Icelandair Group hf.

Condensed Consolidated
Interim Financial Statements

1 January - 31 March 2018
USD

Icelandair Group hf.
Reykjavikurflugvollur
101 Reykjavik
Iceland
Reg. no. 631205-1780



Contents

Endorsement and Statement by the Board of Directors and the CEO ..........ccccoviiiiiiiiiiiiiice e
Consolidated Statement of COMPrenensive INCOMIE ........c.cviiiiiiie i e a e e e saees
Consolidated Statement of Financial POSItION .........ccccociiiiiiii e
Consolidated Statement of Changes iN EQUILY ....c.iooiiiiiiiiiiic ettt e e e
Consolidated Statement 0f CASN FIOWS .........ooiiiiiiiiiiii e e

Notes to the Consolidated Financial StatEMENTS .........ccciiiiiiiiiiiiiiiiii e aannannnnnnes

Interim Financial Statements of Icelandair Group hf. 31 March 2018 2



Endorsement and Statement by the Board
of Directors and the CEO

The condensed consolidated interim financial statements of Icelandair Group hf. for the period from 1 January to
31 March 2018 have been prepared in accordance with International Financial Reporting Standards (IFRSs) for
Interim Financial Statements (IAS 34). The interim financial statements comprise the consolidated interim financial
statements of Icelandair Group hf. (the "Company") and its subsidiaries together referred to as the "Group". The
condensed consolidated Interim financial statements are stated in thousands of USD.

According to the consolidated statement of comprehensive income, loss for the period from 1 January to 31 March
2018 amounted to USD 34.5 million. Total comprehensive loss for the period was USD 26.9 million. According to
the consolidated statement of financial position, equity at the end of the period amounted to USD 554.9 million,
including share capital in the amount of USD 39.1 million. Reference is made to the consolidated statement of
changes in equity regarding information on changes in equity.

Statement by the Board of Directors and the CEO

The condensed consolidated interim financial statements for the three months ended 31 March 2018 have been
prepared in accordance with International Financial Reporting Standards (IFRSs) as adopted by the EU and
additional Icelandic disclosure requirements for consolidated financial statements of listed companies. The
condensed consolidated interim financial statements have not been audited or reviewed by the Company's
independent auditors.

According to our best knowledge it is our opinion that the condensed consolidated interim financial statements give
a true and fair view of the financial performance of the Group for the three month period ended 31 March 2018, its
assets, liabilities and consolidated financial position as at 31 March 2018 and its consolidated cash flows for the
period then ended.

Further, in our opinion, the condensed consolidated interim financial statements and the endorsement of the Board
of Directors and the CEO give a fair view of the development and performance of the Group's operations and its
position and describes the principal risks and uncertainties faced by the Group.

The Board of Directors and the CEO have today discussed the condensed consolidated interim financial
statements of Icelandair Group hf. for the period from 1 January to 31 March 2018 and confirm them by means of
their signatures.

Reykjavik, 30 April 2018.

Board of Directors:

Ulfar Steindérsson, Chairman of the Board
Asthildur M. Otharsdaéttir

Gudmundur Hafsteinsson

Heidrun Jonsdéttir
Omar Benediktsson

CEO:

Bjorgolfur J6hannsson
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Consolidated Statement of Comprehensive Income
for the period from 1 January to March 31 2018

Notes 2018 2017
1.1.-31.3. 1.1.-31.3.
*Restated

Operating income
TraNSPOIT FEVEINUE ....ccviviiiiiiiiiiiiiiiiiiit ittt ettt ettt ettt et e et et e ettt et ettt ettt e sssssesseasasessseseeeneees 6 170.795 148.759
Aircraft and @IFCIEW IRASE .........eieiiiiie ettt e e e e e e e e e e e aaeee 33.394 20.627
Other OPErating MEVENUE .........coiiuiiiiiiiiie ettt et s bt e e s nreee s 6 63.430 52.689

267.619 222.075

Operating expenses

Salaries and other PersonNel EXPENSES ........oiviiiiiiiiiiie e 113.129 86.261
AVIALION EXPEINSES ...eiiiiiiiieitiie ettt ettt ettt e e st e e e bb et e s aab et e e sab et e e e anbe e e e sbe e e e e nreee s 100.692 81.546
Other Operating EXPENSES ......ccciiiiiiiireie et e et e e e st e e nnne e e nreee s 72.009 64.245

7 285.830 232.052

Operating loss before depreciation and amortisation (EBITDA) oot ( 18.211) ( 9.977)
Depreciation and amortiSAtION .............ccoiiiiiiiiiiiii e ( 28.002) ( 25.887)
Operating loss before net finance income (costs) (EB IT) e ( 46.213) ( 35.864)
FINANCE INCOME ... .ottt ettt e e e e ettt et e e e e e e e anbbeeeeaeeeeannnneeas 5.601 1.466
FINANCE COSES ..uuiiiiiiiiiiiiiiiet ettt e e ettt e e e e e et e e e e e e e e s atb b e e e eeeeessstbaeeaaeeesnannes ( 4.193) ( 3.410)
Net fiNANCE INCOME (COSTS)  .oiiiiiiiiiiiiii e ettt e e e e e e s e e e e e e s e e anbreraaeeas 8 1.408 ( 1.944)
Share of profit of associates, NEt Of tAX ........veiiiiiiiiiiie e 1.266 470
LOSS DEIOIE TAX 1ottt ( 43.539) ( 37.338)
[ gToTe] 0 1= TN = b PRSP SPPPPPPTINN 9.011 7.454
LOSS fOr the Period  .......cciiiiiii ( 34.528) ( 29.884)

