore prepared on this
“going-concern” basis which itself is founded
on the company’s earnings forecast for 2007
and the years following. The company is in a
healthy economic and financial position.
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The company’s distributable equity as at 31
December 2006 was: NOK 238.5 million.

Uste Nes AS
This company owns 2/7 of the power stations
Uste and Nes in Hallingdal which is co-owned
by E-CO Energi AS (4/7), Akershus Energi AS
(1/7) and Uste Nes AS.

Cash flow from operating activities in
Vardar AS amounted to NOK 168.1
million, whereas the corresponding figure
for the Group is NOK -33.3 million. The
discrepancy with operating income is due to
changes in other accrual items.

The profit for Uste Nes AS in 2006 was
NOK 34.3 million and shareholders’ equity
at the end of the year stood at NOK 648.1
million. Uste Nes AS hedges the price of
its future production through the use of
forward contracts. A significant proportion
of the production is hedged for 2007 and
2008 and a smaller proportion in 2009.
This risk management serves to increase the
predictability of earnings after tax despite
fluctuations in market price throughout the
year. The Board of Directors is well pleased
with the profit performance of Uste Nes AS.

Capital structure
At year-end, Vardar AS had total assets of
NOK 2,614.8 million, and its shareholder
equity was NOK 1,139.9 million, while
the Vardar Group had total assets of NOK
2,658.6 million and a corresponding
shareholder equity of NOK 1,139.9 million.
The Board considers the level of shareholder
equity and liquidity in the company to be
satisfactory.

Energiselskapet Buskerud AS
Vardar AS owns 50% of the shares in the
energy group Energiselskapet Buskerud
AS. The Group comprises inter alia the
subsidiaries EB Kraftproduksjon AS, EB Nett
AS and EB Energimontasje AS.

Vardar AS exercises a strategy for financial
risk management which covers the Parent
Company and subsidiaries together.
The Group is exposed to changes in the
exchange rate between Norwegian kroner
and the euro in regard of its investment in
Vardar Eurus AS, as well as through ongoing
sales of power production on the NordPool.
Vardar AS has adopted a foreign exchange
strategy which entails entering into forward
contracts to hedge euro-denominated revenue
streams against the Norwegian krone.

Energiselskapet Buskerud AS achieved profit
after tax for 2006 of NOK 127.6 million
compared to NOK 87.2 million for 2005.
Shareholders’ equity at the end of the year
was NOK 1,662.6 million.
Vardar Eurus AS
Vardar AS owns 70% of the shares in Vardar
Eurus AS. The remaining 30% is owned by
NEFCO. The subsidiary OÜ Pakri Tuulepark
achieved a profit of EEK 4.072 million in
2006, and Vardar Eurus AS achieved a profit
of NOK 5.17 million. There were very low
wind speeds compared to average, especially
during the first half of the year. Taking into
account the wind resources, the Board is
therefore very satisfied with the earnings
performance of OÜ Pakri Tuulepark and the
performance in general of Vardar Eurus AS.

With respect to external debt, a proportion
is partly hedged through the use of interest
rate hedges and partly through interest rate
options. An interest rate hedge strategy for
the company has also been adopted, and
the average amount of fixed-rate debt has
increased somewhat during the last year.
Personnel, health, environment and safety
At the end of the year, Vardar AS and the
wholly-owned subsidiaries employed six
staffmembers of which two are women. The
Group has a collaboration agreement with
Energiselskapet Buskerud AS with regard to
administrative services.

Financial results
The Vardar Group achieved profit after tax
in 2006 of approx. NOK 75.4 million, an
improvement of approx. NOK 7 million over
the previous year.

The Board considers the company to have
a good working environment, and does
not consider it necessary to implement
special measures. The aim of the company’s
personnel policy is to provide a workplace
which conforms to the principles of full
gender equality. The company’s aim is to
eliminate discrimination based on gender in
respect of for example pay, advancement,
recruitment, professional development etc.
Three of the five shareholder-elected
representatives on the Board of Vardar AS

The Board is pleased with these figures.
The Board proposes that the net profit after
tax of NOK 73.9 million for Vardar AS be
allocated as follows:
Transferred to other reserves NOK 30.1
million.
Transferred to the reserve for valuation
variances NOK 43.8 million.
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are women. Three of the six shareholderelected representatives in Uste Nes AS
are women. One of the three shareholderelected representatives in Vardar Eurus AS
is a woman. In the subsidiaries OÜ Pakri
Tuulepark and OÜ Viru Nigula Tuulepark,
two of the four shareholder-elected
representatives are women.

