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ICELANDAIRA
GROUP

Endorsement and Statement by the Board
of Directors and the CEO

Icelandair Group hf. is an Icelandic aviation company with decades' long history of operating in the international airline
and tourism sectors. In 2018, the Company resolved to concentrate its focus on its core business, aviation. The
business model is built around Icelandair’s route network and the unique geographical location of Iceland which
serves as a connecting hub between Europe and North America. Icelandair Group is the parent company of several
subsidiaries. The Company’s strategic initiatives support its vision of “Bringing the spirit of Iceland to the world” and its
mission of offering smooth and enjoyable journeys to, from and within Iceland — the Company's hub and home.

The Consolidated Financial Statements of Icelandair Group hf. for the year 2020 have been prepared in accordance
with International Financial Reporting Standards (IFRSs) as adopted by the European Union and additional Icelandic
disclosure requirements. The Financial Statements comprise the Consolidated Financial Statements of Icelandair
Group hf. (the "Company") and its subsidiaries (together the “Group”) and have been audited by KPMG. All amounts
are stated in thousands of USD.

Operations in the year 2020

According to the Consolidated Income Statement and other Comprehensive Income, loss for the year 2020 amounted
to USD 376.2 million. Total comprehensive loss for the year was USD 408.8 million. Equity at year-end amounted to
USD 232.8 million, including share capital in the amount of USD 213.0 million, according to the Consolidated
Statement of Financial Position. Reference is made to the Consolidated Statement of Changes in Equity regarding
information on changes in equity.

The year 2020 was heavily marked by the COVID-19 pandemic whose impact continues to be felt in all realms of
society, not least in the aviation and travel industries. This is clearly illustrated by the over 80% reduction in
international passenger numbers and ASK year-on-year. Despite the relatively swift development of a vaccine
uncertainty in the Company’s operating environment is expected to remain high in the short to medium term while
vaccinations are being administered. In the longer term, it further remains unclear when global travel might resume its
pre-COVID levels. Following some easing and tightening in the latter half of 2020, travel restrictions and/or strict
border controls have been reinstated in nearly all of Scandinavia and continental Europe with a travel ban still in place
to and from the US, one of the Group‘s most important geographical segments.

The Group’s business plan and schedule have been revised, and continue to be reiterated, in line with developments
in each market. The current assumption is that a modest ramp-up will commence in Q2 but that it will take until 2024
for demand to reach pre-COVID levels. Management assumes that capacity will rationalize in all key markets as
airlines will stress preservation of cash and liquidity. Post recent crisis in the 21st century, Icelandair has enjoyed solid
operational performance in the years to follow. Iceland’s attraction as a clean, safe and sparsely populated destination
is also assumed to be strong in the post-COVID world.

To respond to the situation brought on by the pandemic, the Group took immediate and extensive measures to get
through an extended period of minimum operations. These included severely cutting its flight schedule, drastically
reducing the number of employees and changes to its organizational structure. At the same time, the Group acted
swiftly and seized opportunities arising from the circumstances, such as in the cargo and leasing operations. The
Group's overall strategy during the low production period aims at securing the continuity of necessary core operations
and safeguarding the flexibility needed for swift ramp-up when markets recover.

The Group underwent financial restructuring which was completed in September with the execution of a successful
share offering whereby the Company raised ISK 23,000 million (approx. USD 169 million) in new equity. The offering
was a key component in effectuating a series of deferral agreements that the Group had previously reached with
various stakeholders that include lenders, lessors, acquirers, the Boeing Company and other vendors. A successful
share offering was a condition for the Company's access to a government guaranteed credit facility that was approved
by the Icelandic Parliament on 4 September 2020. The credit facility, arranged by two local commercial banks, is in the
amount of USD 120 million, 90% of which is guaranteed by the government.

Additionally, investors that were allotted new shares in the offering were also issued warrants to buy additional shares
in the Company at certain dates in the future. The warrants, amounting to 25% of the nominal value of new shares
sold in the offering, were issued free of charge. If exercised in full, the warrants can raise up to approx. USD 42 million
in additional equity for the Company over their lifetime which expires in the latter half of 2022. The warrants have been
listed on the Nasdaq Iceland Main Market and can be traded freely independent of the Company’s shares until their
respective exercise periods.
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Endorsement and Statement by the Board
of Directors and the CEO, contd.:

Operations in the year 2020, contd.:

Agreements with lenders included renegotiated financial covenants. According to the restructured terms the equity
ratio will be the Group's primary financial covenant in the coming quarters, the minimum of which is aligned with the
Group's conservative ramp-up plan with a certain flexibility built-in. The covenant is therefore set somewhat below
management estimates. The equity ratio shall be a minimum of 8-10% in terms of loan agreements with lenders and a
minimum of 2% in terms of the government guaranteed credit facility. The amended equity ratio covenant will be in
place until Q1-Q3 2022, depending on lenders, at which time the pre-COVID financial covenants will resume to take
effect.

In addition to its market based financial restructuring efforts the Group has received various government offered
COVID-19 relief options for companies. Most meaningful were the unilateral reduction of the employment ratio of
hundreds of employees which made them eligible for special par-time unemployment benefits, funded by the
government, to make up for the drop in salary income, and the lay-off of over 2,000 valued employees that entitled the
Group to subsidies of salary costs during those employees' contractual notice periods.

At the outset of the pandemic, the Group and the Icelandic Government entered into agreements whereby Icelandair
committed to maintain a certain number of domestic and international flights per week to ensure minimum passenger
flight transportation to and from Iceland in cases where these were not commercially viable. The agreements have
since been extended several times and are still in effect with regards to flights to the East Coast of the USA.

After being grounded for over 20 months the Boeing 737 MAX aircraft was re-certified by the FAA in November and by
EASA in January 2021. The Company assumes to reintroduce the aircraft into its fleet in Q1 2021 following all
necessary updates and inspections. As part of its restructuring the Group had prior to re-certification reached an
agreement with Boeing regarding additional compensation for financial losses resulting from the grounding of the MAX
in early 2019. In addition to financial compensation the agreement includes permanent cancellation of four out of the
ten MAX aircraft that the Group is yet to take delivery of. The six aircraft still on order are expected to be delivered
during the period Q2 2021 to Q1 2022. Once full delivery is completed the Group will have twelve MAX aircraft in its
fleet.

The Company finalized the sale of a 75% equity share in Icelandair Hotels to Berjaya Property Ireland Limited in Q2
2020. The Company will retain its 25% share in the hotel company for a period of at least three years. The total cash
consideration for the equity was USD 45.3 million.

The Board of Directors proposes no dividend payment to shareholders in 2021 for the year 2020.

Share capital and Articles of Association

The nominal value of the Company's issued share capital amounted to ISK 28.4 billion at year-end. The share capital
consist of shares of ISK 1, that are in a single class bearing equal rights. The shares are listed on the Icelandic Stock
Exchange (Nasdaq Iceland) under the ticker symbol ICEAIR. According to the Icelandic Company's Act, companies
can acquire and hold up to 10% of the nominal value of issued shares. At year-end the Company did not hold any
treasury shares.

The Company's Board of Directors comprises five members, two women and three men. The gender ratio is thus in
accordance with Icelandic laws requiring companies with over 50 employees to ensure that the Board has
representation from both genders and that each gender comprises at least 40% of the Board Members when Board
Members surpass three. The Board Members are elected at the Annual General Meeting each for a term of one year.
Those persons willing to stand for election must give formal notice thereof to the Board of Directors and Icelandair
Group’s Nomination Committee at least seven days before the Annual General Meeting.

The Company's Articles of Association may only be amended at a legitimate shareholders' meeting, provided that
amendments and their main aspects are clearly stated in the invitation to the meeting. A resolution will only be passed
if it is approved by at least 2/3 of votes cast as well as by shareholders controlling at least 2/3 of the share capital
represented at the respective shareholders' meeting.
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Endorsement and Statement by the Board
of Directors and the CEO, contd.:

Share capital and Articles of Association, contd.:
The number of shareholders at year-end 2020 was 13,508 an increase of 10,337 during the year. At year end 2020 the
10 largest shareholders were:

Shares in ISK
Name thousand Shares in %
Gildi - HFEYFISSJOOUL ...eeeiiieiiiiiiiee et e e 1,803,761 6.34
Lifeyrissjédur starfsmanna rikisins A-deild, B-deild og S-deild ................... 1,500,000 5.27
Bru - Lifeyrissjodur starfsmanna sveitarfélaga ............ccocccovevieeiiicciiennenn. 1,356,205 4.77
Stefnir - 1S 15, 1S 509 SAMVAl ...cuvevveecececeeee e 1,388,591 4.88
AON BankKi Nf. ... 912,637 3.21
ISIANASDANKT M. ... en 784,869 2.76
BOKSAI ENF. ... 662,514 2.33
Lifeyrissjodur verslunarmanna ............ooooiiiiiiieiiiieeee e 642,361 2.26
S Yo]1Y/o] L[V T = o) SRR 554,704 1.95
Almenni [ifeyriSSJOOUINN ... e 544,402 1.91
10,150,045 35.69
(0 (=T =T A =T o) Lo [T 18,287,616 64.31
28,437,661 100.00

Further information on matters related to share capital is disclosed in note 28. Additional information on shareholders
is provided on the Company's website www.icelandairgroup.com.

Corporate Governance

The Group's management is of the opinion that practicing good Corporate Governance is vital for the existence of the
Group and in the best interests of shareholders, Group companies, employees and other stakeholders and will in the
long run produce satisfactory returns on shareholders' investment. Corporate Governance exercised within Icelandair
Group hf. ensures sound and effective control of the Company’s affairs and highly ethical business practices.

The framework for Corporate Governance practices within the Group is informed by the provisions of law, the parent
Company's Articles of Association, general securities regulations and the Icelandic Corporate Governance guidelines
issued by the Iceland Chamber of Commerce, Nasdaq Iceland and the Confederations of Icelandic Employers.
Corporate Governance practices ensure open and transparent relationships between the Company’s management, its
Board of Directors, its shareholders and other stakeholders.

The Board of Directors has prepared a Corporate Governance Statement in compliance with the Icelandic Corporate
Governance guidelines which are described in full in the Corporate Governance Statement in the Consolidated
Financial Statements. It is the opinion of the Board of Directors that Icelandair Group hf. complies with the Icelandic
guidelines for Corporate Governance.

Information on matters related to financial risk management is disclosed in note 36. Information regarding operational
risk management is disclosed in Operational Risk Appendix.

Non-Financial Reporting

According to the Icelandic Financial Statements Act, the Company has compiled a thorough overview of non-financial
information. This includes key areas of corporate responsibilities according to the ESG Reporting Guide —
Environment, Society and Governance - issued by Nasdagq.

Material issues regarding the environment that were monitored during the year were climate impacts and other
environmental impacts. Material issues regarding society that were reported were passenger safety and wellbeing as
well as other impacts on society. Regarding governance, material issues that were reported included employee health
and safety, gender diversity, responsible procurement, business ethics and anti-corruption.

The Company's policies and outcome of these matters are further discussed in the Non-financial Reporting that form
an appendix to the Consolidated Financial Statements.
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Endorsement and Statement by the Board
of Directors and the CEO, contd.:

Statement by the Board of Directors and the CEO

The consolidated financial statements for the year ended 31 December 2020 have been prepared in accordance with
International Financial Reporting Standards (IFRSs) as adopted by the EU and additional Icelandic disclosure
requirements for financial statements of listed companies.

According to our best knowledge it is our opinion that the annual consolidated financial statements give a true and fair
view of the consolidated financial performance of the Group for the year 2020, its assets, liabilities and consolidated
financial position as at 31 December 2020 and its consolidated cash flows for the year 2020.

Further, in our opinion, the consolidated 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 consolidated financial statements of Icelandair Group
hf. for the year 2020 and confirm them by means of their signatures. The Board of Directors and the CEO recommend
that the consolidated financial statements will be approved at the annual general meeting of Icelandair Group hf.

Reykjavik, 8 February 2021.

Board of Directors:

CEO:
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Independent Auditors' Report

To the board of directors and shareholders of Icelandair Group hf.

Report on the audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of Icelandair Group hf. "the Group", which comprise the
consolidated statement of financial position as at December 31, 2020, the consolidated statements of profit or loss
and other comprehensive income, changes in equity and cash flows for the year then ended, and notes, comprising
significant accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the consolidated
financial position of the Group as at December 31, 2020, and of its consolidated financial performance and its
consolidated cash flows for the year then ended in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union and additional disclosure requirements for listed companies in Iceland.

Our opinion is consistent with the additional report submitted to the Audit Committee and the Board of Directors.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under
those standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are independent of the Company in accordance with the ethical requirements that are
relevant to our audit of financial statements in Iceland and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

We declare, to the best of our knowledge and belief, that we have not provided any prohibited non-audit services,
as referred to in Article 5(1) of the Regulation (EU) 537/2014 and that we remained independent in conducting the
audit.

We were appointed auditors of Icelandair Group hf. when it was founded in 2005. We have been re-appointed by
resolutions passed by the annual general meeting uninterrupted since then.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the
consolidated financial statements of the current period. These matters were addressed in the context of our audit of
the consolidated financial statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters.
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Independent Auditors' Report continued:

Key audit matter

Going concern

Reference is made to note 2.c "Going Concern” and the
Endorsement and the Statement of the Board of
Directors and the CEO

In undertaking it's assessment of going concern for the
Group, management has prepared and reviewed a
forecast future performance and anticipated cash flows
and liquidity position. In doing so management
considered the financing available to the Group and
associated debt covenants and cost saving actions that
the Group has taken in responding to the Covid-19
pandemic.

Due to the on-going Covid-19 pandemic which has led to
heavy contraction in international passenger numbers,
there is significantly more judgement applied in
developing cash flow forecasts including an assumption
of the period of restrictions in global travel. Going
concern is therefore one of the key audit matters of our
audit of the consolidated financial statements.

Timing and accuracy of revenue recognition of
passenger income

Reference is made to note 8 "Operating income” and 35
“Deferred income”.

Passenger ticket sale is presented as deferred income in
the consolidated statement of financial position until
transportation has been provided and at that time the
sale is recognised as revenue. Large volumes of
transactions flow through various computer systems
from the date of sale until revenue is recognized in the
consolidated statement of profit or loss.

The recording process is complex which gives rise to an
inherent risk of error, in determining the amount and
timing of the revenue recognition. Timing and accuracy
in the recording of passenger income is therefore one of
the key audit matters of our audit of the consolidated
financial statements.

How our audit responded to the key audit matter

We used the service of our valuation specialists to
evaluate whether the assumptions in management’s
assessment of the Group’s ability to continue as a gong
concern were realistic and achievable. In particular, we
assessed the reasonableness of management’s budgets
and evaluated whether cash flow forecasts and
management’s assessment of liquidity position was
appropriate.

We assessed the risk of a breach of covenants in loan
agreements.

We assessed related disclosures to confirm that
information regarding actions taken to strengthen the
Group’s financial standing and liquidity, required by
applicable accounting policies, were provided.

Key audit matter How our audit responded to the key audit matter

Our audit procedures were designed to challenge the
timing and accuracy of the revenue recognition. These
procedures include reviewing the controls over the
Group's systems which govern the passenger ticket
sales, including access control and change management
controls. We evaluated the design of non-automated
controls to assess if they were likely to ensure the
accuracy and timing of the revenue recognition of
passenger income and tested operating effectiveness of
selected controls.

We analysed passenger revenue and used external and
internal information to set expectations which were
compared to recognized revenue.

We used substantive testing including a reconciliation
between systems, testing of selected journal entries
posted to passenger revenue accounts and we tested the
inclusion of passenger revenue transactions in the
appropriate period by testing selected flights before and
after the the reporting date.
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Independent Auditors' Report continued:

Key audit matter How our audit responded to the key audit matter

Expected recoverable amount of goodwill, intangible
assets and operating assets

Reference is made to note 18 “Intangible assets and
goodwill”, note 13 “Operating assets”, and 19.

The carrying value of intangible assets has been
allocated to the applicable cash generating units within
the Group. Management is required to perform an
impairment test annually on goodwill and other intangible
assets with indefinite useful lives, other assets are
required to be tested if there is an indication of
impairment. The purpose of an impairment test is to
determine if the assets can be recovered through future
cash flows.

The recoverable amounts of individual cash generating
units are determined by discounting the expected future
cash flows generated from the continuing use of the
units.

The expected recoverable amount of goodwill, intangible
assets and operating assets is one of the key audit
matters due to the significance to the inherent
uncertainty involved in forecasting and discounting future
cash flows which are the basis of the assessment of the
recoverability of the assets.

We used the service of our valuation specialists to
assess the valuation models and assumptions used by
management in their calculations of expected
recoverable amount of each cash generating unit.

We assessed the appropriateness of management's key
assumptions. We evaluated alignment of long-term
growth rates and considered whether discount rates were
within acceptable ranges for each cash generating unit.

We considered the potential impact of uncertenties
related to Covid-19 and the effect on key assumptions
within management’s business plans.

We verified the impairment calculations. Furthermore, we
challenged management’s sensitivity analysis to evaluate
wether a reasonable change in the key assumptions for
any of the Group’s cash generating units would cause
the carrying amounts to exceed the recoverable amounts.

We evaluated the adequacy of the financial statement
disclosures, including disclosures of key assumptions,
judgements and sensitivies.

Other information

The Board of Directors and CEO are responsible for the other information. The other information comprises the
information included in the annual report, but does not include the consolidated financial statements and our
auditor’s report thereon. Our opinion on the consolidated financial statements does not cover the other information
and we do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If,
based on the work we have performed, we conclude that there is a material misstatement of this other information,
we are required to report that fact. The annual report is not available at our reporting date but is expected to be

made available to us after that date.
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Independent Auditors' Report continued:

Responsibilities of the Board of Directors and the CEO for the Consolidated Financial Statements

The Board of Directors and CEO are responsible for the preparation and fair presentation of the consolidated
financial statements in accordance with IFRSs as adopted by the European Union and additional disclosure
requirements for listed companies in Iceland, financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the consolidated financial statements, the Board of Directors and CEO are responsible for assessing
the Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless they either intend to liquidate the Group or to cease operations,
or has no realistic alternative but to do so.

The Board of Directors and CEO are responsible for overseeing the Group’s financial reporting process.

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

- ldentify and assess the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

- Obtain understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Group’s internal control.

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

- Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on
the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the Group’s ability to continue as a going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor’s report to the related disclosures in the consolidated
financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditor's report. However, future events or conditions may
cause the Group to cease to continue as a going concern.

- Evaluate the overall presentation, structure and content of the consolidated financial statements, including the
disclosures, and whether the consolidated financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

- Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are responsible for
the direction, supervision and performance of the group audit. We remain solely responsible for our audit opinion.
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Independent Auditors' Report continued:

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements contd.

We communicate with the Board of Directors and the Audit Committee regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

We also provide the Board of Directors and the Audit Committee with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and were applicable, related safeguards.

From the matters communicated with The Board of Directors and the Audit Committee, we determine those matters
that were of most significance in the audit of the financial statements of the current period and are therefore the key
audit matters. We describe these matters in our auditor’s report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we determine that a matter should not be communicated
in our report because the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

Report on Other Legal and Regulatory Requirements
Pursuant to the legal requirement under Article 104, Paragraph 2 of the Icelandic Financial Statements Act no.
3/2006, we confirm that, to the best of our knowledge, the statement by the Board of Directors and the CEO

accompanying the consolidated financial statements includes the information required by the Financial Statements
Act if not disclosed elsewhere in the consolidated financial statements.

The engagement partner on the audit resulting in this independent auditor’s report is Audur Osk bérisdéttir.
Reykjavik, 8 February 2021.

KPMG ehf.
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Consolidated Income Statement and
other Comprehensive Income for the year 2020

Notes 2020 2019
Operating income Restated *
TraNSPOI FEVENUE .....coiiiiiiieiit ettt ettt 8 265,523 1,159,524
Aircraft and QirCrew 1ease ... 64,739 91,647
Other operating rEVENUE ...........eiiiii et e e 8 103,329 253,324
433,591 1,504,495
Operating expenses
Salaries and other personnel eXpenses ..........ccoocvvviriiee e 207,892 429,308
AVIAtION EXPENSES ....vviiiieiiiiiiiiieee et ee e e e et e e e e e et e e e e e e s rareeaeeeaaanes 171,451 568,455
Other operating EXPENSES .......coiiiiii e 140,742 368,756
9 520,085 1,366,519
Operating (loss) profit before depreciation and amortisation (EBITDA) ... ( 86,494 ) 137,976
Depreciation and amortisation ..............occoiiiiiiiiiiiiiiee e 1 | 160,343 ) ( 177,273)
10qT =TT 4 =Y o | PSSR 18 ( 116,158 ) 0
Operating 10Ss (EBIT) ... ( 362,995) ( 39,297)
T = e Tot =R o] 4 =TSR 2,735 7,044
FiNance COSES .........cciiiiiiiic ( 29,579) ( 32,994)
Fair value Changes .........ccoiiiiiiiiiie s ( 43,026 ) 0
Gain on sale of @ sUbSIAIary ...........occeeiiiiiiiii 22,454 0
Net finance costs ... 12 ( 47,416) ( 25,950 )
Share of 0SS 0f @SSOCIAtES ........cceviiiiiiiiii e 20 ( 27,423) ( 7,354 )
Loss before tax (EBT) ........cccoooiiiiiiiii e ( 437,834) ( 72,601)
[ gToTe] 1410 = QPRSP 23 61,658 14,822
LOSS fOrthe Year ...........ooooiiiii e ( 376,176 ) ( 57,779)
Other comprehensive (loss) income
Items that are or may be reclassified to profit or loss
Currency translation differences ..........ccccoviiiii i ( 10,615) ( 1,276)
Cash flow hedges - effective portion of changes in fair value, net of tax ......... 36 5,274 ) 26,463
Net loss on hedge of investment, net of tax .........cccccviiiiii e, 36 ( 16,749) ( 2,241)
Other comprehensive (loss) income forthe year ...............c.ccocccceviiinn, ( 32,638) 22,946
Total comprehensive loss for the year ................ccoccoiiiniiinii ( 408,814 ) ( 34,833)
Owners Of the COMPANY ....coouiiiiiiiiiii e ( 366,567 ) ( 55,669 )
Non-controlling interests ............cccocciiiiiiiii ( 9,609) ( 2,110)
Loss forthe year ..o ( 376,176 ) ( 57,779)
Total Comprehensive loss attributable to:
Owners of the COMPANY .......vviiiiiiii e ( 399,205) ( 32,715)
Non-controlling interests ............cccocciiiiiiiii ( 9,609) ( 2,118)
Total comprehensive loss fortheyear ... ( 408,814 ) ( 34,833 )
Earnings per share:
Basic earnings per share in US cent per share ..........cccoccvviieeinic e 29 ( 3.04) ( 1.06)
Diluted earnings per share in US cent per share ..............cccccooiiiininnn, 29 ( 3.04) ( 1.06)

* See further note 45.