Other comprehensive loss:

Foreign currency translation differences of foreign operations ..........ccccoocoieieiiiiiiiiinnnnn. ( 243) 754
Effective portion of changes in fair value of cash flow hedge, net of tax .........ccccccceevnineee. 7.826 ( 13.955)
Other comprehensive profit (Ioss) for the period ..o 7.583 ( 13.201)
Total comprehensive 10Ss for the Period  ..oooceii i ( 26.945) ( 43.085)
Loss attributable to:

OWNETS Of the COMPANY ...eeiiiiiiiiiiie ettt sttt et e e naeeas ( 34.429) ( 29.949)
NON-CONEIOIING INEETEST ..ottt s e s e ( 99) 65
[0 TS0 (o] g 1 T o =T o o NSRS ( 34.528) ( 29.884)
Total Comprehensive loss attributable to:

OWNETS Of the COMPANY ...eiiiiiiiiiiiie ettt sttt et e e baeeas ( 26.865) ( 43.909)
NON-CONEIOIING INEETEST ..ottt e s e e s annre e ( 80) 824
Total comprehensive 10Ss for the Period ..o ( 26.945) ( 43.085)
Loss per share:

Basic loss per share in US Cent per Share ..o ( 0,72) ( 0,61)
Diluted loss per share in US CeNt Per SNAre .........ccccoviviiiiieec e ( 0,72) ( 0,61)
* See note 4

The notes on pages 8 to 19 are an integral part of these interim consolidation financial statements.
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Consolidated Statement of Financial Position
as at 31 March 2018

Notes 31.3.2018 31.12.2017

*Restated

Assets
(O] 1=T = 11 g To Jr= TST =] £ SRS PPRP R 9 775.018 652.705
Intangible assets and goodwill 178.403 180.422
Investments in associates ................ 31.923 29.629
Receivables and dePOSItS .........cceviiiiiiiiiiiie e 50.461 97.030
1.035.805 959.786
[01Y7=T01 (0] 4 =T TP OUP PP OTUPPPPPR 28.725 26.801
Derivatives used for Nedging ........eeeeiiiiiiiiii e 27.719 18.450
Trade and other receivables ... 281.597 186.027
ASSELS Neld FOF SAIE ....coiiiiieeiee e 7.500 7.500
ShOrt termM INVESTMENTS ....oiiiiiiiiiiiiie e 14.559 4.087
Cash and cash eqUIVAIENES ...........cooiiiiiiiiiii e 191.257 221.191
Current assets 551.357 464.056
Total assets 1.587.162 1.423.842

Equity
SNAre CaPItAl ....evviiieie e 39.053 39.532
SNAE PrEIMIUM Lottt ettt e naneeas 133.513 140.519
RESEIVES ... 10 96.515 127.407
REtAINEA AIMNINGS ....vveiiiiiiie ettt e e 284.522 287.749
Equity attributable to equity holders of the Company 553.603 595.207
NON-CONLrolliNG INTEIEST ......eiiiiiiie e 1.258 1.338
Total equity 554.861 596.545

Liabilities

LOANS @nNd DOITOWINGS ...ocoiiiiiiiiiiie ettt s 11 281.206 280.254
PAYADIES ... e e e e e e aanaees 16.402 17.239
Deferred tax liabilities 52.784 60.885
350.392 358.378
LOANS aNd DOITOWINGS ...ecoiuiiiiiiiriee it 11 48.692 9.287
Derivatives used for NeAgiNg .......occcveiiiiiiiiii e 645 1.383
Trade and other PAYaAbIES ..........oociiiii e 256.051 232.188
Deferred INCOME ....oc.uiiiiiiiie ettt 376.521 226.061
Current liabilities 681.909 468.919
Total liabilities 1.032.301 827.297
Total equity and liabilities 1.587.162 1.423.842

* See note 4

The notes on pages 8 to 19 are an integral part of these interim consolidation financial statements.
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Consolidated Statement of Changes in Equity
for the period from 1 January to 31 March 2018

Attributable to equity holders of the Company

Non-con-

Share Share Retained trolling Total
1 January to 31 March 2017 capital premium  Reserves earnings Total interest equity
Equity 1.1.2017 ...ccooviviiiiiieee 40.576 154.705 114.849 257.696 567.826 387  568.213
Impact of IFRS 15 correction .......... 5.129 5.129 5.129
Restated Equity 1.1.2017 ............... 40.576 154.705 114.849 262.825 572.955 387  573.342
Purchase of treasury shares ........... ( 664) ( 9.355) ( 10.019) ( 10.019)
Total comprehensive loss ............... ( 13.960) ( 34.960) ( 48.920) 824 ( 48.096)
Effects of profit or loss and

dividend from subsidiaries .......... ( 23.163) 23.163
Dividend (0.10 US cent per share) . ( 5.044) ( 5.044) ( 5.044)
Equity 31 March 2017 ...........cccc...... 39.912 145.350 77.726 245984 508.972 1.211 510.183
1 January to 31 March 2018
Equity 1.1.2018 .......ccveeiiiiieene 39.532 140.519  127.407 282.739 590.197 1.338 591.535
Impact of IFRS 15 correction .......... 5.010 5.010 5.010
Restated Equity 1.1.2018 ............... 39.532 140.519  127.407  287.749 595.207 1.338 596.545
Purchase of treasury shares ........... ( 479) ( 7.006) ( 7.485) ( 7.485)
Total comprehensive loss ............... 7.564 ( 34.429) ( 26.865) ( 80) ( 26.945)
Effects of profit or loss and
dividend from subsidiaries ........... ( 38.456) 38.456

Dividend (0.15 US cent per share) . ( 7.254) ( 7.254) ( 7.254)
Equity 31 March 2018 ..................... 39.053 133.513 96.515  284.522 553.603 1.258 554.861

Information on changes in reserves are provided in note 10.