Vardar AS is working purposefully to position
the company for several projects and
development areas and has, for example,
through its joint venture Haram Kraft AS
applied for a licence for a 66 MW wind
farm on the Møre coast together with Tafjord
Kraft AS and Kraftmontasje AS. A response
to this licence application is expected during
2007.

Absence due to illness in the Vardar Group
for 2006 was 94 days. This represents
8.76 % of the total working hours during
the year. There were no accidents or major
injuries during the reporting year.

Otherwise, the Board has expectations for
the performance of its renewable energy
ventures abroad through Vardar Eurus AS.
Here special emphasis will be on countries
and areas where the legal framework and
other operating conditions enable investment
in new renewable energy to generate a
satisfactory return on invested capital, taking
into account the additional risk factors
associated with operating a business abroad.
The establishment of a collaboration with
the Baltic investment bank United Partners is
expected to provide Vardar Eurus AS with a
boost in its performance in the years ahead.

The company’s operations create generally
little pollution of the external environment.
Nor does the company have any projects
under development or being implemented
which affect the environment to a greater
extent than that which naturally occurs with
similar businesses.
Outlook
Several value-enhancing processes have
already been carried out in connection with
restructuring in the energy industry in the
Buskerud region and surrounding areas.

The Board envisions substantial growth
in the area of bioenergy. Vardar AS has
already reaped vital experience through the
establishment and operation of Øvre Eiker
Fjernvarme AS. In 2003 the company was
awarded the licence for construction
of district heating in the town of Hønefoss
and the plant became operational on
1 September 2006.

Energiselskapet Buskerud AS has enjoyed
considerable success to date with its strategy
and it is the intention of the owners that
the efforts at further regional restructuring
should be continued under the direction of
Energiselskapet Buskerud AS.
In the field of new renewable energy, the
efforts are predominantly concentrated on
wind power and bioenergy/district heating.

The subsidiary Vardar Eiendom AS is a good
platform from which to continue development
of the property portfolio in the future. The
company’s earnings in 2006 were not
completely satisfactory due to vacancies.
However from 1 October 2006 the
company’s office space is almost fully leased,
and this will be reflected in the financial
statements from 2007 onwards.

Wind power production is gaining
increasing attention. Over time, the
development of increasingly larger wind
turbines is leading to a real reduction in the
invested amount per MW of installed power.
Nevertheless, support schemes of one form
or another are necessary to make wind
power production a profitable activity. In
addition the high level of global demand has
led to a temporary rise in turbine prices.

The Board would like to emphasise that
assessments of future conditions are normally
subject to a level of uncertainty.

The Board would like to thank the management of the Group for a job well done in 2006.
Drammen, 27 March 2007

Tor Ottar Karlsen
Chairman of the Board

Mette Lund Stake
Deputy Chairman

Nils Peter Undebakke
Member of the Board

Linda Verde
Member of the Board

Gerd Johnsen
Member of the Board

Johannes Rauboti
Managing director
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Income statement
Amounts in NOK 1.000

GROUP
Result
31.12.2006

PARENT COMPANY
Statement
2005

Notes

Result
31.12.2006

Statement
2005

3 226

2 797

Operating income
195 371
9 730

180 362 Income from sales of energy

1

10 707 Other operating income
Other group operating income

205 102

400

191 069 Total operating income

3 626

2 797

2 019

1 924

1 948

4 251

Operating expenses
71 634
3 290

59 673 Purchase of energy/cost of goods sold
6 093 Payroll expenses

2,13

29 403

25 996 Depreciation

43 382

38 666 Other operating expenses

4,5
2

Other group operating expenses
147 709
57 393

66
3 127

255

154

10 282

9 522

-6 656

-6 724

6

35 063

39 191

6

62 656

42 277

130 428 Total operating expenses
60 642 Result of operations
Income from subsidiaries

66
5 993

62 799

42 277 Income from associated and joint venture companies

38 701

29 520 Financial income

27 139

33 747

59 564

46 466 Financial expense

53 727

46 415

41 936

25 330 Net financial items

71 132

68 800

99 329

85 972 Profit before taxes

64 477

62 075

23 908

17 679 Tax on ordinary result

-9 399

-5 876

75 421

68 293 Result of the year

73 876

67 951

30 130

98 599

73 876

67 951 Majority

1 545

341 Minority

3

Disclosure
73 876

67 951 Allocation other equity
Allocation to reserve for valuation variances

73 876

67 951 Total allocated
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43 746