The notes on pages 15 to 64 are an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position
as at 31 December 2020

Notes 2020 2019
Assets:
Operating @SSEtS ......eiiiiiiiie e 13-16 498,438 630,400
Right-0f-USE @SSELS ......cciiieiiiiiiie e 17 119,790 134,035
Intangible assets and goodwill ... 18-19 60,261 175,231
Investments in @SSOCIAES .........ooovvvuiiiii e 20 9,603 25,784
D12 (=] =Y o0 =3 AT 21 3,537 4,741
Receivables and depOoSItS ..........ccoiiiiiiiiiiei i 22 21,686 44,967
DeEferred taX @SSEt ......uuu i 23 38,836 0
Non-current assets 752,151 1,015,158
V2T ] (T L= 24 23,383 22,689
Derivatives used for hedging .........occeeiiiiiiiiiiiiiiiee e 36 0 1,881
Trade and other receivables ...........o.e i 26 99,334 124,879
ASSEtS held fOr SAIE ....... e 7 0 276,907
Marketable SECUNLIES .........uuiiie e 25 41,713 0
Cash and cash equIValeNts ............occuiiiiiiiiiiiee e 27 117,657 235,073
Current assets 282,087 661,429
Total assets 1,034,238 1,676,587
Equity:
Share CaPItal .....ooviiiiieiiiiiee e 212,969 44,199
Share premium ..., 13,208 174,299
RESEIVES ... et e e e e e e e e aaaas 8,373 45,449
Retained €arnings .......ooo i 0 219,132
Equity attributable to equity holders of the Company 28 234,550 483,079
Non-controlling iNterests ... ( 1,741) ( 601)
Total equity 232,809 482,478
Liabilities:
Loans and DOITOWINGS .....coiiiiiiiiiiee et e e e e e e e e 30 239,575 241,328
LEASE lIADIITIES ....vveeeeeeeeiieeeeeeeeee ettt eeeeennnees 31 119,707 135,473
PAYabIES ..o e 33 17,087 23,418
Derivatives used for hedging .........occeeiiiiiiiiiiiiie e 36 5,958 0
R A =14 =1 1 € 32 18,635 0
Deferred tax liabilities 23 0 25,679
Non-current liabilities 400,962 425,898
Loans and DOITOWINGS ......cooiuiiiiiieee et e e e e e e e 30 24,013 79,958
Lease liIabiliti€S .......uuuureieieieiiiiiiiiiiieiiteie ettt arara—a—aaa——_ 31 26,890 22,980
R A= 5 = (T 32 9,129 0
Derivatives used for hedging .........cueeeiiiiiiii e 36 11,333 1,561
Liabilities held fOr SAIE ..........uuviiiriiiiiiiieieiiiereeeeereeereve e eeveveeerererererarerereaees 7 0 238,732
Trade and other payables ... 34 141,700 221,000
[ LY (= =Y T o] o o1 35 187,402 203,980
Current liabilities 400,467 768,211
Total liabilities 801,429 1,194,109
Total equity and liabilities 1,034,238 1,676,587

The notes on pages 15 to 64 are an integral part of these consolidated financial statements.
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GROUP

Consolidated Statement of Changes in Equity
for the year 2020

Attributable to equity holders of the Company

Non-con-
Share Share Retained trolling Total

2019 capital premium  Reserves earnings Total interest equity
Balance at 1 January 2019 .......... 39,053 133,513 26,262 271,034 469,862 1,517 471,379
Shares issued ..........ccoeeeeiiineenne 5,146 40,786 45,932 45,932
Total comprehensive loss ............ 22954 ( 55669) ( 32,715) (2,118) ( 34,833)
Effects of profit or loss of subsid.

and associates less of

dividend received ..................... ( 3,767) 3,767 0 0
Balance at 31 December 2019 ..... 44,199 174,299 45,449 219,132 483,079 ( 601) 482,478
2020
Balance at 1 January 2020 .......... 44,199 174,299 45,449 219,132 483,079 ( 601) 482,478
Shares issued ..........coccceveviiinene 168,770 ( 1,897) 166,873 166,873
Warrants issued .........c.cccceeerneenen. ( 16,197) ( 16,197) ( 16,197)
Total comprehensive loss ............ ( 32,638) (366,567 ) ( 399,205) (9,609) ( 408,814 )
Divestment of Non-Controlling

Interest .....ccoooeeeiiiiiiiiiiiiiiiee, 8,469 8,469
Effects of profit or loss of subsid.

and associates .............ccceeeens ( 4,438) 4,438 0 0
Transfer of share premium ........... ( 161,091) 161,091 0 0
Balance at 31 December 2020 ..... 212,969 13,208 8,373 0 234,550 (1,741) 232,809

Information on changes in other reserves is provided in note 28.

The notes on pages 15 to 64 are an integral part of these consolidated financial statements.
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ICELANDAIRA
GROUP

Consolidated Statement of Cash Flows

Notes 2020 2019
Cash flows from operating activities:
LOSS fOr the YEAI e ( 376,176 ) ( 57,779)
Adjustments for:
Depreciation and amortisation ...........ccccoeeciiiiiie i 11 160,343 177,273
IMPAIMIENT ... e 18 116,158 0
Expensed deferred COSt ..o 13,118 11,635
NeEt fINANCE COSES ...nniiieiiiie e e e e e e e 12 26,844 25,950
Changes in fair ValUE ..........coiiiiiiiiiiiee e 43,026 0
Gain on sale of operating @sSets .......cccceveiiiiiiie e ( 7,882) ( 2,479)
Gain on sale of @ SUBbSIAIAry .........ccccoviiiiiiiiii e ( 22,454 ) 0
Share in 0SS Of @SSOCIAtES .......uuiiiiiiieiee e 27,423 7,355
INCOME 18X ..ttt e 23 ( 61,658 ) ( 14,822)
( 81,258) 147,133
Changes in:
INVENTOMIES ..t e e e e e e e e e e st aeeeaaeeeannes 24 | 726) 2,935
Trade and other receivabIles ..o 32,732 ( 4,044 )
Trade and other payables ...........ooouiiiiiiiii i ( 108,060 ) ( 2,839)
Deferred INCOME ..ot ( 18,715) 8,091
Cash (used in) from generated operating activities ( 94,769 ) 4,143
INterest reCeIVEd ... 2,077 3,112
INtErest PAIA .......ooiiiiiii e ( 19,269 ) ( 34,510)
Net cash (used in) from operating activities ( 193,219) 119,878
Cash flows to investing activities:
Acquisition of operating assets ... 13 ( 41,790 ) ( 253,447 )
Proceeds from sale of operating assets .........cccoccviiiiiiiii 25,726 155,067
Acquisition of intangible assets ... 18 ( 730) ( 5,654 )
Deferred cost, Change ..o ( 6,640) ( 10,173)
Proceeds from sale of @ subsidiary ... 45,312 0
Non-current receivables, Change ..........cccooieiiiiiiiie 22,476 ( 12,963)
Cash attributable to assets held for sale ... 7 | 4,920) ( 11,487)
Marketable securities, Change ...........coocviiiiiiiii e ( 41,713) 0
Net cash used in investing activities ( 2279) ( 138,657)
Cash flows to financing activities:
ShAr€S ISSUBA ... .oeeiiiei ettt e e e e e e e e e e e e e e e e eaaeeees 28 166,396 45,932
Proceeds from loans and bOrrowings ...........cccceevuieeeiniiee e 30 0 200,789
Repayment of loans and bOrroWiNgs ..........cocoveeiiiiieiiiiie e 30 ( 21,874) ( 236,152)
Repayment of lease liabilities ..........ccccovuiiiiiiiiii e 31 ( 22,606) ( 30,783)
Short term 10ans, Change ..........ccoviiiiie e 30 ( 42,257 ) ( 24,726 )
Net cash from (used in) financing activities 79,659 ( 44,940)
Change in cash and cash equivalents ...........cccooiiionmiiicicnii e, ( 115,839) ( 63,719)
Effect of exchange rate fluctuations on cash held ..........ccccovnieiiiiiininnes ( 1,577) ( 668 )
Cash and cash equivalents at beginning of the year ............cccccoinrirnnnne. 235,073 299,460
Cash and cash equivalents at 31 December ..........ccccccerrrririccrrerrernssseeseeeees 27 117,657 235,073
Investment and financing without cash flow effect:
Acquisition of right-of-use assets ..........cccccoi i 17 ( 3,938) ( 100,037)
NEW OF reNEWEA [ASES ........uuiiiiiiieeee e 31 7,060 110,750
Non-current reCeiVabIes .........ooooiiiiiii e ( 3,121) ( 10,713)
WaArrants iSSUEA ........oooiuiiiiiiiiii ettt 32 ( 16,197 ) 0
Retained arnings ...........oiiiiiiiii e 16,197 0

The notes on pages 15 to 64 are an integral part of these consolidated financial statements.
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ICELANDAIRA
GROUP

Notes

1. Reporting entity
Icelandair Group hf. (the "Company") is a public limited liability company incorporated and domiciled in Iceland.
The address of the Company's registered office is at Reykjavikurflugvéllur in Reykjavik, Iceland. The Consolidated
Financial Statements for the Company as at and for the year ended 31 December 2020 comprise the Company
and its subsidiaries, together referred to as the “Group” and individually as "Group entities" and the Group's
interests in associates. The Group primarily operates in the airline and tourism industry. The Company is listed on
the Nasdaq Main Market Iceland.

2. Basis of accounting
a. Statement of compliance
The Group's Consolidated Financial Statements 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. They were authorised for issue by the Company's Board of
Directors on 8 February 2021.

b. Basis of measurement
The Consolidated Financial Statements are prepared on the historical cost basis except that derivative financial
instruments, part of deferred income and certain short-term investments are stated at their fair values. Details of
the Group's accounting policies are included in note 47.

c. Going Concern
These Consolidated Financial Statements are prepared on a going concern basis. Despite substantial uncertainty
the Board of Directors believes that it is appropriate to prepare these Consolidated Financial Statements on a
going concern basis because of planned action and actions already taken to strengthen the Group's financial
standing and liquidity. See further note 19 and 43.

3. Functional and presentation currency
The Company's functional currency is U.S. dollars (USD). These Consolidated Financial Statements are
presented in U.S dollars (USD). All financial information presented in USD has been rounded to the nearest
thousand, unless otherwise indicated.

4. Use of estimates and judgements

In preparing these Consolidated Financial Statements, management has made judgements, estimates and
assumptions that affect the application of the Group's accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are recognized
prospectively. Due to COVID-19, the aviation and travel industries are facing tremendous uncertainty. Travel
restrictions are still in place to and from the US, one of Group's most important geographical segment, and various
countries in Europe still apply certain restrictions which affect travellers. There is also great uncertainty around
when demand for travel will return to normal levels, i.e. as they were prior to COVID-19. In preparation of the
Consolidated Financial Statements, management adjusted its estimations and assumptions towards the current
unprecedented circumstances.

Assumptions and estimation uncertainties
Information on assumptions and estimation uncertainties that have a significant risk of resulting in a material
adjustment in the year ending 31 December 2020 is included in the following notes:

Note 19 - Measurement of the recoverable amounts of cash-generating units
Note 35 - Deferred income
Note 37 - Financial instruments and values

Measurement of fair values
A number of the Group's accounting policies and disclosures require the measurement of fair value, for both
financial and non-financial assets and liabilities.

The Group has an established a control framework with respect to the measurement of fair values. The Director of
Treasury and Risk Management has overall responsibility for overseeing all significant fair value measurements,
including Level 3 fair values.
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Notes, contd.:

4. Use of estimates and judgements, contd.:
The Risk Committee 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.

When measuring the fair value of an asset or a liability, the Group uses market observable data as far as
possible. Fair values are categorised 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 recognizes transfers between levels of the fair value hierarchy at the end of the reporting period during
which the change has occurred.

Further information about the assumptions made in measuring fair values is included in the following notes:

Note 32 - Warrant liabilities
Note 37 - Derivatives

5. Changes in accounting policies
A number of new standards are effective for annual periods beginning after 1 January 2020 and earlier application
is permitted; however, the Group has not early adopted the new or amended standards in preparing these
Consolidated Financial Statements and they are not considered to have significant impact on the Consolidated
Financial Statements.
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Notes, contd.:

6. Operating segments
Segment information is presented in the 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.
Segment results include items directly attributable to a segment as well as those that can be allocated on a
reasonable basis. Inter-segment pricing is determined on an arm's length basis.

Each entity operates as a single business unit and the management of Icelandair Group assesses performance
based on measures including operating profit, and makes resource allocation decisions for the entities based on
various performance metrics. The objective in making resource allocation decisions is to optimize consolidated
financial results.

Passenger and cargo operations

The largest entity of the Group, the international passenger airline Icelandair ehf., including its subsidiaries
Icelandair Cargo and Air Iceland Connect, has been identified for financial reporting purposes as a reportable
operating segment. Icelandair's route network is 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. Icelandair Cargo offers freight services by
utilizing the capacity within aircraft of the Icelandair passenger network as well as with their own freighters. Air
Iceland Connect, the domestic and regional carrier, was integrated into the operations of Icelandair in the
beginning of Q2 2020.

The parent, Icelandair Group hf., is listed on the Nasdaq Iceland stock exchange and is the holding company.
Iceeignir, a real estate company that holds the real estate of Icelandair Group, IceCap, a captive insurance
company and A320, a dormant, are platform functions of the business that primarily support the Group entities in
this segment and are therefore classified within this segment.

Other group entities

Loftleidir Icelandic, which offers aircraft leasing and consulting services to international passenger airlines and
tour operators, Iceland Travel, the largest business to business destination management tour operator in Iceland,
and Feria, which operates under the name VITA as an outgoing tour operator are also operating segments but do
not exceed the quantitative thresholds to be reportable and management has concluded that there are currently
no other reasons why they should be separately disclosed.

In Q1 2020 Icelandair Hotels was also classified within this segment. As of 3 April 2020, Icelandair Hotels are
classified as an investment in associates.
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Notes, contd.:

6. Operating segments, contd.:
Reportable segments for the year 2020

Passenger and Other

cargo operations group entities Total
External revenue ...........ccccc 339,352 94,239 433,591
Inter-segment revVeNUE ............cceeeeiiiiiiiiiiee e 63,141 739 63,880
SEIMENE FEVENUE .....eeiiiiiiiie ettt 402,493 94,978 497,471
Depreciation and amortisation ...........cccccveevieeiniiee e, ( 148,632 ) ( 11,711) ( 160,343 )
IMPaIrMENt ... ( 82,859 ) ( 33,299) ( 116,158 )
SegMment EBIT ..o ( 311,957 ) ( 51,038 ) ( 362,995 )
Finance inCoOMEe ... 14,233 767 15,000
FINANCe COSES ....uuiiiiiii e ( 32,734) ( 9,110) ( 41,844 )
Gain on sale of subsidiary ..........cccccceeeiiiiiiii e 0 22,454 22,454
Fair value change ... ( 43,026 ) 0 ( 43,026 )
Share of profit of equity accounted investees ..............ccoceee. ( 27,425) 2 27,423)
Reportable segment loss before tax ............ccccceiiiiiciinnns ( 400,909) ( 36,925) ( 437,834)
Reportable segment assets ........cccceeeeeiiiiiiee e 1,463,838 66,894 1,530,732
Investment in @sSoCiates ...........ooivieeiiiiiiie e 9,442 0 9,442
Capital expenditure ..........ccoccviiiiee i 48,193 4,207 52,400
Reportable segment liabilities ..., 1,318,483 53,659 1,372,142
Reportable segments for the year 2019 (restated)
EXternal reVENUE .........cooooviiieeieeeeeeeeeee e 1,217,119 287,376 1,504,495
Inter-segment revVeNUE ............cceeeeiiiiiiiiiiee e 119,904 9,804 129,708
SEIMENE FEVENUE ...ttt 1,337,023 297,180 1,634,203
Depreciation and amortisation ............c.cccoociiiiiiiiiiee ( 153,788) ( 23,485) ( 177,273)
SegMment EBIT ..o ( 63,049) 23,752 ( 39,297)
FINANCE INCOME ......ieeiee e e 20,795 1,294 22,089
FiNanCe COSES ......uvviiiiiiiiii e ( 39,759) ( 8,280 ) ( 48,039)
Share of profit of equity accounted investees ...........cccccceeee.. 268 ( 7,622) ( 7,354 )
Reportable segment loss before tax ........c.ccccoeecvvieveeeeiiinnneen. ( 81,745) 9,144 ( 72,601)
Reportable segment assets ..........cccooiiii 1,961,416 369,913 2,331,329
Investment in associates ..........cccevvviiiiiiiieii e 25,614 0 25,614
Capital expenditure ... 240,033 29,241 269,274
Reportable segment liabilities .............ccccciiiiiii, 1,329,760 307,350 1,637,110
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6. Operating segments, contd.:
Reconciliations of reportable segment revenues, profit or loss, assets and liabilities, and other material

items
2020 2019
Revenue
Total revenue for reportable segments ... 497,471 1,634,203
Elimination of inter-segment revenue ............cccoooiiiiiiiiie e ( 63,880 ) ( 129,708)
(076] gt ] [Te o1 =To WA =AVZ=T o U= S 433,591 1,504,495
Profit or loss
Consolidated continuing profit before tax ...........cccoviiiiiiiiii e, ( 437,834) ( 72,601)
Assets
Total assets for reportable segments ... 1,530,732 2,331,329
INVEStMENLS IN SSOCIAES .......vvvviiiiiiiiiiiiiiieieeeeeieeeeeeeee et reaereserererererarees 9,442 25,614
Elimination of inter-segment assets ... ( 505,936 ) ( 680,356 )
Consolidated total @sSets ... 1,034,238 1,676,587
Liabilities
Total liabilities for reportable segments ... 1,372,142 1,637,110
Elimination of inter-segment liabilities ..., ( 570,713 ) ( 443,001)
Consolidated total lIabilitieSs ..........coiiueiiiie e 801,429 1,194,109
Other material items Reportable Consoli-
segment Adjust- dated
totals ments totals
2020
SegMENt EBIT ..ot e ( 362,995 ) ( 362,995 )
FiNanCe INCOME .......ueniiiiieeeeee e 15,000 ( 12,265) 2,735
FiNanCe COSES ......uvviiiiiiiiii e ( 41,844 ) 12,265 ( 29,579)
Share of profit of associates .........cccccooiiiiiii ( 27,423) ( 27,423)
Capital expenditure ..........ccoocviiiiee i 48,543 4,207 52,750
2019
Segment EBIT ..ot ( 39,297) ( 39,297)
Finance inCoOMEe ... 22,089 ( 15,045) 7,044
FINANCe COSES ....uuiiiiiiiii i ( 48,039) 15,045 ( 32,994 )
Share of profit of associates ..........ccccoceiriiiiiiiiiic ( 7,354 ) ( 7,354 )
Capital expenditure ... 240,033 29,241 269,274
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6. Operating segments, contd.:
Geographic information
The geographic information analyses the Group's revenue as the majority of the Group's clients are outside of
Iceland. The 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.
Due to the COVID-19 pandemic and the associated wide-ranging travel restriction and decrease in travel demand,
the numbers for the year 2020 are not directly comparable to the numbers for the year 2019.

2020 2019
Revenues
NOFh AMEIICA ... asnnnnnen 19% 39%
[o7=1 F= g o P UOTPRTP 42% 23%
West Continental EUFrOPE .........ooiiiiiieiee e 20% 15%
S Tor= g To [0 F= V- SRR 5% 7%
United KINGAOM .....ooiiiiiieee e e e 4% 5%
(O3 =T PSP PPPRRRRIN 10% 11%
TOAl FEVENUES .....eeiiiiiiiiiiiiiiiiiieiei ettt s ebeeebs e ssssessssssssssssssssnsnsnsnsnsnnnes 100% 100%
Available Seat Kilometers (ASK'000) Icelandair ...........ooooieiieiiiiiiiiiiiieeeee e 3,129,976 16,679,011
Available Seat Kilometers (ASK'000) Air Iceland Connect ...........cccocvveeiiiieeennnen. 60,627 142,788
Freight Tonne Kilometer (FTK'000) Icelandair Cargo ..........cccoocovieeeieeiiiiiiieeneennn. 114,956 132,989
Sold Block Hours Loftleidir Icelandic ............ccoooiviiiiiiieeeieeieeeeee e 14,180 30,118
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7. Assets held for sale
In 2019 Icelandair Hotels and Iceland Travel were classified as held for sale. On 13 July 2019 the Company
signed a share purchase agreement with Berjaya Property Ireland Limited, a subsidiary of Berjaya Land Berhad,
whereby Berjaya acquired a majority share in Icelandair Hotels and related real estate. The sale was ultimately
closed on 3 April 2020 with the 75% share being delivered to Berjaya the same day. The Company will retain its
25% share for a minimum of three years in line with the terms of a call and put option agreement between the
parties.

From 3 April 2020 the 25% share in Icelandair Hotels is classified as an investment in associates. The total sales
price for the Company's shares has been paid in full, USD 45.3 million. The profit from the sale of 75% of shares
amounted to USD 15.4 million after impairment (see further note 20) and was recognized in Q2 2020.

In the beginning of 2020, Iceland Travel was reclassified from assets held for sale. Iceland Travel was again
classified as held for sale in the beginning of 2021. See further note 44.

Impacts on Consolidated Financial Statements

2020 * 2019 **
REVENUE ..o 13,258 168,304
Elimination of inter-segment revenue ... ( 979) ( 6,711)
EXIEINAI FEVENUE ...t e 12,279 161,593
EXPBNSES ..o ——————————— 18,297 162,792
Elimination of expenses of inter-segment sales ..........ccccceiiiiiiiiiin e ( 979) ( 9,527)
EXIEINal @XPENSES ...ooiiiiiiiee et 17,318 153,265
(Loss) profit from operating activities ............cooociiiiiiiiii e ( 5,039) 8,328
Net fiNANCE COSL ..o s ( 9,190) ( 6,980 )
Share of profit of aCCOSIAtES .........occeiiiiiii 2 | 3)
(Loss) profit Defore tax ... ( 14,227) 1,345
INCOME X .ttt e e aaaeeseessasasssssssssssssssssssnsssesnsnsesnsnsnnnnnn 2,648 820
(Loss) profit from tourism services, net of tax ... ( 11,579) 2,165
Basic earnings per share in US cent per share ...........cccocoiiiiiiiiiie e ( 0.21) 0.04
Diluted earnings per share in US cent per share .............cccocoeiiiiiiiiiiiccc e, ( 0.21) 0.04
Net cash from operating activities ..., ( 1,335) 19,242
Net cash used in investing activities ............ciiiiiiii e ( 405) ( 47,523)
Net cash from financing activities ... ( 2,790) 28,713
Net cash flows for the period ... ( 4,530) 432

* Icelandair Hotels
** |celandair Hotels and Iceland Travel
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7. Assets held for sale, contd.:

No assets or liabilities were held for sale in the Consolidated Statements of Financial Position at end of December
2020. Both Icelandair Hotels and Iceland Travel were classified as held for sale as at 31 December 2019. The
carrying amounts of the major classes of assets and liabilities were as follows:

31.12.2020 31.12.2019

OPErating @SSELS ....eeiiiiiiiiiiiiii et 0 100,201
Right-0f-USE-aSSELtS ......eeiiiiiiiiii e e 0 145,909
Intangible assets and goodWIll ..o 0 7,437
INVESTMENES IN @SSOCIAIES ......coeeeeiei et a e 0 1,011
[ a1V 1 (o] 1= RSP SP 0 902
Trade and other receivables ... 0 9,960
Cash and cash eqUIVAIENTES ..........coiiiiiiiiiee e e e e 0 11,487
Tl @SSELS ... e e e e e e e e e e e e annaes 0 276,907
Deferred tax abilities ..........ccuuiiiiiii i 0 2,045
[IoF=T o 5= T Lo [ oo 4 {011/ o -SRI SUPERRT 0 66,098
(Y= Rl [ F= 1 o1 1 =T SRR 0 149,554
Trade and other PayabIes ...........oociiiiiiiii s 0 13,451
DEferred INCOME ... sasasssasnsasnsnsnnnsnnnnnns 0 7,584
LI = 1= o1 =SSR 0 238,732
Net assets and li@bilities ............coooiiiiiii e 0 38,175
8. Operating income

Transport revenue is specified as follows: 2020 2019
PASSENGETS ..ottt e e e e et e e e e e e et e e e e e e nnnbaraeaaeaeannres 177,321 1,004,998
Passenger ancillary reVENUES ...........oooiiii i 21,719 96,090
(021 (o [0 TS PUP O 66,483 58,436
Total tranSPOrt FEVENUE .........eeiiiiiiieee et e e e e e e e e e e 265,523 1,159,524
Other operating revenue is specified as follows:

Sale at airports and NOLEIS ...........uuuuiiiii e ————— 12,864 94,699
ReVENUE frOM tOUFISIM ......iiiiieeee et e e e e et e e e e e eeeaans 18,069 104,196
Aircraft and cargo handling SEIrVICES ..........coiiiiiiiiiiiiee e 16,207 24,935
MEINTENANCE TEVENUE ...ttt e e e et e e e et e e e e e e e e e e reeaarerans 1,758 4,746
Gain on sale of operating @sSets .........c..ueiiiiii i 7,882 2,461
Other Operating MEVENUE .........c.oiiuiiiiiiiii e bbb e e 46,549 22,287
Total other operating reVENUE .............uiiiiiiieie e e 103,329 253,324
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9. Operating expenses

Salaries and other personnel expenses are specified as follows: 2020 2019
Restated *
ST 1= S 199,926 340,518
Contributions t0 PENSION fUNAS ......ccooiiiiiiiiie e e 31,198 51,361
Other salary-related EXPENSES .......coiiiiiiiiiiiiiae e e e e e e eneeeeeea e as 5,045 37,429
Reduction of salary cost, see further note 42 ............occeeeiiiiiini ( 28,277) 0
Total salaries and other personnel EXPENSES .......ccccoiiiiiiiiiiiiieieccee e 207,892 429,308
Average number of full year equivalents ™ .........ccociiiiiiiiiiie e 2,621 4,715
Full time equivalents at period €nd ™ ... ————————— 1,531 4,256
Gender ratio for employees (male / female) ..........ccccooviiiiiiiiiiiii e 52 /48 47 /53

* See further note 45.
** The average number of full year equivalents (FTEs) includes employees that were working on notice period
during the year. About a quarter of the FTEs were working on notice period and not delivering full time work.