The notes on pages 8 to 19 are an integral part of these interim consolidation financial statements.
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Consolidated Statement of Cash Flows for the
three months ended 31 March 2018

Notes 2018 2017
1.1.-31.3 1.1.-31.3
*Restated
Cash flows from operating activities
LOSS fOF the PEHIOU ... ..t e e e e ( 34528) ( 29.884)
Adjustments for:
Depreciation and amortiSAtion ..............oocuiiiiiiariiiiie e 28.002 25.887
EXpensed deferred COSE ...ttt 1.998 1.941
NEt fINANCE COSES ...eeiiiiiiiiieii e e e e e ( 1.408) 1.944
Gain on the sale of operating asSets .......ccccccivvviiiiiii e ( 3.094) ( 70)
Share in profit of associates ( 1.266) ( 471)
LI S o 1=T 1 1= TP PUPR ( 9.011) ( 7.454)
( 19.307) ( 8.107)
Changes in:
INVENLONIES, INCIEASE ... ..eeeiiiie ettt e e e e e e e e e ( 1.924) ( 1.146)
Trade and other receivables, increase ( 82.758) ( 7.678)
Trade and other payables, deCrease ...........ccoeeeeiiiiiiiiiiiiiie e 25.083 ( 2.926)
Deferred iNCOME, INCIEASE .........cceeriiiiiieiiie ettt 150.460 149.382
Cash generated from operating activities 90.861 137.632
INEreSt FECEIVEU .....iviiiiii e 715 215
INEEIESE PAIA ....eeeeeeee et e et e e e e e e neee e ( 5.154) (  4.243)
Net cash from operating activities 67.115 125.497
Cash flows used in investing activities:
AcqUuisition Of OPerating @SSELS .......uiiiiiiiiiiiiiiiie e ( 136.982) ( 44.760)
Proceeds from the sale of operating asSets .........c..eevvvieiiiiiiiiier e 52.157 160
Acquisition of iNtangible aSSets ......c.vviiiiiiiiiiiiii e ( 664) ( 1.680)
Capitalised deferred COSE ... ( 1.232) ( 840)
Non-current receivables, Change ........ccccccoiviiiiiii i ( 31.966) ( 29.236)
Short term investments, Change ... ( 10.472) 574
Net cash used in investing activities ( 129.159) ( 75.782)
Cash flows from financing activities:
Purchase of treasury SNares ..........ccccviieeiiiiiiiiiiee e ( 7.483) ( 10.019)
D]\ Ve 1=] o To I o F= 1o RSP EPRT 0 ( 5.044)
Proceeds from non-current DOrrOWING ........cuvviieeiiiiiiiiiiee e 0 40.000
Repayment of non-current DOrrOWINGS ..........eviiiiiiiiiiii e ( 2.664) ( 3.695)
Proceeds from short term bOrroOWINgS .......cooeeiiiiiiiiiiiee e 40.949 2.278
Net cash from financing activities 30.802 23.520
(Decrease) increase in cash and cash equivalents ..., ( 31.242) 73.235
Effect of exchange rate fluctuations on cash held ... 1.308 48
Cash and cash equivalents at beginning of the perio  d ......ccoccoviiiiiciiiienen. 221.191 226.889
Cash and cash equivalents at 31 March  ........cccoocieiiiini e, 191.257 300.172

Investment and financing without cash flow effect:

Acquisition Of Operating aSSEtS .......cceiiiiiiiiiiie e ( 52.506) 0

NON-CUITENt reCeIVaDIES ..........ooiiiiiiiiii e 52.506 0

DIVIAENA ISSUET ...ttt e e e et e e e e e e enebeeeeaaaee s ( 7.254) 0

Trade and other payables ... 7.254 0
* See note 4

The notes on pages 8 to 19 are an integral part of these interim consolidation financial statements.
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Notes

1. Reporting entity
Icelandair Group hf. (the "Company") is a public limited liability company incorporated and domiciled in
Iceland. The condensed consolidated interim financial statements of the Company as at and for the three
months ended 31 March 2018 comprise the Company and its subsidiaries (together referred to as the
“Group”) and the Group’s interests in associates. The Group primarily operates in the airline transportation
and tourism industry. The Company is listed on the Nasdag OMX Iceland.

The Group’s consolidated financial statements as at and for the year ended 31 December 2017 are available
upon request from the Company's registered office at Reykjavikurflugvéllur in Reykjavik, Iceland or at its
website address, www.icelandairgroup.is and at The Icelandic Stock Exchange website,
www.nasdagomx.com.

2. Basis of accounting
These interim financial statements have been prepared in accordance with IAS 34, Interim Financial
Reporting. They do not include all the information requred for a complete set of IFRS financial statements.
However, selected explanatory notes are included to explain events and transactions that are significant to an
understanding of the changes in the Group's financial position and performance since the last annual
consolidated financial statements as at and for the year ended 31 December 2017.

These interim financial statements were approved for issue by the Board of Directors on 30 April 2018.

3.  Use of judgements and estimates
In preparing these interim financial statements, management has made judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates.

The significant judgements made by management in applying the Group's accounting policies and the key
sources of estimation uncertainty were the same as those that applied to the consolidated financial
statements as at and for the year ended 31 December 2017.

a. Measurement of fair values
The Group has an established control framework with respect to the measurement of fair values. The
management has overall responsibility for overseeing all significant fair value measurements, including Level
3 fair values.