-30 648

73 876

67 951

Cashflow statement
Amounts in NOK 1.000

GROUP

PARENT COMPANY

2006

2005

2006

2005

Cash flow from operations
99 329
-4 217
29 403
-217

85 972 Result before taxes

64 477

62 075

-5

0

66

66

-217

143

456

-472

6 690

-2 817

96 599

65 918

168 066

124 913

-82 512

0

0

0

-21 615

-94 758

-3 808

-57 970

0

150

-107 935

-152 578

-58 161

0

-25 586

-22 346

39 106

100 000

0

-80 200

126 558 Net cash flow from financing

-44 641

-2 546

124 951 Net cash flow for the period

15 490

-30 211

9 888

40 099

25 378

9 888

25 378

9 888

-4 679 Taxes paid in the period
25 996 Ordinary depreciation
143 Change in inventory

-13 446

-3 855 Change in accounts receivable

-11 113

-7 475 Change in accounts payable

-133 052
-33 313

85 884 Changes in other provisions
181 986 Net cash flow from operations
Cash flow from investments

-191 912
0
-883
-7 073
0
-199 868

-179 318 Purchase of fixed assets
0 Payment sale of fixed assets
-4 425 Payment on other long-term receivables
0 Purchase of shares and investments in other companies
150 Payment sale of shares and investments in other companies
-183 593 Net cash flow from investments
Cash flow from financing

-58 161
-25 586
27 693
0
-56 054
-289 235
295 050
5 815

0 Instalments on subordinated loans
-22 346 Interest on subordinated loans
229 104 Taking up loan
-80 200 Payment of dividend

170 099 Cash and cash equivalents at the beginning of the period
295 050 Cash and cash equivalents at the end of the period
Consists of :

5 815

295 050 Bank deposits etc.
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Balance sheet
Amounts in NOK 1.000

GROUP

PARENT COMPANY

31.12.2006

31.12.2005

Note

31.12.2006

31.12.2005

Assets
Fixed assets
Intangible fixed assets
1 659

2 113 Deferred tax asset

3

675

1 315

5

1 050

1 050

5

57

123

206 500

206 500

5

96 965

14 453

6

469 379

488 996

6

1 063 615

1 010 099

8

435 950

428 566

85 834

Rights to energy due to
91 042 concession conditions

4

14 539

15 346 Goodwill

4

Tangible fixed assets
44 025
1 506

45 011 Property and land
206 Machinery, equipment etc.

206 500

206 500 Waterfall rights

5

405 665

423 320 Power stations

5

252 660

63 299 Work in progress
Financial fixed assets
Investments in subsidiary

1 075 474
401 987
6 598
35 398
2 531 844

Investm. in associated and joint
1 010 109 venture companies
395 950 Subordinated loans
5 198 Shares
40 552 Other long-term receivables

7

6 598

5 198

9

141 566

127 335

2 422 355

2 283 635

10

613

396

597

1 053

14

131 557

79 651

34 334

115 625

2 298 646 Total fixed assets
Current assets

613

396 Inventory
Receivables

20 664

7 218 Accounts receivables
Group receivables

99 706
5 815
126 799
2 658 643

107 200 Other receivables
295 050 Cash and bank deposits
409 864 Total current assets
2 708 511 Total assets
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11

25 378

9 888

192 480

206 613

2 614 835

2 490 248

Amounts in NOK 1.000

GROUP
31.12.2006

PARENT COMPANY
31.12.2005

Note

31.12.2006

31.12.2005

Equity and liabilities
Equity
Paid in capital
268 561

268 561 Share capital (49.550 at NOK 5.420,-)

16

268 561

268 561

348 500

348 500

344 911

301 165

177 950

154 574

12

1 139 922

1 072 800

13

2 246

4 542

782 914 Liabilities to financial institutions

17

700 000

660 894

633 030 Subordinated loan capital

15

Share premium reserve
Retained earnings
Reserve for valuation variances
871 361
1 139 922
44 485

6

804 239 Other equity
1 072 800 Total equity
43 167 Minority
Liabilities
Long-term provisions

2 379

4 672 Pension liabilities
Other long-term liabilities

810 607
574 869
1 387 855

1 420 616 Total long-term liabilities

574 869

633 030

1 277 115

1 298 466

176 233

70 947

12 516

5 826

0

5

Current liabilities
70 947 Bank overdraft
21 792

32 905 Accounts payable

23 635

4 217 Income taxes payable

9 996
30 958

11
3

6 456 VAT and social security costs
57 404 Other short-term liabilities
Group liabilities

86 381
2 658 643

639

487

8 271

41 630

138

88

197 798

118 983

2 614 835

2 490 248

14

171 929 Total current liabilities
2 708 511 Total equity and liabilities

Drammen, 27.03.2007

Tor Ottar Karlsen
Chairman of the Board

Mette Lund Stake
Deputy Chairman

Nils Peter Undebakke
Member of the Board

Linda Verde
Member of the Board

Gerd Johnsen
Member of the Board

Johannes Rauboti
Managing director
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Accounting policies
Classifications in the balance sheet
Assets intended for long term ownership or
use have been classified as fixed assets.
Assets relating to the trading cycle have been
classified as current assets. Receivables are
classified as current assets if they are to be
repaid within one year after the transaction
date. Similar criteria apply to liabilities.