*** Excluding employees that have been given notice.

Aviation expenses are specified as follows: 2020 2019
AFCTAt FUBH ...t e e e et e e e e e e s abr e e e e e e e ns 76,450 323,518
ATTCTATE IASE ... ettt e et e e et e e e et e e e e e e e e e e eaeeeeraanes 7,423 32,174
Aircraft handling, landing and communication .............ccccoiiiii e 40,399 133,585
Aircraft mainteNanCe EXPENSES .........uiiiiiiiiiiiiiie e 47 179 79,178
Total aviation EXPENSES .......oiiiiiiiii it 171,451 568,455
Other operating expenses are specified as follows: 2020 2019
Restated *
Operating cost of real estates and fiXtUres ...........cccceeeeeiiiiiiii e 6,648 17,526
[070] 0010 018 oY (7= 111 o P 17,887 25,205
AGVEIEISING ...ttt e et e et e e et e e e e e e ebr e e e e eareeeean 9,443 24,125
Booking fees and commisSSiON €XPENSES ..........eiiiiiiiiiiiiiiiee e 19,885 73,239
(070153 o] e ToToTe E-3E=To [o NSRS 2,671 14,398
[OF0 13 (o] g (=T =T V(o1 S 17,530 61,026
Travel and other employee EXPENSES .......ccoiiiiiiiiiiieiiiiee ettt 20,664 60,520
TOUFISIM EXPENSES ...ceeieeeiiiiieieiieeeeeeeeeeseeeseseeasasasesasssassssssssssesssssssssssssssssssssssssnsssssssnssnnnnns 8,625 50,727
Allowance for bad debt ............o oo s 14,704 5,492
Other 0perating EXPENSES ........uiiiie et e et e e e e e e e e e e e e e e e e nneeeeeeaeeaannes 22,685 36,498
Total other operating EXPENSES ......ccocuuiiiiiiiii e 140,742 368,756

* See further note 45.

10. Auditor's fee Group auditors Other auditors
Auditor's fees are specified as follows: 2020 2019 2020 2019
AUIE oo 375 480 21 21
Other SErVICES .......oviiiiiiiiie e 100 92 0 4

475 572 21 25

11. Depreciation and amortisation

The depreciation and amortisation charge in profit or loss is specified as follows: 2020 2019
Depreciation of operating assets, see note 13 ... 136,821 143,878
Depreciation of right-of-use assets, S€€ NOte 17 ........cccvvviiiiiiiiiiiiee e 20,556 28,932
Amortisation of intangible assets, see note 18 ... 2,966 4,463
Depreciation and amortisation recognized in profit Or IoSS ..........ccoceviiiiiiiiiee e, 160,343 177,273
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12. Finance income and finance costs

Finance income and finance costs are specified as follows: 2020 2019
Interest income on cash and cash equivalents ...........c.ccccciiiiiiii 854 2,106
Interest income on lease receiVabIes ..o 452 875
Other INTEIrEST INCOME .....eeeeeeee e e e e e e et e e e e e e e e e e reereranas 1,429 127
Net currency eXChange Qain .........ooo i e e e e e e 0 3,936
Finance iNCOME t0tal ..........c.ooiiiiiii e 2,735 7,044
Interest expense on [0ans and DOrFOWINGS ........coiaiiiiiiiiiiie e 9,867 19,686
Interest expenses on lease liabilities ..........cc.eeviiiiiiiiiiiiiii 8,300 12,470
Interest on pre-delivery payments for aircraft (PDPs), see note 38 ..........ccoociiiieeneennn. 3,755 0
Other INTEreSt EXPENSES ....eeiiiiiiiiiiiiiii et e e e e e e e e e e e e e e e snsreeees 1,510 838
Net currency eXChange [0SS ......oooi i e e e 6,147 0
FINanNce COSES T0taAl .......cooiiiiiiii s 29,579 32,994
Changes in fair value of warrants, see Note 32 ..............cccoooeiiiiiniiiiccc e, ( 10,452 ) 0
Changes in fair value of derivatives, see note 36 ..........ccccoceeriiiiiiiiii i ( 32,574 ) 0
Fair value Changes .........ooo it e e e e e eeeenee ( 43,026 ) 0
Gain on sale of @ SUDSIAIAIY ........oooiiiiiiiiiie e 22,454 0
Net fiNANCe COSES .......ooiiiiiiiicii i ( 47,416) ( 25,950)

13. Operating assets

Operating assets are specified as follows: Aircraft Other

and flight property and
Cost equipment Buildings equipment Total
Balance at 1 January 2019 ... 799,140 96,304 88,734 984,178
AddItioNS ...oeeii e 233,218 0 20,228 253,447
Sales and diSPOSaIlS .......ccueeeeiiiiieiiiie e ( 241,141) ( 1,030) ( 2,439) ( 244,610)
Reclassification ........ooueeeeeeeeeeeee e 0 12,420 ( 12,420) 0
Assets classified as held forsale ...........ccccevviieeniinenee. 0 0 ( 211) ( 211)
Effects of movements in exchange rates ...............cccuee.. ( 110) ( 4,183) ( 2,697) ( 6,990 )
Balance at 31 December 2019 ........ccccviviiiieeiiiieeeceee e 791,107 103,511 91,195 985,814
AddItioNS ...oeeii e 37,768 1,813 2,210 41,790
Sales and diSPOSaIlS .......ccueeeeeiiiieiiiee e ( 54,421) ( 8,143) ( 4,855) ( 67,419)
Assets classified as held forsale ..........ccccccovvieiiiininee 0 ( 405) 66 ( 339)
Effects of movements in exchange rates ...........cccceeneeee. ( 210) ( 5,491) ( 275) ( 5,976 )
Balance at 31 December 2020 ............coovvveeeiieeiiiiiiiieeeeens 774,244 91,285 88,341 953,870
Depreciation and impairment losses
Balance at 1 January 2019 ........cccoiiiiiiiieee e 266,155 17,180 27,423 310,758
Depreciation ...........ovceeee e 125,178 5,393 13,307 143,878
Sales and diSPOSalS ........oevvieiiiiiiiiiiiie e ( 90,955) ( 799) ( 4,074) ( 95,828)
Reclassification ..........ccooooeeieeeeee e 0 2,345 ( 2,345) 0
Assets classified as held forsale ..........ccccccvvieiiiiinnnee 0 ( 853) ( 145) ( 998 )
Effects of movements in exchange rates ...........cccceeneeee. ( 344) ( 1,153 ) ( 900) ( 2,397 )
Balance at 31 December 2019 ........cccceeieiiiiiiiiiiee e 300,034 22,113 33,266 355,413
Depreciation ...........ovceeee e 122,370 3,656 10,796 136,821
Sales and diSPOSalS ........c.eeeeiiiiiiiiiiieie e ( 27,115) ( 1,396 ) ( 5678) ( 34,189)
Assets classified as held forsale ..........cccccevviiieeniiinenee. 0 ( 1,616 ) 133 ( 1,484 )
Effects of movements in exchange rates ...........ccccceevnee. ( 24) ( 1,005) ( 102) ( 1,131)
Balance at 31 December 2020 ...........cooovvveeeeeeeeieiiiieeeenns 395,265 21,752 38,414 455,431
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13. Operating assets, contd.: Aircraft Other
and flight property and
Cost equipment Buildings equipment Total
Carrying amounts
At 1 January 2019 ... 532,985 79,124 61,311 673,420
At 31 December 2019 ......c.ooviiiiiiiiie e 491,073 81,398 57,929 630,400
At 31 December 2020 .......coooiieiiiiiiiieee e 378,979 69,533 49,926 498,438
Depreciation ratios ... 4-20% 2-6% 5-33%

Acquisition of operating assets in 2020 amounted to USD 41.8 million. (2019: USD 253.4 million). Overhaul of own
engines and aircraft spare parts in the amount of USD 37.8 million (2019: USD 233.2 million). See further in note
38.

On 8 October 2020 the Company announced an agreement regarding the sale of three of its Boeing 757-200
aircraft. One of the aircraft was delivered in December with the two remaining aircraft expected to be delivered in
Q1 2021.

14. Mortgages and commitments
The Group's operating assets, aircraft and spare parts are mortgaged to secure debt. The remaining balance of
the debt amounted to USD 263.6 million at year end 2020 (2019: USD 308.9 million). The Group owns 36 aircraft
including 23 Boeing 757, 5 Boeing 767 and 2 Boeing 737 MAX. At year end, 8 aircraft were unencumbered.

15. Insurance value of aircraft and flight equipment
The insurance value and carrying amount of the Group's aircraft and related equipment at year-end is specified as

follows:
Insurance value Carrying amounts
2020 2019 2020 2019
Boeing - 30/ 35 aircraft .........ccceiiieiiii 676,000 771,000 312,504 408,475
Other-6 /6 aircraft ..........ccooeeeriieiii e 50,300 60,300 35,500 41,207
Flight equipment .........cccooviiii e 82,708 67,571 30,975 41,392
Total aircraft and flight equipment ...............ccoociniiiis 809,008 898,871 378,979 491,074
16. Insurance value of buildings and other operating assets
The principal buildings owned by the Group are the following:
Maintenance Staff Office Other
2020 hangars apartments buildings buildings Total
Official assessment value ...........ccccccvvvnnnee. 36,464 7,005 14,103 11,990 69,562
Insurance value ...........cc.cceeevieecieeeeeieeen, 70,481 14,268 37,459 37,731 159,939
Carrying amounts ............ccceeeveeeiieeceeennn, 27,328 4,843 15,936 21,426 69,533
Square meters ..........ccceeee 31,814 6,921 13,262 17,916 69,913
2019
Official assessment value ...........cccccccuuvnnneee 36,631 7,926 26,588 12,304 83,449
Insurance value ..........c.cccoeeeeeieiiiii. 70,771 14,720 58,049 38,171 181,711
Carrying amounts ..........ccccceeeiiiiiiiienee e 29,612 5,339 24,097 22,350 81,398
Square meters .......ooccvveieeeeiiiicieeee e 31,814 6,921 19,736 17,916 76,387

Official valuation of the Group's leased land for buildings at 31 December 2020 amounted to USD 14.2 million
(2019: USD 16.6 million) and is not included in the Consolidated Statement of Financial Position.

Insurance value of the Group's other operating assets and equipment amounted to USD 66.3 million at year end
2020 (2019: USD 65.6 million). The carrying amount at the same time was USD 49.9 million (2019: USD 57.9
million).
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17. Right of use assets Land &

Real Estate Aircraft Other Total
Balance at 1 January 2019 ... 196,639 53,783 958 251,380
AdJUSTMENTS ™ ..o ( 24,378) ( 12,082) ( 80) ( 36,540)
Adjustments for indexed l€ases .........c.ccccceeeevieeeicineenneen. 3,704  ( 2,116) 22 1,610
New or renewed 1€aSES ........cceveriieeeiiiiieeeiie e ( 445) 100,053 429 100,037
Depreciation ...........ovceeee e ( 12,693) ( 15595) ( 644) ( 28,932)
Reclassified to assets held for sale .........cccoccccevviieinnneenn. ( 145,862) 0 ( 47) ( 145,909)
Currency translation adjustment ..............ccooiiiis ( 7,614) 0 3 | 7,611)
Balance at 31 December 2019 ........cccoevieiiiiiiiiiiee e 9,351 124,043 641 134,035
AdJUSTMENLS * ... ( 747 ) 218 ( 176 ) ( 706 )
Adjustments for indexed 1€aSes .........ccccceveiriieeiiiieciieenn, 527 ( 41) 13 500
New or renewed [€aSes .........ccuveieeiiiiiiiiiiiee e 3,594 0 344 3,938
Depreciation ...........ooeeieiiiieee e ( 4,496 ) ( 15,616) ( 444) (20,556 )
Reclassified to assets held for sale ...........ccooovvveiiiinerennnnn. 2,097 0 4 2,101
Currency translation adjustment ............cccccoviiiiien. 459 0 18 477
Balance at 31 December 2020 ..........ccccooeiiiiiiiiiiiiee e 10,785 108,604 401 119,790

* Adjustments include reclassification from right-of-use-assets to receivable and lease liability to payables and
recalculation of lease agreements. In the case of aircraft it is also included reclassification of engine provision.

18. Intangible assets and goodwill
Intangible assets and goodwill are specified as follows:

Trademarks Other

Cost Goodwill and slots intangibles Total
Balance at 1 January 2019 ... 151,833 36,013 6,988 194,834
Reclassification ...........cooooviiiieiiieiiiiee e, 1,448 ( 1,448) 0 0
AddItIONS ... 0 0 5,654 5,654
Sales and diSPOSalS ........c.eeeeiiiiiiiiiiieie e 0 0 ( 242) ( 242)
Assets classified as held forsale ..........cccccevviieeniinenee. ( 1,988 ) 0 4,749) ( 6,737 )
Effects of movements in exchange rates ............cc............. ( 758 ) 0 ( 205) ( 963 )
Balance at 31 December 2019 ........cccocceiiiiiiiiiiiieeecee, 150,535 34,565 7,446 192,546
AdItIONS .. 0 0 730 730
Sales and diSpOSalS ........oeiiiiiiiiiiiee e ( 94,878) 0 ( 336) ( 95,214)
Assets classified from held forsale ............ccceeeeerieennnnen. 1,988 0 4,253 6,241
Effects of movements in exchange rates ........................... 257 0 365 622
Balance at 31 December 2020 .........cccccceeeieiiiiiiiieeeeeee, 57,902 34,565 12,458 104,925
Amortisation and impairment losses

Balance at 1 January 2019 .......ccooiiiiiiiieiiee e 11,431 2,605 3,230 17,266
AMOrtisation ... 959 0 3,504 4,463
Sales and diSPOSalS ........c.eeeiiiiiiiiiiiie 0 0 ( 44) ( 44)
Assets classified as held forsale ..........cccccevviieeniinenee. ( 433) 0 3,857) ( 4,290)
Effects of movements in exchange rates ...........c.c............. 0 0 ( 80) ( 80)
Balance at 31 December 2019 .......ccccovivicieei i 11,957 2,605 2,753 17,315
AMOrtISAtION .....eeiiiiiee e 0 0 2,966 2,966
Impairment, seenote 19 ... 116,158 0 0 116,158
Sales and diSPOSalS ........c.eeeiiiiiiiiiiiie e ( 94,878) 0 ( 102) ( 94,980)
Assets classified from held forsale ...........ccoooovveeiiiiennnnnns. 71 0 2,807 2,878
Effects of movements in exchange rates ...........ccccceevnee. 0 0 327 327
Balance at 31 December 2020 ...........cooovvveeeeeeeeeieiiiiieeeenns 33,308 2,605 8,750 44,663
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18. Intangible assets and goodwill, contd.:

Trademarks Other
Carrying amounts Goodwill and slots intangibles Total
At 1.January 2019 ...cooviiicee e 140,402 33,408 3,758 177,568
At 31 December 2019 ......oeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeeee s 138,578 31,960 4,693 175,231
At 31 December 2020 ..........c.ccooeiieiiniiii 24,594 31,960 3,707 60,261

19. Impairment test
Goodwill and other intangible assets that have indefinite life are tested for impairment annually and additionally at
each reporting date if there is an indication of impairment.

These assets were recognized at fair value on acquisition dates. Goodwill and other intangible assets with
indefinite life are specified as follows:

2020 2019
€0 T Yo L1 SR 24,594 138,578
Trademarks and airport SIOLS ........coiiiiiiiiiiiie e 31,960 31,960
11 = 1S 56,554 170,538

For the purpose of impairment testing, goodwill is allocated to the units which represent the level within the Group
at which the goodwill is monitored for internal management purposes. The aggregate carrying amounts of goodwill
allocated to each cash generating unit (CGU) are as follows:

Goodwill Trademarks and slots
2020 2019 2020 2019
Restated Restated
Passenger and cargo operations ..........cccocceeeeiuieeeiniieenns 0 82,850 22,445 22,445
Other group entities .........coooiiiiiiiiii e 24,594 55,728 9,515 9,515
Total goodwill ........cocceiiiiiii 24,594 138,578 31,960 31,960

The Group's operations have been significantly affected by the COVID-19 outbreak and the associated wide-
ranging travel bans and decrease in travel demand. The Group is facing tremendous uncertainty regarding when

travel restrictions will be lifted and demand will increase again. To respond to the situation, the management has
taken extensive measures to get the Group through an extended period of minimum operations, including a

considerable reduction in the number of employees and changes to its organizational structure. At the same time,
necessary core operations are being secured to maintain the flexibility needed for a quick scale-up when markets
recover.

Therefore, the management has revised its long term business plan and increased the flexibility to cope with the
unprecendented circumstances in the world. The business plan assumes that minimum operations are maintained
for as long as necessary and that capacity is rationally increased when demand starts to justify ramp-up at some
level in the summer of 2021. The business plan assumes that it can take some years for production to resume its
pre-COVID levels and it is expected that those levels will be reached in the years 2024-2025.

The recoverable amounts of CGU was based on their value in use and were determined by discounting the future
cash flows generated from the continuing use of the CGU. Cash flows were projected based on actual operating
results and a revised 5 year business plan. Cash flows were extrapolated for determining the residual value using
a constant nominal growth rate which was consistent with the long-term average growth rate for the industry.
Management believes that this forecast period was justified due to the long-term nature of the business.

An impairment test was conducted on 31 March 2020 that led to impairment being recognized in Q1 2020 as

further outlined below. An impairment test was also conducted at year-end which led to no further impairment.
Only intangible assets have been impaired and there is no indication of further impairment of other assets.
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19. Impairment test, contd.:

The values assigned to the key assumptions represent management's assessment of future trends in the airline,
transportation and the tourism industries and are based on both external and internal sources (historical data).
Value in use was based on the following key assumptions:

Passenger and QOther Group

2020 cargo operations entities *
Long term growth rate ........cocceeiiiiiee s 1.5% 1.5%
Revenue growth:

Weighted average 2020/2019 .....coociiiiiiiiee et -70.1% -57.0%

20202025 ..ottt b et ete et e e nte e bt e e nteeebeeenneeenee s 27.1% 22.1%
Budgeted EBIT growth .......coooiiiiiiee e 190.2% 203.4%
WAGKC .ot bt et ettt ettt b et 9.2% 15.3%
DEDE IBVEIAGE ..o e 63.4% 56.0%
Interest rate for debt ... 4.5% 3.7%
2019
Long term growth rate .........oceeiiiioiie e 3.5% 3.1%
Revenue growth:

Weighted average 2019/2018 .......ooouiiiiiiiiie et 10.7% -19.7%

2019 22024 ... et 4.5% 6.4%
Budgeted EBIT growth ........cc.ooiiieiie ettt 202.4% 5.2%
WAGKC .ttt et et ettt ettt ettt 10.4% 11.4%
(DY o [T - o1 S 43.9% 34.1%
Interest rate for debt ... 4.2% 3.8%

* Weighted avarage of underlying CGU.

The recoverable amounts of the CGU at 31 March 2020 were estimated to be lower than carrying amounts.
Therefore, impairment amounting to USD 116.2 million in total has been recognized. The estimated recoverable
amount of the Icelandair segment was lower than its carrying amount by USD 77.6 million. A change in WACC by
0,04% or long term EBIT by 0,08% would lead to an impairment equal to the full carrying amount. Due to the
sensitivity of the impairment test, the full amount of goodwill in the Icelandair segment was recognized as impaired
at 31 March 2020 (USD 82.9 million).

An impairment of USD 33.3 million was recognized for one other Group entity as a result of the impairment test at
31 March 2020.
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20. Investment in associates
The Group has interests in number of associates. The carrying amount and share of profit of the associates is as

follows:
2020 2019
Share of Share of
Ownership Carrying profit/loss in Carrying profit/loss in
amount associates amount associates
Cabo Verde Airlines .......cccceeeciveiiieeeiiienn. 36% 0 0 0 ( 7,600)
EBK ehf. . 25% 1,230 124 1,154 210
ITF 1 slhf. e 29% 6,291 ( 2,093 ) 9,009 196
Icelandair Hotels ..........cccooveeiiiiiiiiiiieeccs 25% 13 ( 12,657) 0 0
Lindarvatn ehf. ... 50% 1,893 ( 12,792) 15,435 ( 69)
Other investments ..o 176 ( 5) 186 ( 91)
Total investments in associates .........cccooeveeiiiiiiiiiiiiiiieinnnnns 9,603 ( 27,423) 25,784 ( 7,354)
Non-controlling interest in Cabo Verde AIFliNES ..........oooiiiiiiiiiiiii e 2,286
Loss of associates attributable to owners of the Company ..., ( 5,068 )

The book value of the Group's share in Cabo Verde Airlines (TACV) has been fully expensed. Reserves have
been made against all receivables on TACV and therefore, the Group has no further exposure on TACV. Negative
developments in TACV operations might impact future operations of Loftleidir Icelandic due to leased aircraft.

EBK ehf. operates jet fuel tank storage facilities, serving fuel to suppliers and airlines at Keflavik airport.

ITF 1 slhf. is a fund managed by Landsbref. The Fund's purpose is to invest in Icelandic companies focusing on
entertainment and experience for foreign tourists. Main focus is on whole year projects which contribute to better
utilization of the infrastructure in the Icelandic Tourism industry.

Icelandair Hotels is classified as an investment in associates as of 3 April 2020 when 75% of shares in the entity
were sold. The total sales price for the Company's shares was USD 45.3 million. Due to the uncertainty in relation
to COVID-19 and the effects thereof, the capitalized goodwill resulting from the sale on the remaining 25% share,
USD 7.1 million, was fully impaired in Q2 2020 through share of loss of associates. The profit from the sale of the
75% of shares amounted to USD 15.4 million after the aforementioned impairment. See note 7.

Lindarvatn ehf. is the owner of a property at Thorvaldsensstraeti and other properties located near Austurvollur
which are being rebuilt as a hotel. In Q4 2020, the premium of Lindarvatn, USD 12.8 million, was impaired due to
the uncertainty in relation to COVID-19 and the effects thereof.

21. Deferred cost
Deferred cost consists of engine overhauls and heavy maintenance of leased aircraft which will be expensed over
the lease period. Deferred cost is specified as follows:

2020 2019
[T (=Y =Y oY 1] RN 4,656 5,775
Current portion, classified as prepayments among receivables ................ccocconeeen. ( 1,119) ( 1,034)
0] €= 1o (] (= g (=To [ oTo 1] TR 3,537 4,741
Deferred cost will be expensed as follows:
EXPENSEA IN 2020 ....veiiiiieeeiiiiiee ettt e e et e e e e e e st e e e e e e st aaeaaeeeaanne - 1,034
EXPENSEd iN 20271 ... ——————————— 1,119 1,006
EXPENSEA IN 2022 ....oeeiiiiieeeieee ettt e e e e e e e e e e et rareaaeeeaane 1,119 1,006
EXPENnsed in 2023 ... ———————— 1,119 1,006
EXPENSEA IN 2024 ...ttt e e et e e e e e e e e e e e e aaeaaeeeaane 1,119 1,006
EXPENSEd IN 2025 ... e e e e e e e e e e e e aane 180 717
Total deferred cost, including current portion ............cccooeeiiiiiiii e 4,656 5,775
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22. Non-current receivables and deposits
Non-current receivables consist of notes, deposits for aircraft and engine lease agreements and various other
travel related security fees.

Non-current receivables and deposits are specified as follows: 2020 2019
Loans, effective interest rat€ 6% / 6% .......cceceeiiiiiiiiiii e 47 9,408
Lease receivable, interest rate 5% / 5% ..ueeee oo 12,703 21,279
SECUNLY AEPOSIES .o 12,027 9,012
Prepayments on aircraft purchases (see disclosure 38) ........ccccccveviiiieiiiieeeecee e 17,642 28,392
42,419 68,091
CUITENE MALUNEIES ...veeieiiii ittt e et e e et ear e e e eaeeaeas ( 20,733) ( 23,124)
Non-current receivables and deposits total .............ccoueirririinciineeece e 21,686 44,967

Contractual repayments mature as follows:

MatUrtieS N 2020 ....oveeiieeeeeeeee et e e e e aaeeanaaa - 23,124
MatUFItIES IN 2027 ..ot e e e et e e e e e e st e e e e e e s snrareeaeeeaanne 20,733 26,706
MatUNLIES 1N 2022 ...t ettt e e e e e e e e e e e e e e e e e eeanaaas 5,778 3,089
Maturities IN 2023 ... e 3,360 4,021
MatUNtiES IN 2024 ...ttt e e e e e e e et e e e e e anaaas 3,347 3,665
Maturities N 2025 ........oooii e s 165 833
RST8] oY= o U =T o | ST 9,036 6,653
Total non-current receivables and deposits, including current maturities ..................... 42,419 68,091

Non-current receivables and deposits denominated in currencies other than the functional currency comprise USD
2.7 million (2019: USD 3.7 million).