The management regularly reviews significant unobservable inputs and valuation adjustments. If third party
information, such as broker quotes or pricing services, is used to measure fair values, then management
assesses the evidence obtained from the third parties to support the conclusion that such valuations meet the
requirements of IFRS, including the level in the fair value hierarchy in which such valuations should be
classified. Significant valuation issues are reported to the Group Audit Committee.

When measuring the fair value of an asset or a liability, the Group uses market observable data as far as
possible. Fair values are catagorised into different levels in a fair value hierarchy based on the inputs used in
the valuation techniques as follows:

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

If the inputs used to measure the fair value of an asset or a liability might be categorised in different levels of
the fair value hierarchy, then the fair value measurement is categorised in its entirety in the same level of the
fair value hierarchy as the lowest level input that is significant to the entire measurement.

The Group recognises transfers between levels of the fair value hierarchy at the end of the reporting period
during which the change has occurred.

Interim Financial Statements of Icelandair Group hf. 31 March 2018 8



Notes, contd.:

4.  Changes in accounting policies

Except for the changes below, the Group has consistently applied the accounting policies to all periods
presented in these consolidated interim financial statements.

IFRS 9 “Financial instruments” is effective as of January 1, 2018, and replaces IAS 39 “Financial instruments:
Recognition and Measurement”. The standard’s three main projects have been classification and
measurement, impairment and hedge accounting. During 2017 Icelandair Group performed a review and an
assessment of the effects on the financial assets and financial liabilities. There is no impact of IFRS 9 on the
financial reporting for The Group and therefore no adjustment is needed.

The Group has adopted IFRS 15 Revenue from Contracts with Customer with a date of initial application of 1
January 2017. As a result, the Group has changed its accounting policy for revenue recognition as detailed
below.

The Group applied IFRS 15 retrospectively (subject to practical expedient in the standard) with adjustments to
all periods presented. The details and quantitative impact of the changes in accounting policies are disclosed
below.

a. Service fees
For the charge of service fee, revenue was previously recognised when booking was made. Under IFRS 15,
as there is only one performance obligation, revenue is recognised on the date of the flight.

b. Change fees

For the charge of change fee, revenue was previously recognised at the point the modification was made and
the passanger charged. Under IFRS 15, while the change service may have economic value, it is highly
interrelated with the service of providing the flight, and is not considered a distinct service. Change fee
revenue is therefore recognised at the date of the flight.

c. Package tours
For sold package tours, revenue was previously recognised at first day of travel. Under IFRS 15, the total
consideration in the service contracts is allocated to all services based on their stand-alone selling prices and
revenue recognised as performance obligations are satisfied over time.

d. Commission, credit card fees and booking fees
The Group previously recognised commission fees, credit card fees and booking fees as selling expenses
when they incurred. Under IFRS 15, the Group capitalises these fees as costs of obtaining a contract when
they are incremental and - if they are expected to be recovered - it amortises them consistently with the
pattern of revenue for the related contract.

e. Impacts on financial statements

The following table shows the change to the line items of the 31 December 2017 Consolidated statement of
financial position by the adoption of IFRS 15:

31.12.2017 Adjustment 31.12.2017
Original IFRS 15 Restated
Assets:
Current assets
Trade and other receivables ...........cccooooiiiiiiiiiiiiiiiiiccccce, 177.275 8.752 186.027
CUIMENE @SSELS ..uvviiiieeiiiiiiiit e e e e 455.304 8.752 464.056
QL I0) 7=V I= TS 1ST=) PPNt 1.415.090 8.752 1.423.842
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Notes, contd.:

4.  Changes in accounting policies (contd.)

Equity and liabilities

Equity
Retained arnings ... 282.739 5.010 287.749
TOtal @QUILY ..vveeviiiiieeiee e 282.739 5.010 287.749

Non-current liabilities
Deferred tax liabilities ............coveeeiiiiiiiiicee e, 59.633 1.252 60.885

Total non-current liabilities .........vvvvvvveveiriiiriiirieieiereeeeeeeeerereees 59.633 1.252 60.885

Current liabilities

Deferred iNCOME ......cooeieeiiee et 223.571 2.490 226.061
Total current liabilities ...........ccccooeii 466.429 2.490 468.919
Total equity and liabilities .........ccccvveeiiiiiiii e 1.415.090 8.752 1.423.842

The following table shows the change to the line items of the 31 March 2017 Consolidated Statement of
Comprehensive Income.

2017 2017
1.1.-31.3. Adjustment 1.1.-31.3.
Original IFRS 15 Restated
Operating income
TranSPOIt FTEVENUE ......ccuvviiiiieee ittt e e e e e s siveee e e e e e s eirraaaeae e 149.056 ( 297) 148.759
Total operating iNCOME ..........ccccociiiiiiiiiii e 222.372  ( 297) 222.075
Operating expenses
Other operating expenses 70.806 ( 6.561) 64.245
Total operating expenses 238.613 ( 6.561) 232.052
Operating loss before depr. and amortisation (EBITDA) ....... ( 16.241) 6.264 ( 9.977)
LOSS before iNCOME taX .......cccoveiiiiieiee e ( 43.602) 6.264 ( 37.338)
INCOME taX ..oooiiiiiiiiiii 8.707 ( 1.253) 7.454
LOSS for the Period ..........cccoveiieiiiiiii e ( 34.895) 5011 ( 29.884)

The following table shows the change to the line items of the 31 March 2017 Consolidated Statement of Cash

Flows
2017 2017
1.1.-31.3. Adjustment 1.1.-31.3.
Original IFRS 15 Restated
Cash flows from operating activities
Loss for the Period .......cceeeieiiiiiiiiiie e ( 34.895) 5.011 ( 29.884)
TAX EXPEINSE ..eiieiiiiee ettt ettt e e e et e e e e e e e e e e e ( 8.707) 1.253 ( 7.454)
Trade and other receivables, increase ............ccccevviieicnenn ( 1.117) ( 6.561) ( 7.678)
Trade and other payables, (decrease) increase ( 4.476) 1.550 ( 2.926)
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Notes, contd.:

4.