Accounting standards
The financial statements are prepared
in accordance with the Norwegian
Accounting Act and Norwegian
Generally Accepted Accounting
Practice (NGAAP).
Principles of consolidation
The consolidated statements include following
companies:

Current assets are valued at the lower of
cost and net realizable value. Fixed assets
are valued to historical cost. Fixed assets
are depreciated on a straight-line basis
over estimated useful lives. Fixed assets are
reviewed for impairment whenever events
or changes in circumstances indicate that
the carrying amount of an asset may not be
recoverable.

• Vardar AS (parent company)
• Uste Nes AS (subsidiary, 100% owned
by Vardar AS)
• Vardar Eurus AS (subsidiary, 70% owned
by Vardar AS)
• Vardar Eiendom AS (subsidiary, 99,2%
owned by Vardar AS)

Liabilities are valued to the nominal value on
the establishment

• OÜ Pakri Tuulepark (subsidiary of
Vardar Eurus AS, 100% owned by
Vardar Eurus AS)

Property, plant and equipment
Fixed assets are valued to historical costs.
Depreciations are computed when the
investment are taken into use. The estimated
useful lives are considered with basis in
EBL´s recommended estimated lives, and all
investments are depreciated on a straight-line
basis.

• OÜ Viru Nigula (subsidiary of
Vardar Eurus AS, 100% owned by
Vardar Eurus AS)
Vardar AS owns 50% of the shares in
Energiselskapet Buskerud AS, Kvalheim Kraft
AS, Øvre Eiker Fjernvarme AS and Sula Kraft
AS. These are considered as joint ventures and
are consolidated by using the gross method.

Maintenance which improve the asset
estimated earning capability or estimated
useful lives, are activated.

The consolidated financial statements show
the total financial position when the parent
company and the subsidiaries are presented
as one financial entity. The consolidated
statements are accounted for under the
purchase method. The method aim to
discover more- or less-values compared to
accounted values by the purchase, which are
depreciated over the estimated useful lives in
the consolidated statements. Inter-company
balances and transactions, including intercompany profits and unrealized profits and
unrealized losses are eliminated.

Receivables
Accounts receivables and other receivables
are stated at face value, after provision
for doubtful accounts. Provision for
doubtful accounts are done on the basis
of consideration of individual accounts.
In addition there are done an unspecified
provision for other receivables to cover for
estimated losses.
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directly against taxes in the balance sheet
(recorded against current tax if effect on
current tax, and against deferred tax if effect
on deferred tax).

Accruals
It is made provisions for prepaid income and
prepaid cost, consisting of other net/energy
costs, accrued interest cost and other costs.
Any eventual loss potential in ongoing legal
procedures are considered, and recorded for.

Economic rent tax
It’s only current economic rent tax that is
recorded as tax for the year. The computed
basis for rent tax is reduced with eventually
carry forward negative positions from last
year.

Pension liabilities
The Group is members of Buskerud
Fylkeskommunale Pensjonskasse (BFP). BFP
are a public pension fund.

Natural resouce taxes
Natural resource taxes for the year can be
neutralized with ordinary income tax. If
natural resource taxes are larger than the
income tax for the year, the differences are
recorded as prepaid taxes in the balance
sheet. Interests are calculated on this carry
forward position next year, in accordance
with existing rules. The interests are recorded
as other financial income.

There are some differences in the general
calculation method, which are used with
implementing of the accounting standards in
private sector compared to the calculation
method for the public pension fund. Here
it’s used the method for public pension
fund. A calculation after the new actuarystandard gives according to Kommunal
Forsikringsservice AS minor differences
compared to the span in presumptions,
which can be used by computations after the
accounting standard.

Subsidiaries, joint ventures and associated
companies
The subsidiaries, joint ventures and the
associated companies are valued at the
equity method in the company financial
statements. Vardar’s share of the result
is computed based on the underlying
company’s result after tax. In the income
statement this share of result are shown under
financial income, while the assets are shown
under financial fixed assets.