23. Income taxes

2020 2019
Deferred tax expense
Origination and reversal of temporary differences ..o, ( 61,658) ( 14,822)
Total tax expense recognized in profit Or 0SS .........covviiiiiiiiiiiiie e ( 61,658 ) ( 14,822)
Effective portion of changes in fair value of cash flow hedge ...........cccoociiiiiiiiines ( 3,902 ) 6,634
Exchange rate differenCe ... ( 1,318 ) ( 560 )
Total tax recognized in other comprehensive iNCOME ...........coocceiiiiiiiiiiiiee e ( 5,220 ) 6,074
2020 2019
LOSS before tax ......ooovueiiiiiiieiiee e ( 437,834) ( 72,601)
Income tax according to current tax rate .............cccco.cue... 20.0% ( 87,567) 20.0% ( 14,520)
Non-deductible eXpenses ..........cccccevveerieeiiieniiee e ( 0.0%) 90 ( 0.2%) 173
WAITANTS .. ( 0.5%) 2,090 0.0% 0
IMPAIMMENT ...t ( 5.3%) 23,232 0.0% 0
Gain on sale of subsidiary .........ccccoeviiiieiiii 1.0% ( 4,491) 0.0% 0
Share of loss of associates ..........cccoviveeiiiiiieciiiceee, ( 1.3%) 5,485 ( 2.0%) 1,471
Otheritems ......c.oo i 0.1% ( 497 ) 27% ( 1,946)
EffeCtive taX Fate «....eoee oo 141% ( 61,658) 204% ( 14,822)

Consolidated Financial Statements of Icelandair Group hf. 2020 31 Amounts are in USD thousand



Notes, contd.:

ICELANDAIRA
GROUP

23. Income taxes, contd.:

Deferred tax liabilities are specified as follows:

2020 2019
Deferred tax liabilities 1 JANUAIY ........cooociiiiiiee e 25,679 32,868
Deferred tax recognized in profit Or [0SS ..........ccueiiiiiiiiie e ( 61,658) ( 14,822)
Income tax recognized in other comprehensive iNCOME ...........ccooivieeiriiieeniiiee e ( 5,220 ) 6,074
Exchange rate differenCe ... 2,022 ( 52)
Deferred tax liabilities transferred to assets held forsale ...........ccoooviviiiiiiiiiiiiiiieeeee, 341 1,611
Deferred tax (assets)liabilities 31 December ... ( 38,836 ) 25,679
Assets Liabilities Net
2020 2019 2020 2019 2020 2019
Operating assets .................... 0 0 ( 45954) ( 60,563) ( 45954) (  60,563)
Intangible assets ..................... 0 0 ( 259) ( 307) ( 259) ( 307)
Derivatives .......c...cccceveeeevneennn. 3,889 0 0 ( 13) 3,889 ( 13)
Trade receivables ................... 1,901 409 0 0 1,901 409
Operating lease .........cccccee.... 1,765 1,572 0 0 1,765 1,572
7,555 1,981 ( 46,213) ( 60,883) ( 38,658) ( 58,902)
Tax loss carry-forwards ........... 74,193 35,394 0 0 74,193 35,394
Other items ...cvveeveeeeveeeeeeeen, 3,301 0 0 ( 2,171) 3,301 ( 2,171)
Deferred income tax ................ 85,049 37,375 ( 46,213) ( 63,054) 38,836 ( 25,679)
Recognized
in other com-
Recognized Exchange prehensive Transferred
in profit rate income to asset
2020 1 January or loss difference and equity  held for sale 31 December
Operating assets ................... ( 60,563) 14,680 226 0 ( 297) ( 45954)
Intangible assets ..................... ( 307 ) 50 ( 2) 0 0 ( 259 )
Derivatives ............cccceeveueerenene. ( 13) 0 0 3,902 0 3,889
Trade receivables ................... 409 1,489 ( 43) 0 46 1,901
Tax loss carry-forwards ........... 35,394 43,765 (  4,966) 0 0 74,193
Operating lease ..........c..c........ 1,572 197 ( 4) 0 0 1,765
Other items ........cocoeveeeeeeenn. ( 2171) 1,477 2,767 1,318 ( 90) 3,301
( 25,679) 61,658 ( 2,022) 5220 ( 341) 38,836
2019
Operating assets ...........ccc...... ( 62,050) 1,095 204 0 188 ( 60,563)
Intangible assets ..................... ( 277) 36) 6 0 0 ( 307)
Derivatives .......cccccoveveveiiieenn. 6,665 0 ( 44) ( 6,634 ) 0 13)
Trade receivables .................. ( 44) 503 2 0 ( 52) 409
Tax loss carry-forwards ........... 23,563 12,762 ( 82) 0 ( 849) 35,394
Operating lease ...........ccocueee.n. 0 2,395 15 0 ( 838) 1,572
Other items ........cocoeveeeeeeenn. ( 725) 1,897 ) ( 49) 560  ( 60) ( 2171)
( 32,868) 14,822 52 ( 6,074) ( 1,611) ( 25,679)
24. Inventories
Inventories are specified as follows: 2020 2019
SPArE PAMS ..o s 19,636 18,535
OthEIr INVENTOTIES ....oeeeeeieieeieeeeeeeeeeeeeeee ettt aaesasesessssaesssssssssssssnsssesssnrennnnes 3,747 4,154
LAY =Y a1 (o =T 30 (o] = | OSSPSR 23,383 22,689
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25. Marketable securities
Marketable securities consist of unit shares in local mutual funds that are valued at their year-end market price.
No restrictions apply to the securities redemption.
Realized and unrealized gains and losses are included in the Consolidated Income Statement and other
Comprehensive Income as finance income and expenses.

26. Trade and other receivables 2020 2019

Trade and other receivables are specified as follows:

Trade rECEIVADIES ........oeeiiiiiiiieee et e e e e e e e e e e e e e e e reeeeaaeas 33,258 69,281
Prepayments ...t a e e 6,894 16,881
[RT (g To1 (Yo [ or=T- o [N 10,300 5,232
LEASE rECEIVADIES ......eeeeeeeeeee e e 5,400 6,598
Other FECEIVADIES ....ooeii it e e e e e e e et e e e e e e e eanes 43,482 26,887
Trade and other receivables tOtal ..........c.ccveieeiee i 99,334 124,879

At year end trade receivables are presented net of an allowance for doubtful accounts of USD 14.3 million (2019:
USD 7.8 million).

Prepayment and prepaid expenses which relate to subsequent periods amounted to USD 6.9 million (2019: USD
16.9 million) at year end. The prepayments consist mainly of prepaid contractual obligations, insurance premiums,
software licenses and leases.

Restricted cash is held in bank accounts pledged against credit cards acquirers, derivatives, airport operators and
tourism guarantees.

The Group's exposure to credit and currency risks and impairment losses related to trade and other receivables is
disclosed in note 36.

27. Cash and cash equivalents 2020 2019
Cash and cash equivalents are specified as follows:
Fixed bank depOoSits ...........eeiiiiiiiiiii e 39,216 0
2T 0] Qo [T o To 1] | < PRSP UURRRRIN 78,179 234,818
(0211 o] a1 F= 13 Uo SRR SPP 262 255
Cash and cash equivalents total ..............cccooiuiiiiiiiieecee e 117,657 235,073
28. Equity

Share capital

The Company's share capital amounts to ISK 28,437,661 thousand according to its Articles of Association. Each
share carries one vote at shareholders' meetings. The shares are freely transferrable unless otherwise stipulated
by law. All shareholders hold equal rights to dividend payments as declared from time to time. In accordance with
a resolution passed at a shareholders' meeting on 22 May 2020, the Company's share capital was increased by
23 billion new shares following a public share offering in September. In addition, investors who were allocated new
shares in the offering were issued warrants to subscribe to further new shares in the Company that may be
exercised at certain dates over the next two years. The warrants amount to 25% of the nominal value of the new
shares issued as a result of the offering. If all warrants are exercised they will raise an additional ISK 5,750 million
in equity for the Company. New shares issued as a result of the warrants being exercised will be issued within the
same share class as all existing Icelandair Group shares. See note 32.

The Company held no treasury shares at year end 2020.

Share premium

Share premium represents excess of payment above the nominal value (ISK 1 per share) that shareholders have
paid for shares sold by the Company. According to the Icelandic Companies Act, 25% of the nominal value of
share capital must be held in reserve. The balance of the share premium account can be used to offset losses not
covered by other reserves or to offset stock splits.
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28. Equity, contd.:
Reserves
The hedging reserve comprises the effective portion of the cumulative net change in the fair value of cash flow
hedging instruments related to hedged transactions that have not yet occurred.

The translation reserve comprises all currency differences arising from the translation of the financial statements
of subsidiaries having functional currencies other than the Group as well as from the translation of liabilities that
hedge net investment.

According to the Icelandic Financial Statements Act, companies must retain, in a separate equity account,
recognized share in profit of subsidiaries and associates in excess of dividend received or declared.

Reserves are specified as follows: Reserve for
Hedging Translation profit share Total
reserve reserve of affiliates reserves
Balance 1 January 2019 ........ccovoiiiiiene e ( 34,198) 35,562 24,898 26,262
Effects of profit or loss of subsidiaries and associates
less of dividend received ..........ccocoevevieeeniiee e ( 3,767 ) ( 3,767)
Currency translation differences ..........ccccccvvieiininiinen. ( 1,268 ) ( 1,268 )
Net loss on hedge of investment, net of tax .........c.cc.......... ( 2,241) ( 2,241)
Effective portion of changes in fair value
of cash flow hedges, net of tax .........ccccoeiiiiiiii e 26,463 26,463
Balance at 31 December 2019 ..........ccccoiiiiiiiciiiice ( 9,976) 34,294 21,131 45,449
Effects of profit or loss of subsidiaries and associates ...... ( 4,438) ( 4,438)
Currency translation differences ..........ccccccivieeiiiniinen. ( 10,615) ( 10,615)
Net loss on hedge of investment, net of tax .........c.cc.......... ( 16,749) ( 16,749)
Effective portion of changes in fair value
of cash flow hedges, net of tax .........cccceveriiiiiiceenie. ( 5,274 ) ( 5,274 )
Balance at 31 December 2020 ............ccccoeeriieniieiiieniees ( 31,999) 23,679 16,693 8,373
Dividend

No dividend was paid to shareholders in 2019 and 2020.
The Board of Directors proposes no dividend payment to shareholders in 2021 for the year 2020.

29. Earnings per share
Basic earnings per share is calculated by dividing net loss attributable to equity holders of the Parent by the
weighted average number of outstanding shares during the year. The calculation of diluted earnings per share is
the same as basic earnings per share as the effect of warrants would not dilute the earnings per share only
increase loss per share.

2020 2019
Basic earnings per share:
Loss for the year attributable to equity holders of the parent company .............cc.oo.e... ( 366,567 ) ( 55,669)
Weighted average number of shares for the year ...........cccccoooieiiiiic e 12,054,099 5,243,635
Basic earnings per share in US cent per share ...........ccccoviiiiiiiici e ( 3.04) ( 1.06)
Diluted earnings per share in US cent pershare .................ccocooeviiiiiiiicicceccs ( 3.04) ( 1.06)

Consolidated Financial Statements of Icelandair Group hf. 2020 34 Amounts are in USD thousand



ICELANDAIRA
GROUP

Notes, contd.:

30. Loans and borrowings
This note provides information on contractual terms of the Group's interest-bearing loans and borrowings, which
are measured at amortised cost, and changes during the year. For more information on the Group's exposure to
interest rate, foreign currency and liquidity risk, see note 36.

Current Non-current

interest interest

bearing debt  bearing debt Total
Total interest bearing debt 1 January 2019 ... 42,882 372,919 415,801
Proceeds from loans and borrowings ..........ccccueeeieeiiiiiiiiiieee e 0 145,200 145,200
Proceeds from loans and borrowings on assets held for sale ................. 0 56,700 56,700
Transaction cost of long-term loans and borrowings ............cccccccceeeeeenn. 0 1,111) ( 1,111)
Repayment of bOIOWINGS .........ccoiiiiiiiiii e, 0 ( 236,152) ( 236,152)
Cash flows related to financing activities ..........cccoccoceviieeiicii e 0 35,363) ( 35,363)
Loans on assets held for sale at beginning of period ............cccccceeinneeen. 35,651 0 35,651
Proceeds from loans and borrowings on assets held for sale ................. 8,444 0 8,444
Prepayment of borrowing on assets held for sale ............cccccovieennnnenn. ( 32,546) 0 ( 32,546)
Loans on assets held for sale ..., ( 9,398) ( 56,700) ( 66,098)
Proceeds from loans and boOrrowings ..........cccccveveeeeeiiiciiiieeee e 12,364 0 12,364
Prepayment of bOrrowings ..., ( 12,852) ( 12,852)
Financing activities without cash flows ...........cccccciniiiii 1,663 ( 56,700) ( 55,037)
Currency exchange difference ..........ccccooeveeiiiiee e ( 2,287) ( 2,880) ( 5,167 )
Expensed borrowing cost recognized in finance cost ...............ccceceeeee. 0 1,052 1,052
Other liability related changes .........cccovoiieiiiii e ( 2,287) ( 1,828 ) ( 4,115)
Total interest bearing debt 1 January 2020 .............cccoiiiiiiiiiiiicee 42,258 279,028 321,286
Repayment of DOrOWINGS .........eeiiiiiiieiiee e e ( 42,257) ( 21,874) ( 64,131)
Cash flows related to financing activities ..........cccccccevieiiie i, ( 42,257) ( 21,874) ( 64,131)
Accrued intrest added to the [0aNSs ...........cooviveiiiiiii e 0 2,058 2,058
Financing activities without cash flows ............ccccccciiiiini e, 0 2,058 2,058
Currency exchange difference ... ( 1) 3,942 3,941
Expensed borrowing cost recognized in effective interests ..................... 0 434 434
Other liability related changes ... ( 1) 4,376 4,375
Total interest bearing debt 31 December 2020 ...........cc.coevvieriiiiceennnen. 0 263,588 263,588
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30. Loans and borrowings, contd.:

2020 2019
SecUred banK [08NS ........uuuiuiiiiiiiii i ——————————————————————— 263,588 279,028
Total 10ans and DOIMTOWINGS ........eeiiiiiiie e e e s e e e e e e e enes 263,588 279,028
CUITENt MAtUIIES .o ( 24,013) ( 37,700)
Total non-current loans and bOIrTOWINGS .......oooiuiiiiiiii e 239,575 241,328
Current maturities of non-current li@abilities ...........cccoooiiiiiiiii e 24,013 37,700
Bank overdrafts and bank 08NS ............ooooiiiiiiiiiiiee e 0 42,258
Total current [0ans and DOMTOWINGS .........oeiiiiiiiiiiie e e eeee e seeee s 24,013 79,958
Total [0aNs aNd DOITOWINGS .....coviiiiiiiiiiiiie et e et e e e et e e e e e s e snnbaeeeeeeeesnnnes 263,588 321,286
Nominal
interest
rates year Year of Total remaining balance
Currency end 2020 maturity 2020 2019
Secured bank 10ans ..........ccccvvieeiiiiiienen. usD 3.5%  2023-2028 164,404 181,505
Secured bank loans .........cccooeevvvvviieeeeeennenn, EUR 0.9% 2028 67,559 65,184
Secured bank loans .........cccoooovvvviiieiieennenn, ISK 2.8% 2026 31,625 32,339
Secured bank loans - short term ................. uUsD 0 29,892
Unsecured bank loans - short term ............. ISK 0 12,366
Total interest bearing liabilities ............ooiiiii i 263,588 321,286

As at 31 December 2020, the Group had undrawn credit lines with local commercial banks USD 52 million.

Additionally, subject to a successful share offering on 18 September 2020, the Company was granted a
government guaranteed credit facility in the amount of USD 120 million. The facility is arranged through two local
commercial banks and is 90% guaranteed by the government. The facility was undrawn at year-end.

Repayments of loans and borrowings are specified as follows:

RepaymMeNts iN 2020 ........cueiiiiiiieeiiiie e e - 79,958
Repayments in 20271 ... .. e e eas 24,013 38,116
Repayments iN 2022 .........ooiiiiiiiiiiiee e a e e e eaeas 33,450 42,032
Repayments in 2023 ... ... e e ee s 44,080 37,896
Repayments iN 2024 ...........oooiiiiiiiee e a e e eaeas 46,908 54177
Repayments in 2025 ... ... s 28,120 7,772
SUDbSEqUENT FEPAYMENTES ..ot 87,017 61,335
Total 10ans and DOITOWINGS .....coiiiiiiiiiiiiiee et e e e e e et e e e e e e s e eeaaeeeannes 263,588 321,286

As part of its financial restructuring the Group signed deferral agreements with all major lenders. The deferral
agreements included renegotiated financial covenants of long-term loan agreements which cured any breaches
thereof. The Group was not in breach of any financial covenants at year-end.

According to the restructured terms, that took affect at the end of Q3 2020, the equity ratio will be the Group's
primary financial covenant in coming quarters, the minimum of which is aligned with the Group's conservative
ramp-up plan with a certain flexibility built-in. The covenant is therefore set somewhat below management
estimates. The equity ratio shall be a minimum of 8-10% in terms of loan agreements with lenders and a minimum
of 2% in terms of the government guaranteed credit facility. The amended equity ratio covenant will be in place
until Q1-Q3 2022, depending on lenders, at which time the pre-COVID-19 financial covenants will resume to take
effect.
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31. Lease liabilities

This note provides information of the Group's lease liabilities, which are measured at amortized cost, and changes
during the year. For more information on the Group's exposure to interest rate, foreign currency and liquidity risk,

see note 36.

2020 2019
Balance at 1 JANUAIY .......oooiiii ettt e e e 158,453 289,723
AQJUSTMENTS™ L.t 3,450 ( 55,717)
Adjustments for iNdeXed 1€aSES ........coii i ( 85) 1,610
NEW OF FENEWE [EASES ......ccoeeeeeieieeeeeeeeeeeeeeeeeee ettt eaeanes 7,060 110,750
Repayment of lease liabilities .............oeeiiiii i ( 22,606) ( 30,783)
Reclassified to liabilities held for sale ... 2,483 ( 149,554)
Currency translation adjustment ... ( 2,159) ( 7,576)
Balance at 31 DECEMDET .........coiiiiiiiii e 146,597 158,453
(O =T oL P (T4 (=R ( 26,890) ( 22,980)
Total non-current lease liabilitues ..., 119,707 135,473

* Adjustments include reclassification from right-of-use-assets to receivables and lease liability to payables and
recalculation of lease agreements. In the case of aircraft it also includes reclassification of engine provision.

Land &
Rate Real Estate Aircraft Other Total
Lease liabilities in USD ...........ccccuvveeeee.n. 4.56% 167 131,080 47 131,293
Lease liabilities in ISK, indexed .............. 4.10% 12,868 0 350 13,217
Lease liabilities in GBP ...........ccccuveeee... 2.21% 1,231 0 5 1,237
Lease liabilities in other currency 3.33% 835 0 14 849
Total lease liability ......cccccevcveeeeiiiieie. 15,101 131,080 417 146,597
RepaymMents iN 2020 ........cueeiiiiiieeiiie e - 22,980
Repayments iN 20271 .. ... e e e e eas 26,890 21,189
Repayments iN 2022 ..........oiiiiiiiiiiiee e a e a e e e eaeas 22,223 19,893
Repayments in 2023 ... e e e eas 21,649 19,678
Repayments iN 2024 ...........oooiiiiiiieieee e a e e aaeae s 18,542 18,048
Repayments in 2025 ... ... e eas 17,426 17,077
SUDbSEqUENT FEPAYMENTES ..ottt 39,866 39,588
Total 1ease lIabilities .........coeiiiiie e 146,596 158,453

Where practicable, the Group seeks to include extension options in new leases to provide operational flexibility.
The extension options held are exercisable by the Group only and not by the lessors. The Group assesses
whether such an option is reasonably certain to be exercised at the lease commencement date. A reassessment
is made in case of a significant event or significant changes in circumstances within the Group’s control.

The Group has entered into sale and leaseback agreements for three aircraft that will be delivered in Q2 2021.
The lease liability will amount to USD 118.2 million. See further note 38.
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32. Warrant liabilities

On 18 September, 2020, the Company issued 5,750,000,000 warrants to shareholders in connection with a public
share offering. Each warrant entitles the holder to purchase one new share in the Company at an exercise price
equal to ISK 1.00 (one Icelandic Krona) with an addition of 15% annual interest, calculated according to a US
30/360-day count convention, at specific dates over the next two years. The first interest date is 23 September
2020 and the last interest date for each period is the end date of each respective exercise period, as specified
below.

The warrants are free standing financial instruments that are legally detachable and separately exercisable from
the shares included in the offering. Pursuant to the requirements of IAS 32 Financial instruments: Presentation,
the warrants are classified as financial liabilities because their exercise price is denominated in ISK, the
Company's functional currency is USD and the Company did not offer the warrants pro rata to all of its existing
shareholders. The outstanding warrants are recognized as warrant liabilities in the Consolidated Statement of
Financial Position and are measured at their fair value on their issuing date and are subsequently measured at
each reporting period with changes in fair value being recorded as a component of Change in fair value in the
Consolidated Income Statement and other Comprehensive Income according to IFRS 13, Fair Value

Measurement .

Assumptions ICEAIRW ICEAIRW ICEAIRW
130821 180222 120822
ISSUE dAte ..o 18.9.2020 18.9.2020 18.9.2020
Exercise period end date ...........cooooiiiiiii i 13.8.2021 18.2.2022 12.8.2022
Share price (ISK) at issue date ............ccooeiiiiiiiiii e 1.00 1.00 1.00
Share price (ISK) at reporting date ... 1.64 1.64 1.64
EXercise price (ISK) ...cooooiiiiiiiiiee et 1.13 1.22 1.30
Interest rate (aNNUA) ... 15.0% 15.0% 15.0%
Firstinterest date ... 23.9.2020 23.9.2020  23.9.2020
Volatility (nNUaL) ... 100.7% 80.7% 80.7%
RISK fre@ rate .......cceeiiiiiee e 1.3% 1.3% 1.3%
Time to Maturity (Years) 0.62 1.13 1.62
Fair value per warrant (ISK) at reporting date .............cccceeviiiiiiiieeennnen. 0.61 0.60 0.64

The warrants outstanding and the fair value (USD) of each class of warrants on the respective exercise dates are
as follows:

Warrant liabilities ICEAIRW ICEAIRW ICEAIRW

130821 180222 120822 Total
Fair value atissuance date ..............ccccuveeeiiiiiiiiice e, 5,168 5,255 5,774 16,197
Loss on change in fair value of warrant liability ................. 3,605 3,385 3,462 10,452
Foreign exchanges difference ............ccccoiiiiiiiiiiiins 355 361 308 1,114
Fair value as of period ending ...........ccccociiieiiiiiiiinnnee. 9,129 9,002 9,633 27,764
Non-current warrant liabilities ...........cccoooveiiiiiiiiiiies 0 9,002 9,633 18,635
Current warrant liabilities ..........cccooooviiiiiiieiiiieee 9,129 0 0 9,129

The fair value of the warrants at issue date, amounting to USD 16.2 million was recognized through retained
earnings and as a liability. During the period from the issue date until 31 December 2020 the Company
recognized loss on changes in fair value of its warrant liabilities in the amount of USD 10.5 million.

The warrant liabilities are considered Level 2 liabilities on the fair value hierarchy as the determination of fair value
includes various assumptions about the future activities and the Company’s share price and historical volatility as
inputs. No warrants were exercised during the period ending 31 December 2020.
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33. Non-current payables
Non-current payables correspond to accrued engine overhaul cost of leased aircraft and security deposits from
lease contracts to be realized after 2021. Non-current obligations are specified as follows:

2020 2019
NON-CUITENE PAYADIES .....eeiiiiiiii e 31,335 32,721
Current portion, classified in trade and other payables ..............cccccoiiiii ( 14,248 ) ( 9,303)
Total NoN-current Payables ..........coooiiiiiiii e 17,087 23,418
Non-current payables are scheduled to be repaid as follows:
RepaymMents iN 2020 ........cueiiiiiiieeii e e - 9,303
Repayments iN 20271 .. ... e e eas 14,248 11,173
Repayments iN 2022 .........oooiiiiiiiiiiie e a e e eeeas 4,768 1,088
Repayments in 2023 ... ... e e eas 332 5,107
Repayments iN 2024 ...........oooiiiiiiieee e e e eae s 8,692 4,317
Repayments in 2025 ... ... e e eeeas 3,033 1,733
SUDSEUUENT ..t e e e e e e e e et e e e e e e e e eatbaeeeaeeeeannees 262 0
Total non-current payables, including current maturities .........cccccoceviiiiiiiineenieeee 31,335 32,721

34. Trade and other payables

Trade and other payables are specified as follows: 2020 2019
Trade PAYADIES ...ttt e e e e e e e e e e e e nneeeeas 13,662 58,392
Credit liNes fromM ACQUITETS ........uuiiiiiiie e e e e e eabaee e e e e e 27,942 0
Current portion of engine overhauls and security deposits from lease contracts .......... 14,248 9,303
(0 (g T o= Y= o] L= USRS 85,848 153,305
Total trade and other payables .............cocoviiiiiiiiiiie e 141,700 221,000

As part of its financial restructuring the Company reached agreements with its main acquirers whereby the latter
agreed to grant credit lines and payment plans to assists the Company in processing the vast amount of refunds
due to COVID-cancelled flights.

The credit lines will decrease in steps through May 2021 when they will be abolished. The payment plans will be in
place through June 2022.

The Group's exposure to currency and liquidity risk related to trade and other payables is disclosed in note 36.

35. Deferred income
Sold unused tickets, fair value of unutilized frequent flyer points and other prepayments are presented as deferred
income in the Consolidated Statement of Financial Position.

Deferred income is specified as follows: 2020 2019
Sold unused tickets and VOUCKETS ............uuuiiiiiiiii e 157,753 161,531
Frequent flyer POINES ..........ooiiiiiii s 20,641 17,591
Other PrepaymMeNtSs ........cooii it 9,008 24,858
Total deferred INCOME ........ooi i e e e e e e neeas 187,402 203,980

The amount allocated to sold unused tickets is the book value of fares and fuel surcharges that the Group has
collected and is liable for to passengers. A substantial percentage of passengers have accepted vouchers for
future travel in lieu of cash refunds owed to them as a result of cancelled flights. The total amount of issued
vouchers at the end of the reporting period was USD 94.2 million. These vouchers are generally valid for 3 years
from the date of issuance. The Group assumes that the vouchers will be fully redeemed during their lifetime and
has included a projection for their redemption in its working capital assumptions.