Changes in accounting policies (contd.)

The following table shows the impact by the adoption of IFRS 15 on the Consolidated

Comprehensive Income for the three months ended 31 March 2018:

Statement of

Amounts
without Adjustment 31.3.2018
adoption of IFRS 15 As reported
IFRS 15
Operating income
TranSPOIt FEVENUE ......ccuvviiiiiiee ittt e e e e eesiveee e e e e e s eirraraeaee e 171505 ( 710) 170.795
Total operating iNCOME ..........cccccciiiiiiiiii 268.329 ( 710) 267.619
Operating expenses
Other operating eXPENSES ........eeiieeiiiiiiiieieee e aiieeeea e e 78.726  ( 6.717) 72.009
Total operating expenses 292.547 ( 6.717) 285.830
Operating loss before depr. and amortisation (EBITDA) ....... ( 24.218) 6.007 ( 18.211)
Loss before iNnCoOmMe taXx .......coovvviiiiiieeiiiiiiiicee e ( 49.546) 6.007 ( 43.539)
INCOME taX ..oooiiiiiiiiiii 10.212  ( 1.201) 9.011
LOSS fOr the Period ...........ccceeieiiiiinicne e ( 39.334) 4.806 ( 34.528)

Interim Financial Statements of Icelandair Group hf. 31 March 2018 11



Notes, contd.:

5. Operating segments
Segment information is presented in the consolidated financial statements in respect of the Group's business
segments, which are the primary basis of segment reporting. The business segment reporting format reflects
the Group's management and internal reporting structure and is divided into three segments; International
flight operations, Aviation investments and Tourism investments.

Inter-segment pricing is determined on an arm's length basis.

Segment results include items directly attributable to a segment as well as those that can be allocated on a
reasonable basis.

International flight operations

The International flight operations are based on the Hub and Spoke concept between Europe and North
America via Iceland, leveraging Iceland’s geographical position. This successful strategy of combining
passengers visiting and departing Iceland, with passengers travelling across the Atlantic (via Iceland) has
allowed Icelandair to constantly grow and expand its route network over the past years. In 2017 Icelandair’s
international route networking connected 18 Cities in North America with 29 Cities in Europe and by that
offering connectivity between 450 city pairs within the network. Additionally the route network is an invaluable
asset for the Icelandic Tourism offering direct flights to Iceland from around 50 cities. Icelandic people and
businesses also utilize the network and make a constant use of the frequent and diverse connections to
Europe and North America.

The network is very important for the export and import industries in Iceland, wherein Icelandair Cargo utilizes
the network and it's own freighters to offer reliable, frequent and quick transport of cargo.

Aviation investments

There are three subsidiaries within the Aviation investment segment. Loftleidir Icelandic, the leasing arm of
the group, Air Iceland Connect, the domestic airline and VITA an outgoing tour operator. They have access to
the systems, vast experience and knowhow within Icelandair and the International Flight Operations bringing
economy of scale to the whole operations.

Tourism investments

There are two subsidiaries within the Tourism investment segment, Icelandair Hotels and Iceland Travel.
Icelandair Hotels offers quality hotels both in Reykjavik and around the countryside. Iceland Travel is the
largest incoming tour operator in Iceland. Both companies utilize Icelandair’s international route network on a
whole year basis.

Geographic information

The geographic information analyses the Group’s revenue as the majority of the Group’s clients are outside of
Iceland. Vast majority of the Group’s non-current assets are located in Iceland. In presenting the following
information the Group’s revenues have been based on geographic location of customers:

2018 2017
1.1.-31.3. 1.1.-31.3.

Revenues
N[0T AN 0 0 =T o N 29% 34%
[ [oT=1 F= T3 o R PRSP 38% 27%
West Continental Europe ... 9% 10%
SYox= Uy o 10 F= 1V - SR PRRRSP 6% 6%
18] 11 (Yo I 1G] 0o To [o o PP EET TP 9% 10%
L0 1 = U T PP PUPR PP 9% 13%
TOAl FEVENUES ....eueiiiiiiii s nnan 100% 100%
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Notes, contd.:

5. contd.:

Reportable segments for the three months ended 31 M arch 2018

International Aviation Tourism Total
flight operations investment investment
External revenue ..........cccccoovieeiiiiiiceiee e 179.836 52.282 35.501 267.619
Inter-segment reVENUE .........oeevveveieieeeieieiiieieieieeeees 24.462 1.443 1.495 27.400
SEegMENT FEVENUE ......oviiiieeiiiiiiiieeee e 204.298 53.725 36.996 295.019
Segment EBITDAR* ........cocciiiiiiiiii e, ( 15.929) 10.265 ( 636) ( 6.300)
Operating lease expenses ..........cccccceeceirieeiieene ( 2.445) ( 6.210) ( 3.256) ( 11.911)
Segment EBITDA ..., ( 18.374) 4.055 ( 3.892) ( 18.211)
Finance iNCOME ..........cceviiiiiiiiii e 7.217 61 8 7.286
FINANCE COSES ....veiiiiiiiiiiiiiiee e ( 3.358) ( 1.733) ( 787) ( 5.878)
Depreciation and amortisation ............cccccevevveeennnen. ( 24.220) ( 2.223) ( 1.559) ( 28.002)
Share of profit of equity accounted investees ........ 1.266 0 0 1.266
Reportable segment loss before tax ..........ccccouveee. ( 37.469) 160 ( 6.230) ( 43.539)
Reportable segment assets .........cccccocveeivcnneeennee. 2.053.062 131.223 70.421 2.254.706