TAXES
Income taxes
The income tax charge is based on profit for
the year and considers deferred taxation. Tax
on ordinary result consists of this current tax
and the change in deferred tax. Deferred tax
are computed with 28% on the temporary
differences between the carrying amounts of
assets and liabilities for financial reporting
purposes and the amounts used for income
tax purposes, together with carry forward
losses by the end of the accounting year.
Temporary differences, which are reversed
or may reverse in the same period are
neutralized, and recorded net in the balance
sheet.

Cash flow statement
The cash flow statement is prepared by
using the indirect method. Cash and cash
equivalents are short term, highly liquid
investments that are readily convertible
to known amounts of cash with original
maturities of three months or less and that are
subject to an insignificant risk of change in
value.

Taxes on group contribution, which are
recorded as increased costs on the shares
in the receiving companies, are recorded
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Notes to the accounts 2006
Amounts in NOK 1.000

Note 1. Sales of energy
GROUP
The sales of energy consists of generated power at Uste Nes AS that is divided between
energy due to concession conditions, cooperative power and bilateral physically and financially.

Note 2. Payroll expenses, number of employees, remuneration etc.
PARENT COMPANY
Payroll expenses

2006

2005

Wages (incl. salary allocated)

2 141

1 847

225

305

Remuneration to the board
Social security costs
Pension costs

628

637

-1 227

1 302

93

57

Other remuneration
Other personell expenses
Total payroll- and personell expenses

88

103

1 948

4 251

5

3

Average number of employees
Remuneration to managing personnell

2006
Gen. manager

Wages

Gen. manager

1 297

Pension

Board

1 270

68

Other remuneration
Total

2005
Board

65

171

225

160

305

1 536

225

1 495

305

Auditor
Payment to the company’s auditor is included under the item other operating expenses with;
Ordinary audit (incl. tech. ass. prep financial statements)

157

Other attestation services

0

Tax advisory (incl. ass. with prep. tax return)

10

Other services

65

Total

232

Note 3. Taxes

PARENT COMPANY
Tax charges for the year is as follows

2006

Payabel taxes

7 405

5

640

11 381

Tax effect of group contribution

-17 444

-17 262

Total tax charge

-9 399

-5 876

Change in defferred tax/deffered tax asset

34

2005

Amounts in NOK 1.000

Note 3. Taxes (continues)
PARENT COMPANY
Calculation of basis for taxes payable

2006

2005

Result before tax charges

68 607

62 075

Permanent differences *)

-102 176

-83 062

Change in temporary differences

-2 285

131

Group contribution received

62 300

61 650

Basis for taxes payable

26 446

40 794

2006

2005

-164

-153

-2 246

-4 542

-2 410

-4 695

-675

-1 315

Temporary differences
Fixed assets
Pension liabilities
Total
28 % deferred tax / deferred tax asset (-)

Explanation of why tax charges for the year deviates from 28 % of the result before taxes:
28 % tax on results before taxes

19 210

Permanent differences (28%)

-28 609

Calculated tax charges

-9 399

* ) Includes: non deductible expenses like representation, deduction for share of profit from joint ventures (the share of profit is withdrawn since it
has already been taxed at the individual company)

GROUP
Tax charges for the year is as follows:

2006

2005

Payable taxes

9 589

133

-266

-48

+/- Insufficient/excess provision previous years
Change in deferred taxes

455

11 371

14 130

6 223

23 908

17 679

2006

2005

Result before tax charges

99 329

85 972

Permanent differences *)

-63 235

-44 889

Taxes payable on economic rent
Total tax charges
Payable taxes will be settled against prior natural resource taxes paid.

Calculation of basis for tax charges for the year

Change in temporary differences
Basis for taxes payable

35

-1 837

161

34 257

41 244

Amounts in NOK 1.000

Note 3. Taxes (continues)
GROUP
Temporary differences

2006

2005

Fixed Assets

-2 216

-1 205

Gain and loss account

-1 305

-1 631

Pension liabilities

-2 113

-4 672

-5 634

-7 508

-1 652

-2 102

-26

-37

-7

-10

-1 659

-2 113

Total
28 % deferred tax / deferred tax asset (-)
Carryforward losses
Deferred tax asset
Total deferred tax / deferred tax asset (-)
Payable taxes in balance sheet consist of:
Payable incometax

1 907

Payable tax tax this year on economic rent

14 130

Payable natural resources tax this year

7 598

Total payable taxes

23 635

Explanation of why tax charges for the year deviates from 28 % of the result before taxes:

27 812

28 % tax on result before taxes

-17 706

Permanent differences (28%)

-266

+/- Insufficient/excess provision previous years

14 130

Taxes payable on economic rent
Rounding difference

-62

Total tax charges

23 908

*) Includes: Non deductible expenses like representation.