The amount allocated to frequent flyer points is estimated by reference to the fair value of the discounted services
for which they could be redeemed, since the fair value of the points themselves is not directly observable. The fair
value of the discounted services for which the points, granted through a customer loyalty program, can be
redeemed takes into account the expected redemption rate and the timing of such expected redemptions. That
amount is recognized as deferred income.
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36. Financial risk management
Overview
The Group has exposure to the following financial risks:

- Credit risk
- Liquidity risk
- Market risk

This note presents information about the Group's exposure to each of the risks above, the Group's objectives,
policies, and processes for measuring and managing risk, and the Group's management of capital. Further
quantitative disclosures are included throughout these Consolidated Financial Statements.

Risk management framework

The Board of Directors has overall responsibility for the establishment and oversight of the Group's risk
management framework. The Group's Risk Management Committee is responsible for developing and monitoring
the Group's risk management policies. The committee reports regularly to the Board of Directors on its activities.

The Group's risk management policies are established to identify and analyse the risks faced by the Group, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Group's activities. The Group,
through its training and management standards and procedures, aims to maintain disciplined and constructive
control environment in which all employees understand their roles and obligations.

The Group Audit Committee oversees how management monitors compliance with the Group's risk management
policies and procedures, and reviews the adequacy of the risk management framework in relation to the risks
faced by the Group. The Group Audit Committee is assisted in its oversight role by internal audit processes which
undertake both regular and ad hoc reviews of risk management controls and procedures, the results of which are
reported to the Audit Committee.

a. Creditrisk
Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to
meet its contractual obligations, and arises principally from the Group's receivables from customers.

Exposure to credit risk
The carrying amounts of financial assets represents the maximum credit exposure. The maximum exposure to
credit risk at the reporting date was as follows:

Carrying amount

Note 2020 2019
Non-current receivables and deposits .........ccccceeeeieiiiiiiiiieec e, 22 21,686 44,967
Trade and other reCeIVaDIES .........cooeeeeeeeeeeee e 26 92,440 107,998
Marketable SECUNItIES .......cccooeeieiiiiie e 25 41,713 0
Cash and cash equivalents ...........cccccciiiiiiiiiici e 27 117,657 235,073

273,496 388,038

Trade and other receivables
The Group's exposure to credit risk is influenced mainly by the individual characteristics of each customer.

Credit risk is linked to trade receivables, investment in debt securities and agreements with financial institutions
related to hedging. The relative spread of trade receivables across counterparties is also crucial for credit risk
exposure. The risk involved is directly related to the fulfilment of outstanding obligations of the Group's
counterparties. The Group is aware of potential losses related to credit risk exposure and chooses its
counterparties subject to business experience. The Group has not incurred higher than usual credit losses in 2020
despite the extraordinary circumstances resulting from COVID-19, the Group does not expect further credit losses
due to COVID-19 than it has already accounted for.
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36. Financial risk management, contd.:
The Group establishes an allowance for impairment that represents its estimate of incurred losses in respect of
trade and other receivables. The main components of this allowance are a specific loss component that relates to
individually significant exposures, and a collective loss component established for groups of similar assets in
respect of losses that have been incurred but not yet identified. The collective loss allowance is determined based
on historical data of payment statistics for similar financial assets.

At year-end 2020, the maximum exposure to credit risk for trade and other receivables by type of financial
instrument was as follows:

2020 2019

(040 11 Q0= 1o =T 9,364 7,045
Trade rECEIVADIES .........eeiiiiiiiiee et e e e e e e e et eeaa e 23,894 62,236
33,258 69,281

Prepayments on aircraft pUrChases ...........ooceeiiiiiiiiiiii e 0 16,268
LEASE MECEIVADIES ......ceeeeiieeeeeeee et et e e e e e e e e e et e s e naeearaaaas 5,399 6,598
Other FECEIVADIES ...ttt e e e e e e e e e e e e eaaaas 60,677 32,732

99,334 124,879

Impairment losses
The aging of trade receivables and credit cards at the reporting date was as follows:
Allowance for Allowance for
Gross impairment Gross impairment
2020 2020 2019 2019
Not past dUe ........coccoiiiiiiii 15,821 ( 205) 55,935 ( 1,900)
Past due 1-30 days ........ceeeieriiieiiee e 4,494 ( 29) 8,938 ( 110)
Past due 31-120 days .......ccccoeiiiiiiiiiiiee e 12,907 ( 4,501) 6,671 ( 1,894)
Past due 121-365 days .......ccccvevieireeiiiieeniee e 9,284 ( 5,306) 845 ( 547)
More than oNe Year ...........ccccvviiiiiiieecie e 5,057 ( 4,264) 4,642 ( 3,299)
TOtAl e 47,563 (  14,305) 77,031 ( 7,750)

Changes in the allowance for impairment in respect of trade receivables during the year were as follows:

2020 2019
Balance at 1 JANUAIY ........ooiiii et e e e e 7,750 4,772
Impairment [0ss allowance, INCIEASE ...........cccocuieeiieiiiiiiie e 6,556 173
Amounts Written off ... ( 634) 3,423
Exchange rate difference ...........cooiiiiiiiiii i 633 ( 618)
Balance at 31 DECEMDET ........uui e 14,305 7,750

A significant part of the balance relates to customers that have a good track record with the Group. But based on
historical default rates and expected credit loss in the future, management believes that minimal impairment
allowance is necessary in respect of trade receivables not past due or past due by 30 days.

The allowance account in respect of trade receivables is used to record impairment losses. If the Group believes
that no recovery is possible the financial asset is written off directly.

Guarantees

The Group's policy is to provide financial guarantees only to wholly-owned subsidiaries. However, as part of the
sales process of Icelandair Hotels the Group remains a joint guarantor for agreements already in place at the date
of sale. These are a simple guarantee for a loan agreement along with guarantees for rental agreements for hotel
properties. The guarantees are provided in solidum, but the co-owners have entered into a written agreement to
split of these guarantees in line with ownership stakes (25%/75%). The loan guarantee decreases with the loan
balance but is valid throughout its maturity. The loan is a five-year term loan with a possibility to extend the
repayment profile to a total of 25 years. At the current USD/ISK exchange rate these guarantees total USD 4.2
million.
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36. Financial risk management, contd.:

b. Liquidity risk
Liquidity risk is the risk that the Group will encounter difficulty in meeting the obligations associated with its
financial liabilities, settled by delivering cash or another financial asset. The Group's approach to managing
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due,
under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the
Group's reputation.

Exposure to liquidity risk

The Group aims to maintain the level of its cash and cash equivalents and marketable securities equal to the
estimated amount of three months' average fixed operating cost where 30% can be in the form of undrawn lines of
credit. At year-end the Group's cash and cash equivalents amounted to USD 118 million, and USD 42 million of
marketable securities with trusted counterparties, total USD 159 million. The level of cash substantially exceeds
the liquidity policy given the estimated fixed operating cost associated with the Group's current production levels.

The Group's management monitors its cash flow requirements by using a rolling forecast. Liquidity is managed
based on projected cash flows in different currencies.
Following are the contractual maturities of financial liabilities at the reporting date, including estimated interest

payments:
Carrying  Contractual Within 12 More than
31 December 2020 amount  cash flows months 1-2 years 2-5 years 5 years
Non-derivative financial liabilities
Secured [0ans ..............c.......... 263,588 290,935 30,768 41,476 131,439 87,252
Lease liability ........cccccvveveeennns 146,597 166,794 29,786 27,096 66,789 43,124
Guarantees ........cccceeeeeeeeeeeeennn. 0 4,184 0 0 1,293 2,891
Payables & prepayments ........ 158,787 158,787 141,700 4,768 12,057 262
568,972 620,700 202,254 73,340 211,578 133,529

Derivative financial liabilities

Commodity derivatives ............ ( 16,555) ( 16,590) ( 10,554) ( 6,036) 0 0
Margin accounts ...................... 3,446 3,446 1,793 1,653 0 0
Forward exchange contracts ... ( 1,301) ( 1,182) ( 1,182) 0 0 0
= OULFIOW e, ( 15,962) ( 15,890) (  15,890) 0 0 0
~INFIOW e 14,661 14,708 14,708 0 0 0
Interest rate SWaps ..........o...... ( 2,881) ( 2,902) ( 1,154) ( 810) ( 777) ( 161)
( 17,291) ( 17,228) ( 11,097) ( 5,193) ( 777) ( 161)
31 December 2019
Non-derivative financial liabilities
Unsecured bond issue ............ 12,366 12,364 12,364 0 0 0
Secured 0ans .........c.ccceveeee.. 308,920 345,964 79,743 45,864 145,759 74,598
Lease liability ........cccccveeeeeennns 158,453 188,236 29,684 51,663 44,685 62,204
Payables & prepayments ........ 244 418 244 418 221,000 11,173 10,512 1,733
724,157 790,982 342,791 108,700 200,956 138,535
Derivative financial liabilities
Commodity derivatives ............ 966 945 1,115 ( 170) 0 0
Forward exchange contracts ... 2,044 3,412 3,412 0 0 0
= OULFIOW e, ( 102,818) ( 103,115) ( 103,115) 0 0 0
=INflow oo 104,862 106,527 106,527 0 0 0
Interest rate swaps .................. 557 572 173 266 133 0
3,567 4,929 4,700 96 133 0

Undrawn secured credit lines at year-end 2020 amounted to USD 52 million (2019: USD 55 million). Undrawn
Government Guaranteed credit lines amounted to USD 120 million (2019: USD 0 million).
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36. Financial risk management, contd.:

c. Market risk
Market risk emerges from changes in market prices, such as foreign exchange rates, interest rates, carbon prices
and fuel prices, as those changes will affect the Group's cash flows or the value of its holdings of financial
instruments. The objective of market risk management is to manage and control market risk exposures within
acceptable parameters, while optimising the return. Following the share offering in September the Company
placed a large portion of the proceeds in mutual funds that invest in term deposits with rated domestic banks and
government bonds. These investments fall within the agreed risk management policy.

The Group uses spot and forward trading, swaps and options in order to manage market risks. All such
transactions are carried out within the guidelines set by the Board of Directors. The Group seeks to apply hedge
accounting in order to manage volatility in profit or loss.

The Group is under conventional circumstances exposed to carbon price risk. In terms of volume, carbon
emission is a fixed proportion of the fuel consumption but the price volatility of carbon has been greater although
the consequential cash flow has been trivial compared to that of fuel costs. Since 2018 carbon prices have
increased significantly and to the extent that the procurement of emission allowances has material effects on
operations. Due to the COVID-19 pandemic and the contraction of flights, the free allowances provided by the
ETS will materially counter the committments for 2020. The remaining free allowance will be utilized in 2021.

Sensitivity analysis
The following table demonstrates the sensitivity of the financial instruments to a reasonably possible change in
carbon prices with all other variables held constant, on profit before tax and equity. At year-end there were no
open hedge positions in place:

Eﬂgctonequny

020 2019
Increase in carbon prices DY 10% .......ooveiiiiiiiiii e 0 542
Decrease in carbon prices DY 10% ....cocveviiiiiieiiiii e 0 ( 542)

The Group is exposed to fuel price risk. The Group's fuel price risk management strategy aims to provide the
airline with protection against sudden and significant increases in oil prices while ensuring that the airline is not
competitively disadvantaged in the event of a substantial price fall. The current Group strategy as reflected in its
hedging policy is to hedge between 40% and 60% of estimated fuel consumption 12 months forward and up to
20% from 13-18 months forward. The hedging policy allows for both swaps and options traded with approved
counterparties and within approved limits. The Group may choose to review its hedging policy once uncertainty in
its industry subsides.

The Group has restructured its pre-COVID-19 fuel hedge positions. The new hedge positions were structured in
line with the Group’s expected production levels and fuel consumption at the time of restructuring, which was in
July 2020. Due to continued uncertainty surrounding production levels this approach may result in higher or lower
than the officially approved hedging ratio levels during the coming months. This action therefore presented a
twofold deviation from the approved hedging policy, i.e. in terms of ratio (less than 40% or more than 60% of
estimated usage may have been hedged in certain periods and tenure (the Group entered hedge positions further
than 18 months into the future). As of 31 December the latter no longer applies. The Group has not entered any
new hedge positions since July 2020.

Sensitivity analysis
The following table demonstrates the sensitivity of the financial instruments in place at year-end to a reasonably
possible change in fuel prices, with all other variables held constant, on profit before tax and equity:

Effect on equity

2020 2019
Increase in fuel Prices DY 1090 ...veeeiiiiiiiie e s 2,884 12,656
Decrease in fuel prices bY 10% ..o ( 2,884) ( 12,656)

At year-end all open hedge positions were effective, changes in their market value are therefore confined to equity
until settlement.
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36. Financial risk management, contd.:

The Group is exposed to cash flow and balance sheet currency risk on sales, purchases, trade and other
receivables, short term investments, cash and cash equivalents, secured bank loans and trade payables that are
denominated in currencies other than the respective functional currencies of Group entities.

The Group seeks to reduce its foreign exchange exposure arising from currency mismatch in the cash flow by
netting receipts and payments in each individual currency and by internal trading within the Group. The shortfall of
ISK is financed by a surplus of European currencies, most importantly EUR and Scandinavian currencies but also
GBP and CAD. The 9-12 months cash flow currency exposure is hedged 50-80% with spot and forward contracts.
The COVID-19 pandemic has however temporarily changed both the cash flow and the balance sheet exposure.
The share offering 2020 was conducted in ISK and therefore the ISK short 12 month cash flow position has shifted
to a long position. As a result ISK denominated financial assets are more dominant than before. A gradual
conversion back to pre-COVID-19 exposures is assumed in the 2021 budget.

Exposure to currency risk
The Group's exposure to currency risk in it's major currencies is as follows:

2020 ISK EUR GBP DKK SEK CAD
Receivables / payables, net .... ( 100,558 ) 3,429 ( 369 ) 21 ( 29) 1,192
Marketable securities .............. 41,713 0 0 0 0 0
Cash and cash equivalents ..... 83,912 2,860 624 424 35 322
Secured bank loans ................ ( 31,720) ( 68,247) 0 0 0 0
Warrants ......cccccooeeciiiiieneenis 54,865 0 0 0 0 0
Lease receivables ................... 696 0 651 0 0 0
Lease liabilities ....................... ( 13,019) ( 661) ( 1,236) ( 188) 0 0
Forward exchange contracts ... 14,742 ( 4,911) 0 ( 3,301) ( 3,062 ) ( 4,712)
Net statement of

financial position exposure .... 50,632 ( 67,530) ( 330) ( 3,044 ) ( 3,055) ( 3,198)
Next 12 months

forecast sales .........ccceeennen. 93,467 75,882 16,723 6,821 10,027 20,133
Next 12 months

forecast purchases ............... ( 147,627 ) ( 49,988) ( 6,002) ( 3,222) ( 539) ( 3,003)

Capex thereof ............ccc...... ( 11,473) ( 555 ) 0 0 0 0
Currency exposure .................. ( 3,529) ( 41,637) 10,391 556 6,433 13,932
2019 ISK EUR GBP DKK SEK CAD
Receivables / payables, net .... 47,050 ( 1,441) ( 4,979) ( 763) ( 304) 366
Cash and cash equivalents ..... 2,765 48,747 7,253 6,215 3,113 7,570
Secured bank loans ................ ( 32,339) ( 65,184) 0 0 0 0
Lease receivables ................... 0 0 757 0 0 0
Lease liabilities ....................... ( 7,940) ( 287) ( 1,604) ( 252) 0 0

Forward exchange contracts ... 106,307 ( 15,328) ( 13,453) ( 14,299) ( 20,514) ( 32,707)
Net statement of

financial position exposure ... 115,843 ( 33,493) ( 12,026) ( 9,099) ( 17,705) ( 24,771)
Next 12 months

forecast sales ..........ccccceeneee. 256,686 227,704 40,114 25,173 26,409 77,662
Next 12 months

forecast purchases ............... ( 457,353) ( 128,775) ( 21,246) ( 8,395) ( 2,822) ( 12,738)

Capex thereof ........ccccceeveeene ( 23,210) ( 3,032) ( 123) 0 0 0
Net 12 months

CUITENCY eXpOSUre ................ ( 84,824) 65,436 6,842 7,679 5,882 40,153
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36. Financial risk management, contd.:
The following significant exchange rates of USD applied during the year:

Average rate Year-end spot rate

2020 2019 2020 2019
K e 0.0074 0.0081 0.0078 0.0082
EUR ettt —— i ———a————————— 1.14 1.12 1.23 1.12
GBP e 1.28 1.28 1.36 1.32
CAD - 0.75 0.76 0.79 0.77
DK e 0.15 0.15 0.17 0.15
SEK e ———————— 0.11 0.11 0.12 0.11

Sensitivity analysis

A 10% strengthening of the USD against the following currencies at 31 December would have increased

(decreased) post-tax equity and profit or loss by the amounts shown below. This analysis assumes that all other
variables, in particular interest rates, remain constant and omits the impact of deferred tax assets at reporting date.

Total
Directly in Profit or effect on
2020 equity loss equity
5] PSR P ( 7,109) 3,068 ( 4,051)
EUR e 393 5,010 5,402
GBI P e e e e an 0 26 26
DK e e 264 ( 21) 243
S K et e e e e e e e e e e e e nnaaeeaa e s 245 ( 0) 244
CAD e 377  ( 121) 256
2019
5] PP 2,715 | 763) 1,952
EUR e 1,226 1,453 2,679
GBI P e e e e e e e as 1,076 ( 114) 962
DK e e 1,144 ( 416) 728
1] = SRR 1,641  ( 225) 1,416
CAD e 2617 ( 635) 1,982

A 10% weakening of the USD against the above currencies would have had the equal but opposite effect on the
above currencies to the amounts shown above, on the basis that all other variables remain constant.

Interest rate risk

Interest rate risk is the potential that a change in market interest rates will reduce the value of a bond or other
fixed-rate instruments. The fair value of a fixed rate instrument and the cash flow of a variable rate instruments will
fluctuate with changes in market interest rates. The Group follows a policy of hedging 40-80% of the net interest
rate cash flow exposure of long-term financing with up to a 5-year horizon.

At the reporting date the interest rate profile of the Group’s interest bearing financial instruments was as follows:

Carrying amount

Fixed rate instruments 2020 2019
Commodity derivatives and forward exchange contracts ................cccoooiiiii ( 17,772 ) 557
INtErest rate SWaPS ........cceiiiiiiiie e ( 78,096 ) ( 95,899)

( 95,868 ) ( 95,342)
Variable rate instruments
FINANCIAl @SSELS ....ooeeiiiieiieeeee et e e e e e 159,108 234,818
Financial abilities ...........cco e ( 273,750) ( 355,889)
( 114,642) ( 121,071)

Consolidated Financial Statements of Icelandair Group hf. 2020 45 Amounts are in USD thousand



ICELANDAIRA
GROUP

Notes, contd.:

36. Financial risk management, contd.:
Fair value sensitivity analysis for fixed rate instruments
The Group designates derivatives for the purpose of fuel, carbon, currency and interest rate hedging as hedging
instruments under a fair value hedge accounting model. As such, market rates affect the mark to market of the
derivatives and the market value of fixed rate financial assets. In addition, interest rate changes affect the fixed
rate instruments carrying amount through equity.

A change of 100 basis points in interest rates at the reporting date would have increased (decreased) equity and
profit or loss by the amounts stated below. This analysis assumes that all other variables, in particular foreign
currency rates, remain constant.

100 bp 100 bp
31 December 2020 increase decrease
Commodity derivatives and forward exchange contracts ..........cc.ccccoceeniieniiniiccnieen 113 ( 115)
INterest rate SWaPS .........c.ccoiiiiiiii e 2,438 ( 2,563)
Fair value sensitivity (Net) .......oouiiiiiiii e 2,551 ( 2,678)
31 December 2019

Commodity derivatives and forward exchange contracts ...............ccccoooiiiiii ( 4) 4
INtErest rate SWaPS .......c.ceiiiiiiii e 2994 ( 3,147)
Fair value sensitivity (Net) ............ccoooiiiiii 2,990 ( 3,143)

Cash flow sensitivity analysis for variable rate instruments

A change of 100 basis points in interest rates at the reporting date would have increased (decreased) equity and
profit or loss by the amounts stated below. This analysis assumes that all other variables, in particular foreign
currency rates, remain constant.

100 bp 100 bp
31 December 2020 increase decrease
Variable rate INStrUMENTS ........ociiiii e s ( 917 ) 917
Cash flow sensitivity (NeL) .......coooiiiiii e ( 917 ) 917
31 December 2019

Variable rate inStruMENTS ..o 998 ( 998 )
Cash flow sensitivity (NeL) .....c.eviiiiiii e 998 ( 998 )

Hedge accounting

The Hedge Accounting Standards of IFRS 9 require hedge instruments to fulfill certain criteria so that the market
value of open hedge positions can be allocated to equity as hedge reserves until settlement day. One of these
qualifications is the requirement of effectiveness of the financial instrument against the identified exposure. The
exposure has to be considered highly likely on the basis of a robust forecast of operations. Due to the COVID-19
pandemic, this exposure was revalued in Q1 2020 and materially downgraded thus rendering a large proportion of
the financial instruments ineffective. The revaluation was based on a new business forecast which included the
estimated fuel consumption during the tenor of the open positions. The rebalancing of exposure is based on
partial discontinuation. The remaining effective hedge instruments reflect 60% of the revised exposure in line with
the Group's hedging policy. As part of the Group's financial restructuring a large part of the outstanding fuel
hedges were closed in Q3 2020, with the remaining positions rolled forward and spread out over the next 24
months therefrom. Following the restructuring all outstanding fuel hedges are effective.
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36. Financial risk management, contd.:
Following table shows effective and ineffective hedges:

31.12.2020 Closed YTD 1-6 months 7-12 months > 13 months Total
FUEL e ( 4,621) ( 5,835) ( 6,100) ( 16,555)
CUITENCY ..ot ( 1,301) 0 0 ( 1,301)
Interest rate SWap .........ccceeeviiieiniiiiieee ( 611) ( 759) ( 1,511) ( 2,881)
Margin accounts .........ccccceeeeiiiiiiiie e, 522 1,271 1,653 3,446
Total derivatives, Payable ................ccc......... ( 6,011) ( 5,323) ( 5958) ( 17,291)
- D SRS 1,177 1,319 1,522 4,017
Derivatives used for hedging, Equity ........... ( 5,356 ) ( 5,275) ( 6,089) ( 16,720)
Ineffective fuel derivatives, P&L ................. ( 32,574) 0 0 0 ( 32574)
Dividend

The Board of Directors has agreed not to propose a payment of dividends for the fiscal years 2020 and 2021 in
relation to the Group's financial restructuring and agreements made with stakeholders. However, for the longer
term the dividend policy is as follows: “The Company's goal is to declare 20-40% of annual net profit as dividend.
The final decision on dividend payments will be based on the financial position of the Company, operating capital
requirements and market conditions.”

37. Financial instruments and fair values
The fair value of financial assets and liabilities, together with the carrying amounts shown in the Statement of
Financial Position, are as follows:

Carrying Carrying
amount Fair value amount Fair value
2020 2020 2019 2019
Derivatives used for hedging .......ccccccceveviiieeiiiee e ( 17,291) ( 17,291) 320 320
Unsecured bond iSSUE .........coooiiiiiiiiiiiiiiieeee e 0 0 ( 12,366 ) ( 12,366)
SeCUred l0aNS .....ccooiiiiiiiee e ( 263,588) ( 279,654) ( 308,920) ( 319,389)
Warrants ... ( 27,764) ( 27,764) 0 0
Lease liabilities .........cccovieiiieiiiiiiieee e ( 146,597 ) ( 146,597 ) ( 158,453) ( 158,453)
o)1= 1P ( 455,240) ( 471,306) ( 479,419) ( 489,888)
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37. Financial instruments and fair values, contd.:

Fair value hierarchy:
The table below analyses the fair value of assets and liabilities and their levels in the fair value hierarchy:

31 December 2020 Level 1 Level 2 Level 3 Total

Financial liabilities

Warrants ..o ( 27,764) ( 27,764 )

SeCUred 08NS ..o ( 279,654) ( 279,654)

Lease liabilities .......coooeeeieeeeee e ( 146,597 ) ( 146,597)

Derivatives used for hedging ........cccccceveviieeiiiie e ( 17,291) ( 17,291)
0 ( 45055) ( 426,251) ( 471,306)

31 December 2019

Financial assets

Derivatives used for hedging ........cccocveviieeeiniiieieceee 1,881 1,881
0 1,881 0 1,881

Financial liabilities

Unsecured bond iSSUE ........ccccueerieiriieniieeiiiecee e ( 12,366 ) ( 12,366)

Secured 0ans ... ( 319,389) ( 319,389)

Lease liabilities .........cccoeeriiiiiiiii e ( 158,453) ( 158,453)

Derivatives used for hedging .........ccccevviieieiiiiee i ( 1,561) ( 1,561)
0 ( 1,561) ( 490,208) ( 491,769)

The basis for determining the levels is disclosed in note 4.