Reportable segments for the three months ended 31 M arch 2017

EXternal revenue ..........cccccvieviiiiiiic e 154.596 35.594 31.885 222.075
Inter-segment revenue 17.654 1.208 1.190 20.052
SEegMENT FEVENUE ......oviiiieeiiiiiieieee e 172.250 36.802 33.075 242.127
Segment EBITDAR* .......cccoiiiiiiiniicnecenc e ( 7.444) 6.861 ( 1.042) ( 1.625)
Operating lease expenses ( 2.253) ( 3.513) ( 2.586) ( 8.352)
Segment EBITDA .........cccoc..... ( 9.697) 3.348 ( 3.628) ( 9.977)
Finance iNCOME ..........cccovvviiiieiiic e 2.069 74 88 2.231
FINANCE COSES ...oviiiiiiiiiiiiiiiee e ( 2.600) ( 1.262) ( 313) ( 4.175)
Depreciation and amortisation ............cccccevevveeennnee. ( 22.369) ( 2.325) ( 1.193) ( 25.887)
Share of profit of equity accounted investees ........ 352 0 118 470
Reportable segment loss before tax ..........cccccoueeee. ( 32.245) ( 165) ( 4.928) ( 37.338)
Reportable segment assets .........cccccoceeeivcveeenenen. 1.872.841 114.612 50.729 2.038.182

*EBITDAR means EBITDA before operating lease expenses.
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5. contd.:

Reconciliations of reportable segment revenues, profit or loss, assets and liabilities, and other
material items
2018 2017
1.1.-31.3. 1.1.-31.3.
Revenue
Total revenue for reportable SEgMENES .........oooiiiiiiiiiiiiiie e 295.019 242.127
Elimination of inter-segment rEVENUE ............uviiiieeiiiiiiiiee et ( 27.400) ( 20.052)
(070] g ISTo] 1o F=1=To I =1V =T U T ST RPRPTP 267.619 222.075
Profit or loss
Consolidated [0SS DEfOre tax .........cociiiiiiiiiiiiiiciie e ( 43539) ( 37.338)
Reportable Consoli-
Other material items segment Adjust- dated
totals ments totals
1.1.-31.3. 2018
SegMmeNnt EBITDAR .....coooiiiiiiic ettt e e ( 6.300) ( 6.300)
SegmeENt EBITDA ..ot e et e et e e neee e sneeeaeaeeeeean ( 18.211) ( 18.211)
FINANCE INCOME ...t 7.286 ( 1.685) 5.601
FINANCE COSES ..uiiiiiiiiieei et a e ( 5.878) 1.685 ( 4.193)
Depreciation and amortiSation .............cccceeveeeiiiiiiieeeeeeeeciiieeeee e ( 28.002) ( 28.002)
Share of profit of aSSOCIALES .......cccooiiiiiiiiiiiiei e 1.266 1.266
Capital eXPENTItUIE .....c.ccoi i 191.384 191.384
1.1.-31.3. 2017
Segment EBITDAR .....oooiiiiiie et e et nee e eneee e eneeeeeenes ( 1.625) ( 1.625)
SegMENt EBITDA ...oooiiiii ittt ( 9.977) ( 9.977)
FINANCE INCOME ... 2231 ( 765) 1.466
FINANCE COSES ..uiviiiiiiiiii it e e ( 4.175) 765 ( 3.410)
Depreciation and amortiSation .............ccccccveeeiiiiiiiieeee e ( 25.887) ( 25.887)
Share of profit of aSSOCIALES .......ccveeiiiiiiiiiiiiie e 470 470
Capital eXPENTItUre ........ooo i 47.280 47.280
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6. Operating income

Transport revenue is specified as follows: Restated
2018 2017

1.1.-31.3. 1.1.-31.3.
PASSENQEIS ...ttt s 155.810 136.798
Cargo and mail 14.985 11.961
TOtal trANSPOIT FEVENUE ...ttt ettt ettt et s e 170.795 148.759

With the implementation of the new IFRS 15 revenue recognition standard, baggage fees that are sold as a
seperate component are now included in passenger revenue but were before included in cargo and mail.
Amounts from prior year has been restated accordingly.

Other operating revenue is specified as follows:

Sale in airplanes and hOoteIS ... 22.180 21.570
Revenue from TOUFISIT .......oiiiiiiiiiiieceee e 24.735 19.803
Aircraft and cargo handling SEIVICES .........ooiiiiiiiiiiiiiii e 5.753 3.998
MaINtENANCE TEVENUE .....cuviiiiiiiiiie ettt st esne e 819 652
Gain on sale Of OPerating ASSELS ......coiiiiiiiii et 3.094 70
Other OPErating MEVENUE ........uviiiieii ittt e e e ettt e e e s a e e e e e e e e e e e esantraareae s 6.849 6.596
Total other OPErating rEVENUE ..........ceeeiiiiiieiiee et 63.430 52.689