Natural resource taxes
Average production last 7 years :
584.445.000 kWh x 1.3 øre/kWh

7 598
51 805

Carry forward natural resource taxes from prev. years incl. interest

Coordination tax payable

7 682

Net carry forward natural resource taxes

51 721

The item is inclued in other short-term receivables.

Economic rent tax
Based on the individual power stations, the revenue is calculated by multiplying the hourly dissolved
spot market prices with the production of the accompanying period, with the exception of energy due
to concession conditions and certain more explicite contracts that are entered as income with its actual
sales value. Deduction is given for operating expenses, public fees and depreciation for tax purposes.
In addition, deduction is given for tax-exempted income calculated by multiplying tax-based value of
fixed assets with a regulated interest rate (7.2 % in 2006).
Basis for payable economic rent

52 333

Payable taxes on economic rent

14 130
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Amounts in NOK 1.000

Note 4. Intangible assets
GROUP
Rights
concessions

Goodwill

109 825

16 337

109 825

16 337

Accumulated depreciation 31.12.

23 991

1 798

Net book value 31.12.

85 834

14 539

Purchase cost 01.01.
Additions
Reductions
Purchase cost 31.12.

Depreciation in the year

5 208

Expected useful life

809

25 years

20 years

Goodwill is regarding buying of shares in OÜ Pakri Tuulepark and OÜ Viru Nigula.

Note 5. Fixed assets
PARENT COMPANY
Waterfall rights of 206.500 consists of excess value regarding power stations when estimation of value and foundation of company
in 1996. The excess value are judged to be attached to the waterfall rights, which are everalsting, and therefore not depreciated.
Machinery/
equipment etc.

Purchase cost 01.01.

Property /
Land

Total

892

1 050

1 942

Purchase cost 31.12.

892

1 050

1 942

Accumulated depreciation 31.12.

835

Additions
Reductions

Net book value 31.12.

57

Depreciation in the year

66

Expected useful life

3/8 years

Depreciation plan

33/12.5%

835
1 050

1 107
66

0

Work in progress consists of 96,965 regarding district heating plant Hønefoss.

GROUP
Machinery/
equipment etc.

Property /
Land

Power
stations

Total

Purchase cost 01.01.

1 000

57 053

520 622

578 675

Additions

1 464

49

4 532

6 045

2 464

57 102

525 154

584 720

958

13 077

119 489

133 524

1 506

44 025

405 665

451 196

164

1 035

22 187

23 386

Expected useful life

3/8 years

50 years

20/60 years

Depreciation plan

33/12.5%

Reductions
Purchase cost 31.12.
Accumulated drepreciation 31.12.
Net book value 31.12.
Depreciation in the year

5/1.67%

Work in progress consists of: 154,658 regarding building of wind-power Viru Nigula in Estonia, 1,037 regarding Nes power station and 96,965
regarding district heating plant Hønefoss.
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Amounts in NOK 1.000

Note 6. Subsidiaries, associated companies and joint ventures

Subsidiaries
Uste Nes AS

Purchase
date

Business
office

Ownership

Voting
rights

Purchase
cost

1999

Drammen

100 %

100 %

614 094

Vardar Eiendom AS

27.12.2001

Drammen

99.2 %

99.2 %

4 560

Vardar Eurus AS

13.05.2004

Drammen

70 %

70 %

101 541

Energiselskapet
Buskerud AS

01.01.1999

Drammen

50 %

50 %

706 701

Kvalheim Kraft AS

16.03.2001

Drammen

50 %

50 %

6 767

Øvre Eiker Fjernvarme AS

01.08.2003

Øvre Eiker

50 %

50 %

755

Sula Kraft AS

08.02.2006

Førde

50 %

50 %

408

Norsk Enøk & Energi AS

14.01.1992

Drammen

30 %

30 %

1 016

Haram Kraft AS

07.05.2003

Vestnes

35 %

35 %

355

ÖU Paldiski Tuulepark

16.11.2005

Estonia

20 %

20 %

9 153

Zephyr AS

20.03.2006

Sarpsborg

33 %

33 %

2 000

Joint
ventures

Associated
companies

Subsidiaries
Uste Nes AS

Opening
balance
371 308

Result for
the year

Group
contrib./
Dividends/
Other equity tr.