Non-derivative financial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of future
principal and interest cash flows, discounted at market rates as at the reporting date. In respect of the liability
component of convertible notes, the market rate of interest is determined by reference to similar liabilities that do
not have a conversion option.

Derivatives

The fair value of forward exchange contracts is based on their quoted price, if available. If a quoted price is not
available, then fair value is estimated by discounting the difference between the contractual forward price and the
current forward price for the residual maturity of the contract. This methodology is also used when valuating
commodity forwards and swaps.

The fair value of interest rate swaps is based on broker quotes. If not available the fair value is based on the
discounted cash flow difference of the contractual fixed interest payment and the floating interest receivable.

Fair values reflect the credit risk of the instrument and include adjustments to take account of the credit risk of the
Group entities and counterparties when appropriate.
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In 2013, the Group and the Boeing Company signed an agreement for the purchase of sixteen Boeing 737 MAX8
and MAX9 aircraft with an option to purchase an additional eight aircraft. The Group has taken delivery of six
aircraft.

In December 2018 the Group secured a Pre-Delivery Payment (PDP) financing agreement with BOC Aviation
(BOCA) for eleven undelivered B737 MAX aircraft. The agreement with BOCA secured financing of PDP‘s for all
undelivered aircraft under the Boeing agreement, as well as a sale and leaseback of two aircraft, of which one has
already been delivered with the other one to be delivered in Q2 2021.

In August 2020, the Group reached a settlement with Boeing on compensation for the damages caused by the 22
month long MAX grounding. The total number of aircraft under the purchase agreement from 2013 was reduced
from sixteen to twelve, of which six aircraft remain undelivered. The PDP financing agreement with BOCA was
amended accordingly and furthermore provides a backstop financing option in the form of sale and leaseback for
the remaining unfinanced aircraft.

The cost of the PDP financing is capitalized with PDP payments until aircraft delivery and becomes a component
of the final purchase cost of the aircraft. The accrued financing cost of PDPs for the four cancelled MAX aircraft
under the Boeing settlement, USD 3.8 million in total, has been expensed as finance cost.

The remaining deliveries of Boeing 737 MAX aircraft to the Group are scheduled as follows:

Q4 2021/
Q2 2021 Q1 2022 Total
B0€ING 737 MAXS ...t 1 2 3
B0€ING 737 MAXO .. .ot 2 1 3
TOtAI e e 3 3 6

The Group has already secured financing through sale and leaseback agreements of the three aircraft that are
scheduled for delivery in Q2 2021. Backstop financing option remains in place for the three remaining aircraft.

Related parties

Identity of related parties
The Group has a related party relationship with its shareholders with significant influence, subsidiaries,
associates, and with its directors and executive officers.

Transactions with management and key personnel
Salaries and benefits of management for their service to Group companies and the number of shares in the
Company held by management are specified below. Salaries and benefits include contributions to pension funds.

Incentive Number of
payments shares
Salaries Pension for held at
2020 and contri- previous year-end
Board of Directors: benefits bution year  thousands
Ulfar Steindorsson, ChairMman .........oooeeeeeeeeeeeeeeeeeeeeeeanns 64.6 7.4 17,240
Svafa Gronfeldt, Vice Chairman ............ccoeovvivieiiiiieieiennns 53.9 6.2 10,000
JONN F ThOMAS ..coovveiiiie e 28.6 3.3 2,716
I [T F= N o g 1T ) o [N 28.6 3.3
Gudmundur Hafsteinsson ..........ccccceveeeieeicciiiieeee e 43.5 5.0
Heidrdn Emilia Jonsdottir, former board member .............. 9.9 1.3
Omar Benediktsson, former board member ...................... 10.1 1.4 10,765
Key employees:
Bogi Nils Bogason Group CEO .........ccccceiiiiiiiiiiieiiiees 355.0 76.0 19,250
Seven executives of Group companies  ..........ccccceeevnnnnne 1,860.7 305.0 60,111

Shares held by management and directors includes shares held by companies controlled by them.

Gender ratio for key employees (male / female) ................ 64/36

* Number of executives were eight for the first four months of the year.

Amounts are in USD thousand
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39. Related parties, contd.:
Incentive Number of

payments shares
Salaries Pension for held at
2019 and contri- previous year-end
Board of Directors: benefits bution year thousands
Ulfar Steinddrsson, ChairMan .........ocooceeeeeeeeeeeeeeeeeeeeeeeeenns 79.1 9.1 12,240
Omar Benediktsson, Vice Chairman ...........cocoeveveeeeveenn. 60.0 8.1 10,765
Svafa Gronfeldt ... 35.7 4.1
Gudmundur Hafsteinsson ..........cccceveeeiieiiiiiiicee e 43.9 5.1
Heidrdan Emilia JONSAOr ......covvvvvieieiiiieieeeeeeeeeeeeeeeees 56.2 7.6 400
Asthildur Margrét Otharsdéttir, former board member ....... 11.2 1.3 625
Key employees:
Bogi Nils Bogason Group CEO ........ccccceiiiiiiiiiiiieiniiees 451.6 105.5 1,750
Eight executives of Group companies .........c...cceecvieeeennn. 1,833.9 304.7 106.9 1,680

Shares held by management and directors includes shares held by companies controlled by them.

Gender ratio for key employees (male / female) ................ 66/33
There were no stock option contracts open at the end of the year 2019 and 2020.

Transaction with associates

The Group purchased and sold services to associates for immaterial amounts in 2020 and 2019. At year end, the
Company had a long term receivable on its associate Lindarvatn amounting to USD 13.3 million. Recognized
revenues from the Group's associate Cabo Verde Airlines amounted to USD 11.4 million.

Transaction with shareholders

There are no shareholders with significant influence at year end 2020. Companies which members of the Board
and key employees control have been identified as being twenty seven. These companies have been identified as
related. Transactions with them where immaterial in 2020.

40. Litigations and claims
The bankruptcy estate of Wow Air has initiated litigation against Icelandair and claimed compensation due to
alleged predatory pricing in 2012-2016. It is claimed that Icelandair had a dominant position in the market for
flights to and from Iceland during the period and abused its position by predatory pricing. Icelandair rejects the
claim since the company's management is of the opinion that Icelandair's pricing in 2012-13 was fully compliant
with the Icelandic Competition Act. Icelandair has already filed its counter-arguments in the case. The Icelandic
Competition Authority has ceased its investigation of Icelandair's alleged predatory pricing in 2012-2013.

Icelandair ehf. has received compensation claims from cabin crew members for bodily injury due to alleged lack of
air quality inside Icelandair's aircraft. Icelandair has rejected the claims since there is no evidence of lack of air
quality in the company's aircraft or any evidence linking such alleged lack of air quality to the bodily injury of
claimants.
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41. Group entities
The Company held seven subsidiaries at year end 2020 which are all included in the Consolidated Financial
Statements. The subsidiaries at year end are as follows:
Ownership interest

2020 2019
Passenger and cargo operations
AB20 €N, e et e e e nne e e e aneeaean 100% 100%
IceCap INSUraNCe PCC Ltd. ...ccoocuiiiiiiiie e 100% 100%
[CEEIGNII ENF. Lo 100% 100%
[Celandair €Nf. * ... e e e e e ennaes 100% 100%
Other Group entites
Loftleidir - IcelandiC €hf. ..o 100% 100%
L oy N =Y o (Y ) USSP 100% 100%
Iceland Travel ENf. ... ..o e e e e e e 100% 100%

* |celandair Cargo ehf. and Flugfélag islands ehf. (Air Iceland Connect) are subsidiaries of Icelandair ehf.

The subsidiaries further own ten subsidiaries that are also included in the Consolidated Financial Statements.
Three of those have non-controlling shareholders.

42. General government measures
Changes in legislation benefiting the Group and agreements to maintain minimum flights are as follows:

Some entities within the Group were eligible to apply for reduction of employees' notice period salary payments in
accordance with Icelandic Act No. 50/2020. The Group's total reduction amounted to USD 28.3 million which
have been accounted for according to IAS 20 net of related expenses.

At the outset of the COVID-19 pandemic the Group and the Icelandic Government entered into agreements
whereby Icelandair committed to maintain a certain number of domestic and international flights per week to
ensure minimum passenger flight transportation to and from Iceland. Under these agreements, the Group
received payments from the Icelandic Government which have been accounted for as other revenue of USD 2.6
million.

On 18 March 2020 ISAVIA, the operator of Keflavik Int'l Airport, notified all airlines operating year-round flights
from Keflavik that the company would apply a temporary 100% discount to airport service fee due to the
pandemic. The discount was applied from 13 March until 31 July and amounts to USD 2.6 million.

From the end of March 2020 and until the end of May 2020, the employment ratio of the vast majority of
employees was significantly reduced. During this time the affected employees were eligible for special
unemployment benefits to make up for the drop in salary income. This special unemployment benefit program was
funded through the national social security system, payable directly to the affected employees and is thus not
accounted for in the Group's financial statements.

As part of its COVID relief efforts the government offered deferral of up to three months' payroll tax payments in
the spring of 2020. This was a general relief measure available to all companies in Iceland that met the associated
criteria. The payments were initially deferred until January 2021 but the deferral period has now been extended
until summer 2021. The due dates of the deferred obligations are now scheduled for June, July and August 2021.
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43. Restructuring
The financial restructuring of the Group was finalized on 18 September 2020 and was based on four main
components:

Firstly, the Group renegotiated new long-term collective wage agreements with its flight operation unions. All
agreements are now valid until Q3/Q4 2025. The new agreements bring about rate reductions as well as work rule
changes that are estimated to reduce steady-state costs by 20% per annum for pilots and cabin crew and 10%
per annum for mechanics.

Secondly, agreements were made with the Group's lenders, lessors and major vendors that secure payment and
payment holidays for up to 24 months. Large vendors agreed to permanent rate reductions and/or volume
changes on previously committed purchases. Most meaningful are changes to the Boeing 737 MAX orderbook
where the commitment was reduced from ten aircraft to six. Boeing additionally agreed to a non-disclosed amount
of restitution to compensate for financial losses incurred due to the MAX grounding. The overall liquidity
improvement realized during the minimal operation period is estimated to be around USD 450 million.

Thirdly, the Company sold ISK 23,000 million (approx. USD 169 million) new shares in a public share offering at
the price of ISK 1.0 per share. All investors that purchased shares in the offering further received issued warrants
equal to 25% of the nominal amount of new shares purchased. The warrants can be exercised at three pre-
determined dates over the next two years at a strike price of ISK 1.0 per share plus 15% annual interest. If
exercised in full the warrants can therefore raise up to ISK 5,750 million in additional equity.

Finally, following the successful execution of the above, the Icelandic Government agreed to extend a back-stop
credit facility in the amount of USD 120 million. The facility that is arranged by two local commercial banks is 90%
guaranteed by the government.

44. Events after the reporting period

On 19 January 2021, the Group decided to initiate a process to sell Iceland Travel. From that date, Iceland Travel
will be classified as asset held for sale.

Iceland Travel's main figures were as follows:

2020 2019

8,621 69,420

(  3853) 1,726
(  2877) 1,508

31.12.2020 31.12.2019

ASSEES ..ottt 4,126 10,322
B QUITY ottt et e s te e st e e eare e anbeeenreenrbeennnee e ( 272) 2,636
(=T o111 =TSP PPPPPPPPRPPPRPRS 4,397 7,686

Consolidated Financial Statements of Icelandair Group hf. 2020 52 Amounts are in USD thousand



ICELANDAIRA
GROUP

Notes, contd.:

45. Restatement of comparison amounts
Comparison amounts for the year 2019 were restated as follows:
Travel and other employee expenses have been restated from Salaries and salary related expenses to Other
operating expenses.
2019 as 2019

reported restated
Statement of Comprehensive Income

Salaries and salary related EXPENSES .......coooii i 489,828 429,308
Other operating EXPENSES ........ciiuiiiiiiiiie et 308,236 368,756

Air Iceland Connect has been restated between segments, from Other group entities into Passenger and cargo

operations.

Passenger Passenger

and cargo Other and cargo Other

operations entities operations entities
Reportable segments as reported  as reported restated restated
External reVeNUE ..........cooieeiiiie e 1,168,819 335,676 1,217,119 287,376
Inter-segment revVeNUE ...........cccveeveeeiiiiiciiiiieee e 116,962 12,746 119,904 9,804
SegmMeENt reVENUE .......cueeiiiiiei e 1,285,781 348,422 1,337,023 297,180
Depreciation and amortisation ...........c.cccceeevieeeiniiee e ( 147,622) ( 29,651) ( 153,788) ( 23,485)
Segment EBIT ...t ( 66,014) 26,717 ( 63,049) 23,752
FiNANCE INCOME ....eeeeeeeeeee e 6,693 1,471 20,795 1,294
FINANCe COSES ..ooiiiiieiiiie e ( 22,717) ( 11,397) ( 39,759) ( 8,280)
Share of profit of equity accounted investees .................... 268 ( 7,622) 268 ( 7,622)
Reportable segment (loss) profit before tax ..............c........ ( 81,770) 9,169 ( 81,745) 9,144
Reportable segment assets ..........ccccoeieiiiine, 1,914,092 442,851 1,987,030 369,913
Capital expenditure .........cccocecvviiiiiiiieceee e 239,026 30,248 240,033 29,241
Reportable segment liabilities ............ccccooeviiiiiinenene 1,255,017 382,093 1,329,760 307,350
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46. Ratios
The Group's primary ratios at year end are specified as follows:
2020 2019
[0 (T o | 0 = (1o TP ERT SO 0.70 0.86
EQUILY FAEIO .. 0.23 0.29
Equity ratio without warrants ... 0.25 0.29
Intrinsic value of share capital ...........occeiiiiiii 1.09 10.92

47. Significant accounting policies
The accounting policies set out in this note have been applied consistently to all periods presented in these
consolidated financial statements and have been applied consistently by Group entities.

a. Basis of consolidation

Subsidiaries are entities controlled by the Group. The Group controls an entity when it is exposed to, or has right
to, variable returns from its involvement with the entity and has the ability to affect those returns through its power
over the entity. The financial statements of subsidiaries are included in the consolidated statements from the date
on which control commences until the date on which control ceases. When the Group looses control over
subsidiary, it derecognizes the assets and liabilities of the subsidiary, and any related NCI and other compnonents
of equity. Any resulting gain or loss is recognized in profit or loss. Any interest retained in the former subsidiary is
measured at fair value when control is lost.

Associates are those entities in which the Group has significant influence, but not control, over the financial and
operating policies. Interests in associates are accounted for using the equity method. They are initially recognized
at cost, which includes transaction costs. Subsequent to initial recognition, the consolidated financial statements
include the Group's share of the profit or loss and other comprehensive income of associates, until the date on
which significant influence ceases.

Intra-group balances and transactions, and any unrealised income and expenses arising from intra-group
transactions, are eliminated. Unrealised gains arising from transactions with associates are eliminated against the
investment to the extent of the Group's interest in the investee. Unrealised losses are eliminated in the same way
as unrealised gains, but only to the extent that there is no evidence of impairment.

b. Currency exchange

Transactions in currencies other than functional currencies (foreign currencies) are translated to the respective
functional currencies of Group entities at exchange rates at the dates of the transactions. Monetary assets and
liabilities denominated in currencies at the reporting date are translated to the functional currency at the exchange
rate at that date. The currency gain or loss on monetary items is the difference between amortised cost in the
functional currency at the beginning of the year, adjusted for effective interest and payments during the year, and
the amortised cost in currency translated at the exchange rate at the end of the year.

Non-monetary assets and liabilities denominated in foreign currencies that are measured at fair value are

retranslated to the functional currency at the exchange rate at the date that the fair value was determined. Non-
monetary items in a foreign currency that are measured based on historical cost are translated using the

exchange rate at the date of the transaction. Foreign currency differences arising on retranslation are recognized
in profit or loss, except for differences arising on a financial liability designated as a hedge of the net investment in
a foreign operation to the extent that the hedge is effective or qualifying cash flow hedges to the extent the hedge
is effective, which are recognized in other comprehensive income.

Consolidated Financial Statements of Icelandair Group hf. 2020 54 Amounts are in USD thousand



ICELANDAIRA
GROUP

Notes, contd.:

47. Significant accounting policies, contd.:
b. Currency exchange, contd.:

Assets and liabilities of foreign operations and subsidiaries with functional currencies other than USD, including
goodwill and fair value adjustments arising on acquisitions, are translated to USD at exchange rates at the
reporting date. Income and expenses are translated to USD at exchange rates at the dates of the transactions.
Currency differences arising on translation are recognized in other comprehensive income. When an operation is
disposed of, in part or in full, the relevant amount in the currency translation reserve within equity is transferred to
profit or loss as part of the profit or loss on disposal.

Currency differences are recognized in other comprehensive income, and presented in the translation reserve in
equity. However, if the operation is not a wholly owned subsidiary, then the relevant proportion of the translation
difference is allocated to the non-controlling interests.

c. Operating income

Passenger ticket sales are recognized as revenue when transportation has been provided. Sold refundable
documents not used within twelve months from the month of sale are recognized as revenue. Non-refundable
documents are recognized as revenue two months after expected transport if not used. Revenue from mail and
cargo transportation is recognized when transportation has been provided.

For customer loyalty programmes, the fair value of the consideration received or receivable in respect of the initial
sale is allocated between the award credits (frequent flyer points) and other components of the sale. Awards can
also be generated through transportation services supplied by the Group. Through transportation services the
amount allocated to the points is estimated by reference to the fair value of the services for which they could be
redeemed, since the fair value of the points themselves is not directly observable. The fair value of the services is
calculated taking into account the expected redemption rate and timing of the redemptions. The amounts are
deferred and revenue is recognized only when the points are redeemed and the Group has fulfilled its obligations
to provide the services. The amount of revenue recognized in those circumstances is based on the number of
points that have been redeemed in exchange for services, relative to the total number of points that is expected to
be redeemed.

Revenue from aircraft and aircrew lease is recognized in profit or loss when the service has been provided and
IFRS 16 Lease standard does not apply.

Revenue includes revenue from tourism, sales at airports and hotels, maintenance service sold and other
revenue. Revenue is recognized in profit or loss when the service has been provided or sale completed by
delivery of products.

Gain on sale of operating assets is recognized in profit or loss when the risks and rewards of ownership are
transferred to the buyer.

d. Employee benefits

Short-term employee benefits are expensed when the related service is provided. A liability is recognized for the
amount expected to be paid if the Group has a present legal or constructive obligation to pay this amount as a
result of past service provided by the employee and the obligation can be estimated reliably.

Obligations for contributions to defined contribution plans are epensed when the related service is provided.
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47. Significant accounting policies, contd.:

e. Leases
At inception of a contract, the Group assesses whether a contract is, or contains a lease. A contract is, or contains
a lease if the contract conveys the right of control the use of identified asset for a period of time in exchange for
consideration. To assess whether a contract conveys the right to control the use of an identified asset, the Group
uses the definition of lease in IFRS 16.

The Group recognizes a right-of-use asset and lease liability at the lease commencement date. The right-of-use
asset is initially measured at cost, which comprises the initial amount of the lease liability adjusted for any lease
payments made at or before the commencement date, plus any initial direct costs incurred an estimate of costs to
dismantle and remove the underlying asset or to restore the underlying asset or the site on which it is located, less
any lease incentives receivable.

The right-of-use asset is subsequently depreciated using the straight-line method from the commencement date to
the end of the lease term, unless the lease transfers ownership of the underlying asset to the Group by the end of
the lease term or the cost of the right of use asset reflects that the Group will exercise a purchase option. In that
case the right-of-use asset will be depreciated over the useful life of the underlying asset, which is determined on
the same basis as those of property and equipment. In addition, the right-of-use asset is periodically reduced by
impairment leases, if any and adjusted for certain remeasurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot be readily
determined, the Group’s incremental borrowing rate. Generally, the Group uses its incremental borrowing rate as
the discount rate.

The Group determines its incremental borrowing rate by obtaining interest rates from various external financing
sources and makes certain adjustments to reflect the terms of the lease and type of the asset leased.

Lease payments included in the measurement of the lease liability comprise the following:
- fixed payments, including in-substance fixed payments;

- variable lease payments that depend on an index or a rate, initially measured using the index or rate as at the
commencement date;

- amounts expected to be payable under a residual value guarantee; and

- the exercise price under a purchase option that the Group is reasonably certain to exercise, lease payments in
an optional renewal period if the Group is reasonably certain to exercise an extension option, and penalties for
early termination of a lease unless the Group is reasonably certain not to terminate early.

The lease liability is measured at amortized cost using the effective interest method. It is remeasured when there
is a change in future lease payments arising from a change in an index or rate, if there is a change in the Group’s
estimate of the amount expected to be payable under a residual value guarantee, if the Group changes its

assessment of whether it will exercise a purchase, extension or termination option or if there is a revised in-
substance fixed lease payment.

When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying amount of
the right-of-use asset, or is recorded in profit or loss if the carrying amount of the right-of-use asset has been
reduced to zero.
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47. Significant accounting policies, contd.:
e. Leases, contd:

The Group has elected not to recognize right-of-use assets and lease liabilities for leases of low-value asset and
short-term leases, including IT equipment. The Group recognizes the lease payments associated with these
leases as an expense on a straight-line basis over the lease term.

At inception or on modification of a contract that contains a lease component, the Group allocates the
consideration in the contract to each lease component on the basis of their relative stand-alone prices.

When the Group acts as a lessor, it determines at lease inception whether each lease is a finance lease or an
operating lease.

To classify each lease, the Group makes an overall assessment of whether the lease transfers substantially all of
the risks and rewards incidental to ownership of the underlying asset. If this is the case, then the lease is a finance
lease; if not then it is an operating lease. As part of this assessment, the Group considers certain indicators such
as whether the lease is for the major part of the economic life of the asset.

When the Group is an intermediate lessor, it accounts for its interests in the head lease and the sub-lease
separately. It assesses the lease classification of a sub-lease with reference to the right-of-use asset arising from
the head lease, not with reference to the underlying asset. If head lease is a short-term lease to which the Group
applies the exemption described above, then it classifies the sub-lease as an operating lease.

If an arrangement contains lease and non-lease components, then the Group applies IFRS 15 to allocate the
consideration in the contract.

The Group applies the derecognition and impairment requirements in IFRS 9 to the net investment in the lease.
The Group further regularly reviews estimated unguaranteed residual values used in calculating the gross
investment in the lease.

The Group recognizes lease payments received under operating leases as income on a straight-line basis over
the lease term as part of 'other revenue'.

Generally, the accounting policies applicable to the Group as a lessor in the comparative period were not different
from IFRS 16 except for the classification of the sub-lease entered into during current reporting period that
resulted in a finance lease classification.

f. Finance income and finance costs
Finance income comprises interest income on funds invested, dividend income, foreign currency gains, and gains
on hedging instruments that are recognized in profit or loss. Interest income is recognized as it accrues in profit or
loss, using the effective interest method. Dividend income is recognized in profit or loss on the date that the
Group's right to receive payment is established.

Finance costs comprise interest expense on borrowings, unwinding of discounts on provisions, foreign currency
losses, impairment losses recognized on financial assets, and losses on hedging instruments that are recognized
in profit or loss. Borrowing costs that are not directly attributable to the acquisition of a qualifying asset are
recognized in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on a net basis as either finance income or finance cost depending
on whether currency movements are in a net gain or net loss position.
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47. Significant accounting policies, contd.:

g. Income tax
Income tax comprises current and deferred tax. It is recognized in profit or loss except to the extent that it relates
to items recognized directly in equity or in other comprehensive income.

Current tax is expected tax payable on taxable income for the year using tax rates enacted at the reporting date.

Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is not
recognized for goodwill not deductible for tax purposes, the initial recognition of assets or liabilities that do not
affect accounting, or taxable profit or differences relating to investment in subsidiaries.

h. Inventories
Goods for resale and supplies are measured at the lower of cost and net realisable value. The cost of inventories
is based on first-in first-out principle and includes expenditure incurred in acquiring the inventories and bringing
them to their existing location and condition. Net realisable value is the estimated selling price in the ordinary
course of business, less the estimated costs of completion and selling expenses.

i. Operating assets

Iltems of operating assets are measured at cost less accumulated depreciation and accumulated impairment
losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of self-constructed
assets includes the cost of materials and direct labour, any other costs directly attributable to bringing the assets
to a working condition for their intended use.

When parts of an item of operating assets have different useful lives, they are accounted for as separate items
(major components) of operating assets.

Any gain and loss on disposal of an item of operating assets (calculated as the difference between the net
proceeds from disposal and the carrying amount of the item) is recognized in profit or loss.

Aircraft and flight equipment, e.g. aircraft engines and aircraft spare parts, are measured at cost less accumulated
depreciation and accumulated impairment losses. When an aircraft is acquired the purchase price is divided
between the aircraft itself and engines. Aircraft is depreciated over the estimated useful life of the relevant aircraft
until a residual value is met. Engines are depreciated according to actual usage based on cycles flown. When an
engine is overhauled the cost of the overhaul is capitalised and the remainder of the cost of the previous overhaul
that has not already been depreciated, if any, is expensed in full.