7. Operating expenses
Salaries and other personnel expenses are specified as follows:

ST= = 1 =2 ST PRTR PR 73.107 56.548
Salary-related EXPENSES .....ccccuiiiiiie ettt 23.350 15.823
Other PersoNNEl EXPENSES ....cooiuuiiiiieee ettt e ettt e e e e ettt e e e e e e e ebee e e e e e e s anneeees 16.672 13.890
Total salaries and pPersonNEl EXPENSES ........cooiiiiiiriiiieiiiiie et 113.129 86.261

Aviation expenses are specified as follows:

AIFCTATE FUBT ... e e e e 49.547 37.857
ATFCTAME IEASE ...t 8.304 5.575
Aircraft handling, landing and commuUNICAtioN ............c.ccooiiiiiiiiieniiiiee e 24.169 20.286
Aircraft MainteNanNCe EXPENSES .....c.uuvviiiieei it e et e e e e e e e e s e sbrreraaeeeeaas 18.672 17.828
Total aviation EXPENSES .......ciiieieeiriieeere e e e s e 100.692 81.546

Other operating expenses are specified as follows:

Operating cost of real estate and fIXEUrES ..........cooviiiiiiieiiiiiiiieee e 8.697 6.509
(7] 401 0t 1F g1 o= 11T ] o HE PP EPUTR SRR 5.883 5.979
W0 1YY ][V PSRRI 8.583 8.490
Booking fees and COMMISSION EXPENSES .....ccoeiiiiiuriiiiiaeeaiaiieieeae e e e airieeeeae e e eneeeeas 10.212 9.537
(070151 Ao ] o ToTo o E-38=To ] [0 IS USRS RRP 6.035 5.871
CUSEOMEE SEIVICES .eiieeiiiiitiiee e e ettt e e e e e e e ettt e e e e e e e abaeeeeaeaaaannbeeeeaaeeaaansnnseeeeaeaeaann 8.572 6.186
TOUNSIM EXPENSES ....uivviiiiiieeteeitireee e e e e eattb e et e e e e ea s treeteeesaasttreeeaeesassstaseaaeeesaasnsraees 15.978 12.717
Allowance for bad debt ........... ( 917) 176
Other operating expenses 8.966 8.780
Total other Operating EXPENSES ......cocveveiiiiieiire e 72.009 64.245
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8.

10.

11.

Finance income and finance costs
Finance income and finance costs are specified as follows:

2018 2017

1.1.-31.3. 1.1.-31.3.
Interest income 0N bank dePOSILS ......oeiiiiiiiiiiiiii e 431 153
Other INtEreSt INCOME .........oiiiiiiiiie e 354 459
Net foreign eXChange GaiN ..o e e 4.816 854
FIiNance iNCOME TOLAl .........ceoiiiiiiiiii e 5.601 1.466
Interest expenses on loans and BOrrOWINGS ......cocuuviiiiieeiiiiiiee e 3.950 3.183
Other INTErESt EXPENSES ...eviiieiiiiiiiiiiee ettt e e e e s e e e e e e st e e e e e e e e s seasaeees 243 227
Net foreign eXChange l0SS .......o.eviiiiiie e 0 0
FINANCE COSES TOLA ......veeiiiiiiiiciiie e 4.193 3.410

NEt FINANCE COSES ..oiiiiiiiiiiiiiit et e e e e e st e e e e s e st eeeaaaeeesnees 1.408 ( 1.944)

Operating assets

Aquisition of operating assets in the first three months of 2018 amounted to USD 189.5 million. Included are 3
Boeing 737 Max8 aircraft, 2 Boeing 757 aircraft, overhaul of own engines and aircraft spare parts in the amount
of USD 173.3 million.

Equity
Reserves are specified as follows: Hedging Translation Other Total
reserve reserve reserves reserves
ReSEerves 1.1.2017 ......couuvveeeeieeiiieieieieieeeeeieeeeeeeeeeennns 16.423 34.524 63.902 114.849
Changes during the period ...........cccccoeeiiiiiiiieeneenn. ( 13.955) ( 5) ( 23.163) ( 37.123)
Reserves 31.3.2017 ......cuuvviiiiieiiiiieieiiieieeiineeieeeinieeens 2.468 34.519 40.739 77.726
Reserves 1.1.2018 .......ccccceeeeiiiiiiiiee e 13.914 42.240 71.253 127.407
Changes during the period 7.826 ( 262) ( 38.456) ( 30.892)
Reserves 31.3.2018 .......cccceeveieeeiiiiee e 21.740 41.978 32.797 96.515

Loans and borrowings
This note provides information on the contractual terms of the Group’s interest-bearing loans and borrowings,
which are measured at amortised cost.

31.3.2018 31.12.2017
Non-current loans and borrowings are specified as follows:

Secured BanK I0NS .......ooiiiiiiie e 66.948 65.786
{8 E Yol U [ =To [ (o = [ OO 262.950 223.755
329.898 289.541
CUITENE MALUITTIES ...veiiiieiie ittt e e s ( 48.692) ( 9.287)
Total non-current loans and borrowings 281.206 280.254
Terms and debt repayment schedule:
Nominal Total
interest Year of remaining balance
Currency rates maturity 31.3.2018 31.12.2017
Secured bank loans ............ccceec..... usD 5,2% 2018-2024 11.008 12.202
Secured bank [0ans ..........ccccvvvvenes EUR 2,7% 2026 7.501 7.285
Secured bank loans ....................... ISK 5,2% 2019-2036 43.311 41.146
Secured bank loans, indexed ........ ISK 4,3% 2023 1.810 1.706
Unsecured bond issue ................... usD 4,9% 2020-2021 212.446 212.361
Unsecured bond issue, indexed .... ISK 5,7% 2023 10.342 11.394
Unsecured bank loans - short term usD 5,4% 2018 40.162 0
Secured bank loans - short term .... UsD 5,2% 2018 3.318 3.447
Total interest-bearing liabilities ...... 329.898 289.541
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12.