34 309

-46 080

Closing
balance

Reserve for
valuation
variances

359 537

Vardar Eiendom AS

18 317

-711

-8 221

9 385

Vardar Eurus AS

99 371

1 465

-379

100 457

488 996

35 063

993 878

63 791

4 826

469 379

Joint
ventures
Energiselskapet
Buskerud AS
Kvalheim Kraft AS
Øvre Eiker Fjernvarme AS

-11 700

1 045 969

5 347

15

5 362

169

-729

-560

Sula Kraft AS

339 268

408

Associated
companies
Norsk Enøk & Energi AS
Haram Kraft AS
ÖU Paldiski Tuulepark

1 248

433

152

305
9 153

Zephyr AS
1 010 099

1 833

817

305
-303

8 850

-551

1 449

62 656

38

-66 228

1 063 615

344 911

Amounts in NOK 1.000

Note 7. Shares in other companies
PARENT COMPANY / GROUP
Ownership

Purchase
cost

Balance sheet
value

Number of
shares

Nominal
value (NOK)

BTV Investeringsfond

2.00 %

3 000

3 000

2 110

100

Energi og Miljøkapital AS

2.50 %

2 000

2 000

20 000

1

Cenergie AS

1.40 %

1 598

1 598

140 000

6 598

6 598

Shares in other
companies 31.12.

Note 8. Subordinated loans that falls due later than 1 year
PARENT COMPANY
Principal amount Interest income
Energiselskapet Buskerud AS
Vardar Eiendom AS
Kvalheim Kraft AS
Haram Kraft AS
Total

Interest rate

390 000

17 914

4.59 %

40 000

1 550

4.26 %

5 000

373

4.70 %

950
435 950

4.03 %
19 837

Note 9. Other long-term receivables that falls due later than 1 year
PARENT COMPANY
Principal amount Interest income
Energiselskapet Buskerud AS
Other (loan to Managing Director (850)
/employee (250))
Loan OÜ Viru Nigula

27 507

879

3.10 %

1 100

32

2.91 %

98 760

2 152

7.00 %
6.20 %

Loan OÜ Paldiski Tuulepark

8 432

Loan Vardar Eurus AS

5 767

61

141 566

3 124

Total other long-term receivables
Loan to Managing Director is secured by mortgage.

Note 10. Inventory
Inventory consist of briquettes, and is activated to purchase cost.
Note 11. Restricted bank deposits
Parent company
Withheld taxes

Group

358

Depot account
Total restricted bank deposits 31.12.

377
91 009

358

91 386

Note 12. Change in equity
Parent company
Equity 31.12.05
Equity transactions (note 6)
Result of the year
Equity 31.12.

Interest rate

Group

1 072 800

1 072 800

-6 754

-6 754

73 876

73 876

1 139 922

1 139 922

39

Amounts in NOK 1.000

Note 13. Pension cost and pension liabilities
The pension libilities of the employees in the group are covered through the group pension
insurance of Buskerud Fylkeskommunale Pension Fund and through the AFP scheme.This includes AFP.
Differences in estimates are charged as an expence/income directly in the financial year.
Pension cost

Parent company

Pension cost for the year

Group

-1 227

-1 167

Calculated pension liabilities

43 619

45 656

Pension funds (at net realisable value)

41 651

43 571

Pension liability

Soscial security fees

278

294

Net pension liability

2 246

2 379

Financial assumptions
Return

6.00 %

Discount rate

5.00 %

Yearly salary increase and pension regulation

3.19 %

Yearly increase to the Social security base figure

3.19 %

Note 14. Balance with group companies
31.12.2006

PARENT COMPANY
Group receivables

31.12.2005

131 557

79 651

138

88

Group debt

Note 15. Subordinated loans that falls due later than 5 years
PARENT COMPANY/GROUP
Lender

Loan

Balance 31.12.

Interest rate

Interest cost

Duration

Buskerud
fylkeskommune

Subord.loan with
call

424 869

4.20 %

19 287

Everlasting

Buskerud
fylkeskommune

Subord.loan with put
and call

150 000

4.20 %

6 300

Everlasting

574 869

Note 16. Share capital and shareholder information
Share capital of the company are NOK 268,561,000,- divided on 49,550 shares each with nominal value of
NOK 5,420,- divided in two classes of shares, A and B. A-shares consists of 496 shares of NOK 5,420,- total
NOK 2,688,320,-. B-shares consists of 49,054 shares of NOK 5,420,-, total NOK 265,872,680,-.
Owners of B-shares have no right to vote, nor any right to dividend.
Buskerud fylkeskommune owns 100% of the A-shares.