Subsequent expenditure is capitalised only when it is probable that future economic benefits associated with the
expenditure will flow to the Group. Ongoing repairs and maintenance is expensed as incurred.
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47. Significant accounting policies, contd.:
i. Operating assets, contd.:

Depreciation is based on the cost of an asset less its residual value. Significant components of individual assets
are assessed and if a component has a useful life that is different from the remainder of that asset, that
component is depreciated separately.

Iltems of operating assets are depreciated on a straight-line basis in profit or loss over the estimated useful lives of
each component unless other systematic method is considered appropriate. Leased assets are depreciated over
the shorter of the lease term or their useful lives. The estimated useful lives for the current and comparative
periods are as follows:

Useful life
Aircraft and flight eqQUIPMENt ... e e 3-17 years
o] o S PRPTRI Cycles flown
BUIIAINGS ... e e e s 17-50 years
Other property and @QUIPMENT .........ooiiiiiiii e e 3-20 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date and adjusted if
appropriate.

j- Intangible assets and goodwill

All business combinations are accounted for by applying the purchase method. Goodwill represents amounts
arising on acquisition of subsidiaries. In respect of business acquisitions goodwill represents the difference
between the cost of the acquisition and the fair value of the net identifiable assets acquired.

Goodwill is measured at cost less accumulated impairment losses. Goodwill is allocated to cash-generating units
and is tested annually for impairment.

Goodwill, trademarks and airport slots with indefinite useful lives are stated at cost less accumulated impairment
losses.

Other intangible assets acquired by the Group and have finite useful lives are measured at cost less accumulated
amortisation and impairment losses. Amortisation is recognized in profit or loss on a straight-line basis over the
estimated useful lives since this most closely reflects the expected pattern of consumption of the future economic
benefits embodied in the asset. The estimated useful lives for the current and comparative years are as follows:

Useful life
SOMWEAIE ...ttt e e ekt e st e e n e e e e n e e e e e e e e e s 3 years
Other intangible assets 6-10 years

Amortisation methods, useful lives and residual values are reviewed at each reporting date and adjusted if
appropriate.

Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the
specific asset to which it relates. All other expenditure, including expenditure on internally generated goodwill and
brands, is recognized in profit or loss as incurred.
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47. Significant accounting policies, contd.:
k. Assets held for sale
Non-current assets, or disposal groups comprising assets and liabilities, are classified as held-for-sale if it is
highly probable that they will be recovered primarily through sale rather than through continuing use.

Such assets, or disposal groups, are generally measured at the lower of their carrying amount and fair value less
costs to sell. Any impairment loss on a disposal group is allocated first to goodwill, and then to the remaining
assets and liabilities on a pro rata basis, except that no loss is allocated to inventories, financial assets or deferred
tax assets which continue to be measured in accordance with the Group's other accounting policies. Impairment
losses on initial classification as held-for-sale or held-for-distribuiton and subsequent gains and losses on
remeasurement are recognized in profit or loss.

Once classified as held-for-sale, intangible assets and operating assets are no longer amortised or depreciated,
and any equity-accounted investee is no longer equity accounted.

. Financial instruments

Trade receivables and debt securities are initially recognized when they are originated. All other financial assets
and financial liabilities are initially recognized when the Group becomes a party to the contractual provisions of the
instrument.

A financial asset (unless it is a trade receivable without a significant financing component) or financial liability is
initially measured at fair value plus, for an item not at fair value through profit or loss, transaction costs that are
directly attributable to its acquisition or issue. A trade receivable without a significant financing component is
initially measured at the transaction price.

The Group derecognizes a financial asset when the contractual rights to the cash flows from the financial asset
expire, or it transfers the rights to receive the contractual cash flows in a transaction in which substantially all of
the risks and rewards of ownership of the financial asset are transferred or in which the Group neither transfers
nor retains substantially all of the risks and rewards of ownership and it does not retain control of the financial
asset.

Financial assets and financial liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Group currently has a legally enforceable right to set off the amounts and it
intends either to settle them on a net basis or to realise the asset and settle the liability simultaneously.

The Group classifies non-derivative financial assets into the following categories: financial assets at fair value
through profit or loss and financial assets measured at amortised cost.

Financial assets at fair value through profit or loss

Financial assets that are held for trading or are managed and whose performance is evaluated on a fair value
basis are measured at FVTPL. These assets are subsequently measured at fair value. Net gains and losses,
including any interest or dividend income, are recognized in profit or loss.

Financial assets at fair value through profit or loss comprise marketable securities actively managed by the
Group's treasury department to address short-term liquidity needs.

Consolidated Financial Statements of Icelandair Group hf. 2020 60 Amounts are in USD thousand



ICELANDAIRA
GROUP

Notes, contd.:

47. Significant accounting policies, contd.:
. Financial instruments, contd.:

Financial assets measured at amortised cost
A financial asset is measured at amortised cost if it meets both of the following conditions and is not designated
as at FVTPL:
— it is held within a business model whose objective is to hold assets to collect contractual cash flows; and
— its contractual terms give rise on specified dates to cash flows that are solely payments of principal and interest
on the principal amount outstanding.

These assets are subsequently measured at amortised cost using the effective interest method. The amortised
cost is reduced by impairment losses. Interest income, foreign exchange gains and losses and impairment are
recognized in profit or loss. Any gain or loss on derecognition is recognized in profit or loss.

Financial assets measured at amortised cost comprise cash and cash equivalents and trade and other
receivables.

Cash and cash equivalents comprise cash balances and call deposits with original maturities of three months or
less.

The Company initially recognizes debt securities issued on the date that they are originated. All other financial
liabilities are recognized initially on the trade date at which the Company becomes a party to the contractual
provisions of the instrument.

The Group derecognizes a financial liability when its contractual obligations are discharged or cancelled, or expire.
The Group also derecognizes a financial liability when its terms are modified and the cash flows of the modified
liability are substantially different, in which case a new financial liability based on the modified terms is recognized
at fair value.

The Company classifies non-derivative financial liabilities into the other financial liabilities category. Such financial
liabilities are recognized initially at fair value plus any directly attributable transaction costs. Subsequent to initial
recognition these financial liabilities are measured at amortized cost using the effective interest method.

Financial liabilities other than derivatives comprise loans and borrowings and trade and other payables.

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when,
and only when, the Company has a legal right to offset the amounts and intends either to settle on a net basis or
to realize the asset and settle the liability simultaneously.

The Group holds derivative financial instruments to hedge its foreign currency, fuel price and interest rate risk
exposures (see note 36). Derivatives are recognized initially at fair value; attributable transaction costs are
recognized in profit or loss as incurred. Subsequent to initial recognition, derivatives are measured at fair value,
and changes therein are generally recognized in profit or loss. The Group holds no trading derivatives.
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On initial designation of the derivative as a hedging instrument, the Group formally documents the relationship
between the hedging instrument and hedged item, including the risk management objectives and strategy in
undertaking the hedge transaction and the hedged risk, together with the methods that will be used to assess the
effectiveness of the hedging relationship. The Group makes an assessment, both at the inception of the hedge
relationship as well as on an ongoing basis, whether the hedging instruments are expected to be highly effective
in offsetting the changes in the fair value or cash flows of the respective hedged items during the period for which
the hedge is designated, and whether the actual results of each hedge are within a range of 80-125 percent. For a
cash flow hedge of a forecast transaction, the transaction should be highly probable to occur and should present
an exposure to variations in cash flows that ultimately could affect reported profit or loss.

Cash flow hedges

When a derivative is designated as a cash flow hedging instrument in a hedge of the variability in cash flows
attributable to a particular risk associated with a recognized asset or liability or a highly probable forecast
transaction that could affect profit or loss, the effective portion of changes in the fair value of the derivative is
recognized in other comprehensive income and accumulated in the hedging reserve in equity. Any ineffective
portion of changes in the fair value of the derivative is recognized immediately in profit or loss.

When the hedged item is a non-financial asset, the amount accumulated in equity is included in the carrying
amount of the asset when the asset is recognized. In other cases the amount accumulated in equity is reclassified
to profit or loss in the same period during which the hedged item affects profit or loss. If the hedging instrument no
longer meets the criteria for hedge accounting, expires or is sold, terminated or exercised, or the designation is
revoked, then hedge accounting is discontinued prospectively. If the hedged future cash flows is no longer
expected to occur, then the amounts that have been accumulated in the hedging reserve and the cost of hedging
reserve are immediately reclassified to profit or loss.

Net investment hedges

When a non-derivative financial liability is designated as the hedging instrument in a hedge of a net investment in
a foreign operation, the effective portion of foreign exchange gains and losses is recognized in other
comprehensive income and presented in the translation reserve within equity. Any ineffective portion of the
changes in the fair value of foreign exchange gains and losses on the non-derivative is recognized immediately in
profit or loss. The amount recognized in other comprehensive income is reclassified to profit or loss as a
reclassification adjustment on disposal of the foreign operation.

Other non-trading derivatives
When a derivative financial instrument is not designated in a hedge relationship that qualifies for hedge
accounting, all changes in its fair value are recognized immediately in profit or loss.

m. Share capital
Ordinary shares
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary shares are
recognized as a deduction from equity, net of any tax effects.

Repurchase and reissue of share capital

When share capital recognized as equity is repurchased, the amount of the consideration paid, which includes
directly attributable costs, net of any tax effects, is recognized as a deduction from equity. Repurchased shares
are classified as treasury shares and are presented as a deduction from total equity. When treasury shares are
sold or reissued subsequently, the amount received is recognized as an increase in equity, and the resulting
surplus or deficit on the transaction is presented in share premium. [J
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A financial asset not carried at fair value through profit or loss is assessed at each reporting date to determine
whether there is objective evidence that it is impaired. A financial asset is impaired if there is objective evidence of
impairment as a result of one or more events that have occurred after the initial recognition of the asset, and that
loss event had an impact on the estimated future cash flows of that asset which can be estimated reliably.

Objective evidence that financial assets are impaired includes:

Default or delinquency by a debtor;

Restructuring of an amount due to the Group on terms that the Group would not consider otherwise;

Indications that a debtor or issuer will enter bankruptcy;

Adverse changes in the payment status of borrowers or issuers;

The disappearance of an active market for a security because of financial difficulties; or

Observable data indicating that there is a measurable decrease in the expected cash flows from a group of
financial assets.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows discounted at the asset's
original effective interest rate. Losses are recognized in profit or loss and reflected in an allowance account
against receivables. Interest on the impaired asset continues to be recognized. When an event occurring after the
impairment recognized causes the amount of impairment loss to decrease, the decrease in impairment loss is
reversed through profit or loss.

The carrying amounts of the Group's non-financial assets, other than inventories and deferred tax assets, are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, then the asset's recoverable amount is estimated. Goodwill and indefinite-lived intangibles assets are
tested annually for impairment. An impairment loss is recognized if the carrying amount of an asset or cash-
generating unit (CGU) exceeds its recoverable amount.

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value less costs to sell. In
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset or CGU. For the purpose of impairment testing, assets that cannot be tested individually are grouped
together into the smallest group of assets that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or CGUs. Subject to an operating segment ceiling test, for the
purposes of goodwill impairment testing, CGUs to which goodwill has been allocated are aggregated so that the
level at which impairment testing is performed reflects the lowest level at which goodwill is monitored for internal
reporting purposes. Goodwill acquired in a business combination is allocated to groups of CGUs that are expected
to benefit from the synergies of the combination.

Impairment losses are recognized in profit or loss. Impairment losses recognized in respet of CGUs are allocated
first to reduce the carrying amount of any goodwill allocated to the CGU (group of CGUs), and then to reduce the
carrying amounts of other assets in the CGU (group of CGUs) on a pro rata basis.

An impairment loss is recognized if the carrying amount of an asset or cash-generating unit exceeds its estimated
recoverable amount. Impairment losses are recognized in profit or loss. Impairment losses recognized in respect
of cash-generating units are allocated first to reduce the carrying amount of any goodwill allocated to the units and
then to reduce the carrying amount of other assets in the unit (group of units) on a pro rata basis.

The Group's corporate assets do not generate separate cash inflows and are utilised by more than one CGU.
Corporate assets are allocated to CGUs on a reasonable and consistent basis and tested for impairment as part
of the testing of the CGU to which the corporate asset is allocated.

An impairment loss in respect of goodwill is not reversed. For other assets, an impairment loss is reversed only to
the extent that the asset's carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if no impairment loss had been recognized.
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o. Provisions
A provision is recognized if, as a result of a past event, the Group has a present legal or constructive obligation
that can be estimated reliably and it is probable that an outflow of economic benefits will be required to settle the
obligation. Provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects
current market assessments of the time value of money and the risks specific to the liability.

With respect to the Group’s operating lease agreements, where the Group has a commitment to maintain the
aircraft, provision is made during the lease term for the obligation based on estimated future cost of major
airframe and certain engine maintenance checks by making appropriate charges to the profit or loss calculated by
reference to the number of hours or cycles operated.

Provisions are entered into the statement of financial position among non-current and current payables, as
applicable.

p. Deferred income
Sold unused tickets, fair value of unutilized frequent flyer points and other prepayments are presented as deferred
income in the statement of financial position.

Frequent flyer points earned or sold are accounted for as a liability on a fair value basis of the services that can be
purchased for the points. The points are recognized as revenue when they are utilized or when they expire.

A deferred tax asset is recognized for unused tax losses and deductible temporary differences, to the extent that it
is probable that future taxable profits will be available against which they can be used. Deferred tax assets are
reviewed at each reporting date and are reduced to the extent that it is no longer probable that the related tax
benefit will be realized.

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they
reverse, using tax rates enacted at the reporting date.

q. Earnings per share
The Group presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is
calculated by dividing the profit attributable to ordinary shareholders of the Company by the weighted average
number of ordinary shares outstanding during the year, adjusted for own shares held. Diluted EPS is determined
by adjusting the profit or loss attributable to ordinary shareholders and the weighted average number of ordinary
shares outstanding, adjusted for treasury shares held, for the effects of all dilutive potential ordinary shares.

r. Segment reporting

An operating segment is a component of the Group that engages in business activities from which it may earn
revenue and incur expenses, including revenue and expenses that relate to transactions with any of the Group's
other components. An operating segment's operating results are reviewed regularly by the CEO to make decisions
about resources to be allocated to the segment and assess its performance, and for which discrete financial
information is available. The major revenue-earning assets of the Group is the aircraft fleet, the majority of which
is registered in Iceland. Since the Group's aircraft fleet is employed flexibly across its route network, there is no
suitable basis of allocating such assets and related liabilities to geographical segments.
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Inter-segment pricing is determined on an arm's length basis.

Segment results, reported to the CEO include items directly attributable to a segment as well as those that can be
allocated on a reasonable basis. Unallocated items comprise mainly investments and related revenue, loans and
borrowings and related expenses, corporate assets and head office expenses, and income tax assets and
liabilities.

48. Standards issued but not yet effective
A number of new standards are effective for annual periods beginning after 1 January 2021 and earlier application
is permitted; however, the Group has not early adopted the new or amended standards in preparing these
consolidated financial statements.

The following amended standards and interpretations are not expected to have a significant impact on the
Group’s consolidated financial statements.

- COVID-19-Related Rent Concessions (Amendment to IFRS 16).

- Property, Plant and Equipment: Proceeds before Intended Use (Amendments to IAS 16).

- Reference to Conceptual Framework (Amendments to IFRS 3).

- Classification of Liabilities as Current or Non-current (Amendments to IAS 1)

- IFRS 17 Insurance Contracts and amendments to IFRS 17 Insurance Contracts.
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The framework

The Guidelines on Corporate Governance issued by the Iceland Chamber of Commerce, Nasdaq Iceland and the
Confederation of Icelandic Employers, along with the Company's Articles of Association, and rules for Issuers of
Securities listed on the Nasdaq Iceland, make up the framework for Icelandair Group's Corporate Governance
practices. The Company's Articles of Association are accessible on the Company's website and the guidelines
and the rules for Issuers are on the website of Nasdaq Iceland.

The Company complies in all main respects to the rules mentioned above. No government organization has found
the Company to be in breach of any rule or regulation regarding corporate governance.

Composition and activites of the Board of Directors and sub-committees

Board of Audit Remunera- Nomination Strategy
Directors Committee tion Committee Committee
Committee
Nr. of meetings in 2020 ............. 48 6 4 5 10
Ulfar Steindérsson .................... x (Chairman) x (Chairman) X
Gudmundur Hafsteinsson ......... X X X
Svafa Gronfeldt ...........ccccooeeie X x (Chairman)
John F. Thomas ........cccccceeeen. X X
Nina Jonsson ........cccccovviuiieenn. X X
Alexander Edvardsson .............. x (Chairman)
Hjorleifur Palsson ...................... x (Chairman)
Helga Arnadottir ........................ X

Internal audit and risk management

The Group's Audit Committee oversees how the management monitors compliance with the Group's risk

management policies and procedures and reviews the adequacy of the risk management framework in relation to
the risks faced by the Group. The Group's Audit Committee is assisted in its oversight role by internal audit

processes. Regular and ad hoc reviews of risk management controls and procedures are a part of the Company's
working procedures, the results of which are reported to the Audit Committee. The Committee shall oversee the
annual financial statements of the Company and the Group's consolidated financial statements including non-
financial information as well as the company's annual report. An amendment to the internal process to formally
review the annual report by the audit committee in case an audit committee member will not be part of the board
of the company was intended to be implemented in 2020 but the implementation is on the agenda in 2021. The
Committee is responsible for the evaluation of the independence and the eligibility of both the Company's external
auditor and auditing firm. The Committee shall make suggestions to the Board of Directors regarding the selection
of the Company's auditor. The Audit Committee held six meetings in 2020.

Audit Committee members:
Alexander Edvardsson, Chairman
Gudmundur Hafsteinsson
Svafa Gronfeldt

Values, Code of Ethics and Corporate Responsibility
The Company's values are:

Passion

Simplicity

Responsibility

On 25 May 2009 the Board of Directors approved a Code of Ethics which was amended on 5 January 2011 and

18 November 2016. The Code of Ethics is accessible to all Company employees through the Company's intranet,
MyWork.
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Remuneration Committee

The purpose of the Remuneration Committee is to maintain oversight of the remuneration of the Executive
Committee and senior management as well as to ensure that the structure of the remuneration components are
aligned with the long-term interests of the shareholders.

The main tasks of the Remuneration Committee is to prepare the decision-making process of the Board with
regards to the remuneration policy, including the determination of any performance related variable compensation,
and setting the terms and conditions for remuneration for the CEO and members of the Board. The Remuneration
Committee is also assigned to regularly review the remuneration policy and ensuring its adherence.

The Remuneration Committee also oversees the overall long-term development of remuneration and human
resource matters to ensure that all remuneration practices are in accordance with laws, regulations and overall
best practices. Furthermore, the Remuneration Committee seeks to formulate a point of view on any risks —
operational, financial or otherwise — and if and how they may affect the organization.

The Remuneration Committee inquires about the results and outcomes of established human resource policies
and procedures on a regular basis.

The objective of the Remuneration Policy is to make employment with Icelandair Group and its subsidiaries an
attractive option for highly-skilled employees and thereby secure the Company's position as a leading competitor
in its field. Pursuant to said objective the Company must be able to offer competitive salaries and other variable
forms of payment, such as short-term cash incentives and equity-related long-term incentives.

In 2019 the Remuneration Committee approved a short-term incentive program for which the Executive
Committee and senior managers were eligible to participate in based on their respective roles in the organization.

The purpose of the program is to align the interests of the management with those of the shareholders and
mobilize the Company’s leadership to focus on the overall performance — both financial objectives and the
execution of the Group's strategy. The program is designed to encourage the management to increase
shareholder value and reward operational performance, proper management and professional conduct.
Performance outcomes are determined by a mixture of financial-, strategic-, and operational measures which take
into account the participant's role. Performance payouts based on this short-term incentive program are annual
and capped at 25% of annual base salary.

Any compensation to the management under the short term incentive program is based on the sole discretion of
the Remuneration Committee taking into account the factors above. Without questioning the value of the
management's contribution to the Company in 2020 the Remuneration Committee has decided that no payments
will be made under the short term incentive plan for 2020 due to financial outcome of the year and further financial
challenges resulting from the COVID-19 pandemic.

The international airline and aviation industry is a very regulated and highly unionized industry and Icelandair's
operations are no exception therefrom. This operational set-up means that typically about half of the workforce's
terms and conditions of employment — corrected for seasonality — is governed by collective wage agreements with
the other half operating under the law of supply and demand.

In terms of the local Icelandic general labor market industry pay developments vis-a-vis the ground- and office
staff is characterized by a complicated set up based on operational requirements of 24/7 opening functionality all
year around.

According to Icelandair Group's Remuneration Policy, the remuneration package for the President and CEO is
comprised of a fixed and variable salary component and needs to be competitive with other CEQ's of publicly
traded companies in the Icelandic stock market as well as other airlines in the same market. In addition, the terms
of employment of the President and CEO shall take into account the financial and operating results of the
Company from time to time.

As stated above, the variable remuneration of the President and CEO is an integral part of the overall Executive
Committee remuneration policy which is linked to predetermined and quantifiable performance measures which
are reviewed and approved by the Remuneration Committee and the Board each fiscal year. The Remuneration
Committee typically reviews the President's and CEO's performance measures and makes a proposal for
appropriate changes to the Board of Directors to reflect a strategic or tactical directional change for the Group
from time to time.
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According to Icelandair Group's Remuneration Policy, remuneration for the members of the Board of Directors and
members of the Board's sub-committees shall be based on the time spent by directors on the job and the
responsibilities associated with the role. When determining remuneration to the directors of the Board,
consideration shall be given to the remuneration paid to board directors of comparable companies. Members of
the Board of Directors are not remunerated in shares, purchase or put options, pre-emptive rights, warrants or any
other payments related to shares in the Company or the share price development in the Company.

The Remuneration Committee re-evaluates the remuneration of members of the Board of Directors annually
taking into consideration, among other things, wage development within Icelandair, development of the general
wage index as well as the Company's overall performance. Proposals of the Remuneration Committee on the
remuneration of the members of the Board of Directors and its sub-committees, and any changes in the
Remuneration Policy, are submitted to the Board of Directors which subsequently submits a proposal for a
shareholders' vote at the Annual General Meeting.

The Remuneration Committee is currently reviewing the current Remuneration Policy and the remuneration to the
members of the Board of Directors. If any changes will be suggested, and approved by the Board of Directors,
such proposals will be submitted to the Annual General Meeting for the approval of shareholders.

Remuneration Committee members:
Ulfar Steindorsson, Chairman
Gudmundur Hafsteinsson

Nomination Committee

Icelandair Group operates a Nomination Committee which has an advisory role in the selection of members of the
Board of Directors. The Committee presents its proposal to the Annual General Meeting or other Shareholders'
meetings where election to the Board of Directors is on the agenda.

The Nomination Committee shall put forward its rationalized opinion concurrently to the notification of the AGM or
as soon as possible in conjunction with other shareholder meetings. The Committee's opinion shall be made
available to shareholders in the same way as other proposals to be submitted to the meeting. The Committee
operates according to rules of procedures which are set by the Committee itself and approved by the Board of
Directors. The Nomination Committee shall review its rules of procedure as needed and have any changes
approved by the Board of Directors annually.

The Nomination Committee consists of three members. The Shareholders' meeting elects two members, one man
and one woman, which are nominated by shareholders. Subsequently, the Board of Directors nominates one
member.

All members shall be independent of the Company and its executives. The member nominated by the Board of
Directors shall be independent of the Company's largest shareholders. The same criteria shall apply to the
assessment of the independence of Committee members as to the assessment of the independence of Board
Members according to The Guidelines on Corporate Governance issued by the Iceland Chamber of Commerce,
the Confederation of Icelandic Employers and Nasdaq Iceland. The Nomination Committee held five meetings in
2020 and furthermore had meetings with Icelandair Group's management team and the largest shareholders.

Nomination Committee members:
Hjorleifur Palsson, Chairman
Helga Arnadattir
Ulfar Steindérsson
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Strategy Committee

The purpose of the Strategy Committee is to maintain oversight over the development and implementation of
Icelandair Group's strategy and the risks to it. In addition, the Committee serves as a forum for in-depth
discussions on Icelandair Group’s strategy and relevant considerations between the Board of Directors, the
Executive Committee, and functions responsible for strategy development and implementation.

The Strategy Committee was formed to foster closer involvement from the Board of Directors with Icelandair
Group's strategy development and implementation. As a whole, the Committee has extensive knowledge and
experience of airline strategy and strategic implementation in addition to a strong network within the industry. As a
result, it can provide valuable support to the Icelandair organization on strategic topics. The committee held ten
meetings in 2020.