13.

14.

Contractual repayments of loans and borrowings
Repayments of loans and borrowings are specified as follows:

Repayments in 2018 (9 months)(2017: 12 MONthS) .......eueiiireiiiiiiiiieee e
RepaymMeNnts iN 2019 ...t e e e e e e e e e
RepaymMents iN 2020 .........uuiiiiiiiieieiee ettt e e et e e e e et eeaaeeeanas
RepaymMeNts iN 2021 ........uviiiiiiee ittt e e e e et a e e e e a b aaeeaaaae
RepaymMents iN 2022 ..... ..ottt e e e e e e e e e e e e e aans
SUDSEQUENT FEPAYMENLS ....eciuiiiiiieiiiie ittt
Total [0aNnS and DOITOWINGS ......ciiiiiiiiiiiiii ettt e e e e e e ebeeaeeaaeeeas

Financial instruments and fair values

2018 2017
46.582 9.287
43.893 41.723
27.165 27.015

193.689 193.534
7.743 7.573
10.826 10.409
329.898 289.541

The fair values of financial assets and liabilities, together with the carrying amounts shown in the statement of
financial position, are as follows. The table does not include fair value information for financial assets and
liabilities measured at fair value if the carrying amount is a reasonable approximation of fair value:

31.3.2018 31.12.2017

Carrying Carrying

amount Fair value amount Fair value
Derivatives, included in loans and receivables ........ 27.074 27.074 17.067 17.067
Short term investments 14.559 14.559 4.087 4.087
Unsecured bond issue ( 262.950) ( 283.084) ( 223.755) ( 246.238)
Secured loans ................ ( 66.948) ( 69.639) ( 65.786) ( 68.504)
Total cveveeeeeiciiiieec e, ( 288.265) ( 311.090) ( 268.387) ( 293.588)

Off-balance sheet items

As a lessee the Group has in place operating leases for storage facilities, hotels, equipment, the longest until
the year 2041. The Group has also in place operating leases for aircraft, the longest until the year 2027. At the
end of March 2018 the leases are payable as follows in nominal amounts for each year:

Total
Real estate Aircraft Other 31.3.2018

INQ2-Q4 2018 ..o 18.311 14.793 10.735 43.839
Inthe year 2019 ... 27.570 24.885 4.794 57.249
Inthe year 2020 .........cccovviiiiiiiiee e 27.126 25.568 4.286 56.980
Inthe year 2021 ... 26.224 20.412 3.050 49.686
Inthe year 2022 .........cccovviiiiiiieee e 25.870 18.882 3.206 47.958
Subsequent 307.174 80.851 42.548 430.573
LI ] - | PP PURPRPPPPPPPIRt 432.275 185.391 68.619 686.285
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15. Capital commitments
In 2013 Icelandair Group and Boeing signed an agreement for the purchase of sixteen 737 MAX8 and 737
MAX9 aircraft with an option to purchase additional eight aircraft.

In March 2018 Icelandair took delivery of the first three 737 MAX8 aircraft from Boeing. Two of them have
been financed with a JOLCO (Japanese Operating Lease with Call Option) and the third was sold and leased
back from a lessor for a period of 8 years and 8 months. The sale generated a profit of 2.1 million USD which is
included in operating income. The lease obligation from the contract is included in note 14.

The delivery plan for future aircraft is as follows:

2019 2020 2021
BOEING 737 MaAX 8 ...ttt 3 2 1
B0OEING 737 MAX 9 ..t 3 3 1
TOMAD e e 6 5 2

16. Group entities
The Company held ten subsidiaries at the end of March 2018 which is a decrease of two from year end 2017.
In beginning of January 2018, the Company merged IGS ehf. with Icelandair and sold Icelandair Cargo ehf. to
Icelandair ehf. The subsidiaries included in the consolidated interim financial statements are as follows:

Share
International Flight Operations:
N 70 =T 3 PRSP 100%

Fjarvakur - Icelandair Shared Services ehf. ......... 100%

IceCap Ltd., Guernsey 100%

Iceeignir ehf. ........... 100%

(o2 F= T o F= 1T =Y o | F N 100%
Aviation investments:

P g (2= F= T g T I = o | SN 100%

T (= W= o | PP PP PPPPPPPPPPPRE

(o)1 (=Y o T g (o<1 =T g o [Tol = | SRS 100%
Tourism investments:

(o2 F= T (o I = Y/ I = o | SRR 100%

(=1 ETa Lo T o (010 E = 4 | PP PUPPPPRPRPRPIRY 100%

The subsidiaries further own thirteen subsidiaries that are included in the consolidated interim financial
statements. Three of those have non-controlling shareholders.
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17. Ratios
The Group's primary ratios are specified as follows:
31.3.2018 31.12.2017

[OFU] (=1 o1 A= [ TSR 0,81 0,99
o U1 Y = Lo T OO PP OPPPP 0,35 0,42
Intrinsic value of share Capital ..........ooo i 14,21 15,08

18. Significant accounting policies
The accounting policies and methods of computation applied in these consolidated interim financial statements
are the same as those applied by the Group in its consolidated financial statements as at and for the year
ended 31 December 2017 except for the changes stated in note 4.

These consolidated interim financial statements are presented in U.S. dollars (USD), which is the Company's
functional currency. All financial information presented in USD has been rounded to the nearest thousand,
except when otherwise indicated.
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