Following local government owns B-shares:

Drammen

Numbers

Percentage

7 863

16.03 %

Flesberg

554

1.13 %

Flå

103

0.21 %

Gol

442

0.90 %

Hemsedal

191

0.39 %
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Amounts in NOK 1.000

Note 16. Share capital and shareholder information (continiues)
Hol

461

0.94 %

Hole

922

1.88 %

Hurum

2 924

5.96 %

Kongsberg

5 921

12.07 %

373

0.76 %

Lier

6 441

13.13 %

Nedre Eiker

4 930

10.05 %

Nes

353

0.72 %

Nore og Uvdal

265

0.54 %

Krødsherad

Modum

1 737

3.54 %

Ringerike

5 739

11.70 %

Rollag

309

0.63 %

Røyken

3 973

8.10 %

Sigdal

1 128

2.30 %

Øvre Eiker

3 954

8.06 %

471

0.96 %

49 054

100 %

Ål
Total

Note 17. Other long-term liabilities / financial instruments
PARENT COMPANY
Lender/Preparer

Loan

Balance
31.12.

Interest

Duration

Nordea (as preparer)

Bond loan

265 000

Floating

des.08

Nordea (as preparer)

Bond loan

25 000

Floating

des.08

Nordea (as preparer)

Bond loan

10 000

Fixed

des.08

Nordea (as preparer)

Bond loan

400 000

Fixed

des.08

700 000
Lender/Preparer

Financial
instrument

Balance
31.12.

Receive

Pay

Duration

Credit institution

For. exch./interest swap

125 000

Floating

Fixed

nov.08

Credit institution

Interestswap

100 000

Fixed

Floating

des.08

Credit institution

Interestswap

225 000

Fixed

Floating

des.08

Credit institution

Interestswap

75 000

Fixed

Floating

des.08

Credit institution

Interestswap

100 000

Floating

Fixed

des.15

Credit institution

For. exch./interest swap

56 000

Floating

Floating

mar.11

Credit institution

For. exch./interest swap

54 965

Floating

Floating

mar.11

Credit institution

Interestswap

10 000

Fixed

Floating

mar.16

Credit institution

Interestswap

100 000

Floating

Fixed

sep.16

Credit institution

Currency option

75 000

Credit institution

Capcontract

100 000

des.08
Floating

des.07

1 020 965
Vardar has issued a negative pledge clause.

GROUP
Beside parent company loan the group has following loan:
Borrower
OÜ Pakri Tuulepark

Lender

Loan
Various

Various
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Balance
31.12.
110 607

Interest
Floating

Duration
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Going green in Hønefoss
energy sources will act as a catalyst for
important green initiatives for the foreseeable
future,” Bjørn Husemoen concludes.

Vardar AS’s large new bioenergy
plant in Hønefoss became operational
in autumn 2006. The plant supplies
heat, hot water and refrigeration to
commercial buildings, offices and
local industries. Hønefoss Fjernvarme
AS will also meet Ringerike Hospital’s
needs for heat and hot water, which
will enable the hospital to reduce its
energy costs substantially.
“This is renewable and CO2 neutral
energy which is not just reasonably
priced but also very environmentfriendly,” explains Bjørn Husemoen,
director at Hønefoss Fjernvarme AS
Renewable energy from raw wood chips
The fuel for the district heating plant is raw
wood chips which may have a moisture
content of up to 35-55%. With the help
of flue gas condensation, the plant’s heat
production is raised while simultaneously
cleaning the flue gases, which means that
the flue gas from the plant is fairly clean.
“Ringerike, as one of the country’s largest
forest municipalities, is particularly well suited
to the development and use of district heating
and other forms of bioenergy,” continues
Husemoen.

Assistant operations manager Eigil Søndregaard, director Bjørn
Husemoen and operations manager Ole Martin Flaten can now
supply green energy from the new bioenergy plant in Hønefoss. The
large smokestack releases little more than water vapour into the
environment.

Further development
So far, pipes have been laid across half the
city all the way to Hønefossen. The delivery
of heat began in September 2006. The
total installed power following completion
of the first phase of construction is 7 MW.
The next phase, which covers the area on
the other side of Hønefossen, is expected
to be completed in 2009. “This requires an
expansion of the existing plant. Amongst
other things, a bio boiler number two must be
installed of similar size to the current one,”
says operations manager Ole Martin Flaten.

Hønefoss Fjernvarme AS meets Ringerike Hospital’s needs for heat
and hot water. The hospital is the district heating plant’s largest
customer.

The emphasis on ”green heat” is one of the most
important initiatives for supporting energy flexibility
and reliability of supply in the energy market.
Norway has extensive renewable resources, and
we need to encourage a variety of energy sources.
Particularly in towns and regions with high energy
use, it is vital to make use of the possibilities for
green and renewable heat production.

New economic basis for the region
“I think that this is technology which can help
to generate a new economic basis for our
region, and I have great faith that prioritising
bioenergy and other forms of renewable

Source: Enova
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