Strategy Committee members:
Svafa Gronfeldt, Chairman
John F. Thomas
Nina Jonsson

The Board of Directors and Executive Committee

Ulfar Steindérsson, Chairman

Ulfar Steindérsson is CEO and Chairman of Toyota in Iceland ehf. and Ju ehf. He was CEO of Primex ehf. in
Siglufiéréur from 2002 to 2004 and CEO of the New Business Venture Fund from 1999 to 2002. Ulfar is Chairman
of the Board of Bilautleigan ehf., Okkar bilaleiga ehf., Motormax and TK bilar ehf. He is Board member of Toyota
in Iceland ehf., Fagkaup ehf., UK fjarfestingar ehf., Skorri ehf., Keila ehf. and My Car ehf. and a vice board
member of Blaa 16nid ehf. Ulfar holds a Cand. Oecon. degree from the University of Iceland and an MBA from
Virginia Commonwealth University. He joined the Board of Icelandair Group on 15 September 2010.

Svafa Grénfeldt, Vice Chairman

Svafa Gronfeldt is a Professor of Practice at the Massachusetts Institute of Technology. She is a founding
member of MIT's newest innovation accelerator DesignX focused on the design and development of technology-
and service-based ventures created at MIT. Svafa is the co-founder of The MET fund, a Cambridge based seed
investment fund. She is a member of the Board of Directors of Ossur since 2008 and Origo since 2019. Previous
positions include executive leadership positions at two global life science companies where she served as Chief
Organizational Development Officer of Alvogen and Deputy to the CEO of Actavis Group. Her executive career
has been focused on organizational design for high growth companies, strategy implementation, service process
design for operational improvement and performance tracking. She is a former President of Reykjavik University.
Svafa holds a Ph.D. from the London School of Economics where she examined the impact of customer-oriented
behaviours and service design on business outcomes. She joined the Board of Icelandair Group on 8 March 2019.

Gudémundur Hafsteinsson, Board Member

Gudmundur Hafsteinsson is an investor and entrepreneur and previously lead product development for Google
Assistant at Google. He joined Google in 2014 subsequent to the merger of Google and Emu, a chat-based virtual
assistant start-up he founded in 2012. Prior to the founding of Emu, he was VP Product at Siri, and stayed on after
the acquisition by Apple through the launch of Siri on iPhone 4S. Prior to Siri/Apple, Gudmundur was a Senior
Product Manager at Google, where he managed the initial launches of Google Maps for mobiles and Google
Voice Search. Gudmundur holds an MBA degree from MIT and a BSc. degree in Electrical and Computer
Engineering from the University of Iceland. He joined the Board of Icelandair Group on 8 March 2018.

Consolidated Financial Statements of Icelandair Group hf. 2020 69



ICELANDAIRA
GROUP

Corporate Governance Statement, contd.:

John F. Thomas, Board Member

John F. Thomas is owner and CEO of Waltzing Matilda Aviation LLC, a jet charter and aircraft management
company based in Boston that he founded in 2008. In year 2016-2017, Mr. Thomas was Group Executive at Virgin
Australia Airlines where he led a financial turnaround as CEO of a AU$ 4.0bn (appr. USD 3bn) full service carrier
with over 6,000 employees and 125 aircraft, and from 1990-2016 he was with the global strategy consulting firm
L.E.K. Consulting, as a Managing Director/Senior Partner from 1993 and created and led the Global Aviation
Practice for over 16 years. Additionally he is a Senior Advisor to the management consultancy McKinsey & Co.,
the aviation infrastructure firm Nieuport Aviation Infrastructure Partners GP and the tourism technology firm
Plusgrade. He also sits on the Board of SkyService Inc. the largest corporate aviation provider in Canada where
he also Chairs its Health and Safety committee. He continues to provide advisory work to the global airline
industry. Mr. Thomas holds an MBA degree from Macquarie University Graduate School of Business (which
included 9 months at the MBA program at INSEAD) and a Bachelor of Commerce degree from the University of
New South Wales. He joined the Board of Icelandair Group on 6 March 2020.

Nina Jonsson, Board Member

Nina Jonsson is currently a Senior Advisor at aviation consultancy Plane View Partners and a board member at
aviation technology firm FLYHT. Between 2015 and 2017, she held the role of Senior Vice President Group Fleet
at Air France-KLM Group where she was responsible for group-wide fleet strategy, aircraft sourcing, leasing and
sales. Previously, Ms. Jonsson held a number of other executive positions within the aviation industry including
Fleet Management Officer at the Bristow Group (2012-15), Director Fleet Planning at United Airlines (2006-2011)
and Director Fleet Management at US Airways (2002-2005). Ms. Jonsson holds an MBA degree from Rensselaer
Polytechic Institute and a B.Sc. degree in Air Transport Management from the University of New Haven. She
joined the Board of Icelandair Group on 6 March 2020.

Bogi Nils Bogason, President & CEO

Bogi Nils started his career within Icelandair Group as CFO in October 2008. He was the CFO of Askar Capital
from January 2007 until he joined Icelandair Group and the CFO of Icelandic Group from 2004-2006. Bogi Nils
served as an auditor and partner at KPMG in Iceland during the years from 1993-2004. Bogi Nils holds a Cand
Oecon degree in Business from the University of Iceland and became licensed as a chartered accountant in 1998.
He was appointed President & CEO of Icelandair Group on 4 December 2018.

Arni Hermannsson, Managing Director Loftleidir Icelandic

Birna Osk Einarsdottir, Chief Commercial Officer

Elisabet Helgadéttir, Chief Human Resources Officer

Eva Soéley Gudbjérnsdéttir, Chief Financial Officer

Gunnar Mar Sigurfinnsson, Managing Director Icelandair Cargo

Jens Pérdarson, Chief Operating Officer

Témas Ingason, Chief Information Officer / Chief Business Development Officer

The Company's Board of Directors exercises the supreme authority in the Company's affairs between
shareholders' meetings, and it is entrusted with the task of ensuring that the organisation and activities of the
Company's operation are at all times in correct and proper order.

The Board of Directors is instructed in the Company's Articles of Association to appoint a President and CEO for
the Company and decide the terms of his or her employment. The Board of Directors and President and CEO are
responsible for the management of the Company.
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The Company's Board of Directors must at all times ensure that there is adequate supervision of the Company's
accounts and the safeguarding of its assets and shall adopt working procedures in compliance with the
Companies Act. Only the Board of Directors may assign powers of procuration on behalf of the Company. The
signatures of the majority of the members of the Board are required to bind the Company. The President and CEO
has charge of the day-to-day operation of the Company and is required in his work to observe the policy and
instructions set out by the Company's Board of Directors. Day-to-day operation does not include measures which
are unusual or extraordinary. Such measures can only be taken by the President and CEO with the specific
authorization of the Board of Directors, unless it is impossible to await the decision of the Board without seriously
disadvantaging the operation of the Company. In such instances, the President and CEO is required to consult
with the Chairman of the Board, if possible, after which the Board of Directors must immediately be notified of the
measures. The President and CEO shall ensure that the accounts and finances of the Company conform to law
and accepted practices and that all assets belonging to the Company are securely safeguarded. The President
and CEO is required to provide the members of the Board of Directors and Company auditors with any information
pertaining to the operation of the Company which they may request, as required by law.

The Company's Board of Directors consists of five members elected at the Annual General Meeting for a term of
one year. Those who intend to stand for election to the Board of Directors must inform the Board in writing of their
intention at least seven days before the AGM, or extraordinary shareholders’ meeting at which elections are
scheduled. Only those who have formally informed the Board of their candidacy are eligible.

The Board of Directors elects a Chairman and Deputy Chairman from its members, and otherwise allocates its
obligations among its members as needed. The Chairman calls Board meetings. A meeting must also be held if
requested by a member of the Board of Directors or the President and CEO. Meetings of the Board are valid if
attended by a majority of its members. However, important decisions shall not be taken unless all members of the
Board have had an opportunity to discuss the matter, if possible. The outcome of issues is decided by force of
vote, and in the event of an equality of votes, the issue is regarded as rejected. The President and CEO attends
meetings of the Board of Directors, even if he or she is not a member of the Board, and has the right to participate
in discussions and submit proposals unless otherwise decided by the Board in individual cases. A book of minutes
is kept of proceedings at meetings and must be signed by participants in the meeting. A Board member who
disagrees with a decision made by the Board of Directors is entitled to have his or her dissenting opinion entered
in the book of minutes. The same applies to the President and CEO. The Chairman is responsible for the Board's
relations with the shareholders and he shall inform the Board on the views of the shareholders.

On 12 September 2007 the Board of Directors approved Rules on Working Procedures for the Board which were
amended on 10 August 2012 and 9 February 2018. The Rules on Working Procedures are accessible to the
Board of Directors and the management through the Board's intranet, Admincontrol. In accordance with article 14
of the Rules on Working Procedures the Board of Directors must annually evaluate its work, size, composition and
practices, and must also evaluate the performance of the CEO and others responsible for the day-to-day
management of the Company and its development. The annual performance assessment is intended to improve
working methods and increase the efficiency of the Board. The assessment entails e.g. evaluation of the strengths
and weaknesses of the Board's work and practices and takes into consideration the work components which the
Board believes may be improved.

The Board of Directors elects the members of the Remuneration Committee and the Audit Committee. These sub-
committees adhere to the Rules on Working Procedures. The Nomination Committee has its own Rules of

Procedures which are approved by the Board. The Board of Directors convened 48 times during the year and all

Board Members attended almost all meetings. All the current members of the Board of Directors are independent
from the Company. All Board members were independent of the Company’s major shareholders in 2020.
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Business Model

The heart of the Icelandair Group’s business model is the international route network and the unique geographical
location of Iceland which serves as a connecting hub between Europe and North America, creating sustainable
value for the Company's shareholders and other stakeholders. During 2020, Icelandair Group’s strategy was
further aligned to the Company’s increased focus on its core business, aviation. Furthermore, the importance of
Iceland as its hub and home was reinforced. The vision of bringing “the spirit of Iceland to the world” and the
mission of offering “smooth and enjoyable journeys to, from, via and within Iceland — our hub and home”, are
supported by four strategic initiatives. These are: Sustaining a “culture of teamwork and high performance”,
becoming “the most customer-focused airline in our markets”, achieving “excellence in all operations” and
operating an “agile and sustainable network.”

Vision
We bring the
spirit of Iceland
to the world

We offer smooth
and enjoyable journeys
to, from, via and within
Iceland - our hub and home

Culture . The most
of teamwork :  customer- -
and high . focused airline
- in our markets -

= performance - 3 L -
/ Executed with simplicity

Aviation connects people, cultures and facilitates international relations, business and transport. For an island
located in the middle of the North Atlantic, aviation is fundamental to connect to the world and maintain a good
quality of life. As the leading airline in Iceland and an important employer, Icelandair Group takes its responsibility
towards all its stakeholders, such as its employees, customers, shareholders, the environment, society and the
Icelandic economy, seriously.

Icelandair Group’s strategy in corporate responsibility is based on the United Nations’ Sustainable Development
Goals (SDGs). These goals have become a universal language of governments and businesses to work towards a
more sustainable future. The Company issues an annual report where its corporate responsibility information is
presented in accordance with the Global Reporting Initiatives (GRI) standards — core level, and with reference to
Nasdag's ESG Reporting Guide. Specific targets have been set for the Company’s key focus areas in corporate
responsibility and action plans developed. Following is further information on the responsible actions Icelandair
Group has taken during the pandemic, as well as an overview of the key areas of corporate responsibilities
according the ESG Reporting Guide — Environment, Society and Governance.

! Agile and
:  sustainable
: network

e, log
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The aviation and tourism industries have been heavily affected by the COVID-19 pandemic. Icelandair Group has
taken its important role as the lead airline in Iceland seriously during the pandemic, keeping vital air routes open
both for passenger and cargo transport. However, drastic measures had to be taken to adjust to the situation. The
focus was both on short- and long-term measures. The objective was to get the Company through an extended
period of minimum operations, increase its long-term competitiveness and at the same time protect as many jobs
as possible. Health and safety of employees and customers has been at the forefront during this time, with
extensive measures taken across the Company and on board its aircraft. Service to customers shifted from sales
and services to finding solutions for passengers — for the ones that needed to travel as well as the ones that
requested a refund or travel credit. Incoming passenger requests for changes to their bookings or information
multiplied and great effort was put into developing effective technical solutions to shorten response times.

Environment

Icelandair Group is an environmentally-conscious company with a high standard for safe and responsible aviation
and it is dedicated to minimising the environmental impact of its operations. The Company recognises the
influence that air travel has on the environment by addressing its responsibilities to reduce emissions, conserve
natural resources, as well as optimise the use of sustainable energy and recyclable materials. Icelandair is
certified to the highest level of the IEnvA environmental certification program from IATA, which requires
demonstration of ongoing environmental performance improvements.

Sustainable business growth requires the Company to address its environmental impact, both globally and locally.
As part of this effort, Icelandair Group participates in the work of various environmental working groups, such as
with the International Air Transport Association (IATA) and Airlines for Europe (A4E).

Furthermore, Icelandair Group participates in the incentive project of Responsible Tourism in Iceland along with
over 300 companies, with the purpose of maintaining Iceland’s status as an optimal future destination for tourists
by supporting sustainability for future generations.

The Company's formal Environmental policy is as follows:Minimizing the environmental impact of our operations is
an important part of Icelandair Group's business plan.

We are focused on keeping Icelandair Group green by employing sustainable practices and optimal use of
resources at our disposal.

In addition to compliance with applicable laws and regulations, the Company demonstrates its commitment to this
policy through:

. Minimising carbon footprint and raising awareness

. Reducing waste by increasing recycling

. Promoting responsible use of resources

. Increasing the use of environmentally friendly products and services

Icelandair Group is committed to supporting continuous improvements by setting measurable targets, raising
awareness and benchmarking performance.

Icelandair adheres to the goals IATA has set to address the global challenge of climate change and monitors
accordingly fuel efficiency and CO2 emissions from flight and ground operations. To achieve the goals Icelandair
has set targets for reducing emissions to 2025.

. 20% reduction of CO2 emissions from flight operations (relative to OTK, operational tonne kilometres, 2015-
2025)
o 40% reduction of CO2 emissions from ground vehicles
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Icelandair Group grew tremendously over the past decade. The increase in the number of passengers and
amount of cargo, the constant growth of the route network, as well as the expansion of the Company’s fleet are all
factors that affect and increase the total emissions. However, in 2020 the Company was heavily impacted by the
global pandemic, like the airline and tourism industries as a whole. As travel restrictions were put in place around
the world, travel demand almost dropped completely and Icelandair Group's route network was consequently
drastically reduced. A large part of Icelandair Group's fleet was put in storage as a result. Evidently, the total
emissions for the year 2020 dropped significantly compared to previous years. The Company, however, focused
on meeting demand for cargo transport, protecting important export from Iceland and importing necessities to the
country. All available cargo space in the passenger aircraft was utilised and additional flights set up with special
cargo aircraft. In addition, the interior was removed from six passenger aircraft to participate in transporting
medical equipment from China to Europe and North America. The Company also took on special projects in
assisting stranded passengers all around the world through its leasing operations, Loftleidir Icelandic. The total
emissions from aviation in 2020 were 347,372 tCO2e, a reduction of 74% compared to the previous year.

Even though the total emissions from aviation have dropped significantly, the Company measures fuel efficiency
in fuel burn per 100 revenue passenger kilometres (RPK) and fuel burn per operational tonne kilometre (OTK).
These benchmarks take into consideration the number of passengers on board and the amount af cargo. The
results for fuel burn are impacted by the reduced number of passengers on each route and less amount of cargo.
In addition, the continued suspension of the Boeing 737-MAX aircraft, which are more fuel-efficient than
Icelandair's current fleet, also have an impact throughout the year.

Fuel burn per 100 RPK Fuel burn per OTK
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Icelandair Group's goal is to minimise waste and increase recycling in all operations where restrictions by laws
and regulations do not restrict waste separation.

Amount Sorted General

of waste waste waste
2020 535 tons 43% 57%
2019 2450 tons 40% 60%

The events of the year and the decrease in travel demand have had the side effects that the amount of waste
generated from the Company is considerably less than in previous years, just about 20% of the amount in a
normal operating year. To respond to the situation, the Company has, in co-operation with its waste service
provider, changed the frequency of the waste collection to eliminate unneccesary trips with empty waste
containers.
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Aircraft noise is a significant part of the environmental issues associated with aviation, impacting communities and
habitats in the vicinity of airports. This noise is mainly caused by engines but also aerodynamic noise.
Requirements have been set by the International Civil Aviation Organization (ICAO) and the European Union
Safety Association (EASA) to minimize the effect caused to the surrounding. Icelandair complies with these
limitation and guidelines and Icelandair's fleet is in the progress of being modernized with newer airplanes that
create less noise than older models. Procedures have been adapted to reduce environmental effect and close
cooperation with local communities has had a positive impact in reducing noise pollution. With almost no air traffic
in 2020 noise pollution was not a significant environmental issue to monitor during the year.

Icelandair and Air Iceland Connect have offered passengers the option to offset the carbon footprint of their air
travel since September 2019 and contributions from passengers in 2019 funded planting for approximately 5500
trees. Even though the year 2020 has been extraordinary, passengers are still participating in the compensation of
their carbon footprint and have contributed to the planting of around 5000 trees during the year. The carbon offset
program was devised in co-operation with Klappir Green Solutions and Kolvidur — the Iceland Carbon Fund to
cultivate forests in Iceland.

Society

During the pandemic the Company’s responsibility was to keep vital air routes open for both passengers and
cargo. For an island located in the middle of the North Atlantic, aviation is fundamental for Iceland to connect to
the world and maintain a good quality of life.

When the first cases were reported in Icelandair Group's markets, the world slowed down and travel restrictions
were put in place, affecting travellers around the world. The Company had to quickly adjust but the geographical
location of Iceland between Europe and North America allowed the Company to assist stranded passengers all
around the world to get back to their home countries.

Within Iceland, Icelandair Group continued its efforts to contribute to society, with continued support of various
organizations and events according to the Company's mission of "bringing the spirit of Iceland to the world." As an
example, Icelandair supports Icelandic music through Iceland Airwaves and Icelandic Music Experiments.
Icelandair has also been a proud sponsor of the main sports federations in Iceland. To support the development of
tourism in Iceland, the Company initiated the establishment of the Icelandic Tourism Fund a few year back, which
invests in innovation in tourism. The Company also supports Iceland's main volunteer search-and-rescue team,
and together with contributions from its passengers, Icelandair helps the families with children with long-term
illnesses and children who live in difficult circumstances.

Consolidated Financial Statements of Icelandair Group hf. 2020 75



ICELANDAIRA
GROUP

Non-Financial Reporting, contd.:

Employees

Icelandair Group strives to ensure that all employees experience that they are part of one team. This is crystalized
in the Company's core values which are passion, simplicity and responsibility, and provide the foundation for the
strong company culture at Icelandair.

In the light of the global pandemic, drastic measures had to be taken to adjust the Company to almost a total drop
in travel demand and an extended period of minimum operations. These measures unfortunately affected more
than two thousand valued employees.
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General health and well-being of Icelandair Group employees is a priority where the Company endeavours
towards providing an attractive and exciting place to work where people can thrive at their best. The Company has
in place a comprehensive Health & Attendance Policy under which — among other things — Icelandair Group offers
various health-related programs and initiatives to further the employee's health and wellbeing. Promoting good
health among employees is high on the Company's agenda and initiatives have been launched with the overall
aim of improving the well-being of all employees. Adjacent to this the Company has a service agreement with
Health Protection Service (Heilsuvernd) on confidential medical services ensuring employee's access to health
care.

When the pandemic hit the world extreme measures were taken to ensure the health and safety of Icelandair
Group employees. Special preventive arrangements were made to ensure the safety of frontline employees and at
other working areas a tightened prohibition of mass gatherings called for total reorganization of ways of working
and most of office employees worked remotely. Necessary changes were made to work schedules to ensure the
safety of employees and to ensure that the Company complied with all rules and regulations, with regards to
restrictions on gatherings of people, number limits, proximity limits and mask use. The workplace was divided up
according to the rules of maximum number of people at any given time and with no or limited contact between
departments.

The Company provided necessary support in remote working by providing extra office equipment, practical
training on good ergonomic habits and gave regular advice on how to maintain good work-life balance. Leadership
team was dedicated on being in regular communication with all employees and ensured good information flow.

During 2020 it was clearly demonstrated that teamwork and flexibility are the core of the company culture at
Icelandair Group. The Company is proud of how its team of people has adapted to new working conditions.
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One of Icelandair Group's main focus areas in corporate responsibility is gender equality. The Company
emphasizes equality, diversity and non-discrimination. This focus, which ensures that all employees are provided
with equal opportunities and equal rights, is an integral part of the Equal Rights Policy and Equal Rights Plan
which has been approved by the Executive Committee.

The company promotes equality by providing equal job opportunities and fairness for employees and job
applicants. Rich emphasis is on building diverse teams and any discrimination is not tolerated. Diversity in our
leadership team is specially important.

Gender ratio

48%
52%

Male Female

The international Air Transport Association (IATA) introduced a special equality project for airlines in 2019 called
"25by25". The aim of this project is to bring the proportion of the gender that is underrepresented in management
and flight-related roles to 25% or improve the current status by 25%. Icelandair has set targets in line with these
goals about gender equality in management positions, pilot positions, cabin crew positions and aircraft
maintenance technicians jobs.

Objectives for 2025

o Never less than 40% of either gender in management positions

. Increase the number of female pilot positions by 25%

. Increase the number of male cabin crew positions by 25%

. Increase the number of female aircraft maintenance technicians by promoting the job and education to girls

The year 2020 was unprecedented in aviation history. With minimum operations for an extended period of time
and extensive measures taken during the year that affected many of Icelandair Group's employees, the
implementation of this project was put on hold. Achieving gender equality across the Company's operations,
however, remains one of the Company's core focus areas when it comes to corporate responsibility. The
Company will continue its efforts towards its long-term goals in this area as soon as operations have returned to
normal again.
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Icelandair Group implemented an equal pay policy in 2018. The purpose of the Equal Pay Policy is to ensure
gender pay equality in the Company through the implementation of an Equal Pay System. Icelandair Group
commits to ensure that equal wages are paid for jobs of equal value, irrespective of gender. Enforcement of the
Policy and ensuring full observance of gender equality in decisions on wages is the responsibility of management.
The Executive Board of Icelandair Group will annually establish equal pay objectives based on measurements
derived from a pay analysis. Four companies within Icelandair Group, Icelandair, Icelandair Cargo, Air Iceland
Connect and Iceland Travel, had been certified by a third party and received Equal pay certification in 2019. Due
to the pandemic Iceland Travel has not been recertified in 2020 and Air Iceland Connect is being implemented
into Icelandair and therefore not recertified. Icelandair and Icelandair Cargo have been audited in 2020 and
passed the audit.

Responsible Business

In 2020 the Company continued to work to centralise and improve procurement functions across all its operations
as responsible procurement has been identified as a material issue for Icelandair Group. The Company has
identified targets in relations to procurement and to ensure a repsonsbile supply chain.

. By end-2020, top 100 suppliers have gone through risk screening model and actions have been taken to
act on the assessment

. By end-2021, Supplier Code of Conduct will be integrated in all business contracts

. By end-2021, all significant suppliers have gone through risk screening model and actions have been taken

to act on the assessment

All critical domestic suppliers have received and signed Icelandair Group's Supplier Code of Conduct. As of 2020,
Icelandair's Supplier Code of Conduct is an integral part of all new and renewed contracts. Processes in risk
evaluation of suppliers are being developed and will be implemented in 2021.

Human Rights

Icelandair Group respects human rights, as set out in the UN Universal Declaration of Human Rights and requires
all its employees to treat others with trust, dignity, respect, fairness and equity. Icelandair has implemented an e-
learning module on the Company's Code of Conduct which was mandatory for all new employees in 2020.

All cabin crew members have been trained in relation to human trafficking awareness and preventive actions. The
Company respects fair labour practices and contractors, sub-contractors or work agencies working for Icelandair
Group shall ensure that wages, wage-related obligations and safety in the workplace all comply with Icelandair
Group's standards.

Importance is placed on ensuring that employees respect the equal rights policy and conduct themselves within its
spirit. All discrimination, such as on the basis of gender, age, origin, religion, operating field, opinions or position in
other respects, is not permitted.

Early 2018, Icelandair Group sharpened its policy and actions against bullying, and sexual and gender-related
harassment and violence. The policy and its related actions include clear procedures and preventive measures.
Information on the policy can be accessed on the Company’s intranet, together with a plan of action that details
the options available to employees who feel victimised. All managers received appropriate training and open
lectures were held for all employees to attend.

Anti-corruption and bribery policy

Icelandair Group conducts all its business in an honest and ethical manner and the integrity of each and every
member of staff serves to maintain the good reputation and trust of the Company. All persons, representing or
performing services for or on behalf of Icelandair Group must comply with applicable anti-bribery and anti-
corruption legislation and policies, and Icelandair Group’s Code of Conduct.

A new anti-corruption and bribery policy was established and approved by the executive management early 2020
which applies to the entire Icelandair Group workforce at all levels and grades (whether permanent, fixed-term or
temporary), and all operations, subsidiaries and affiliates in all countries that the company operates in.
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ESG Accounting

Environmental Metrics

Units 2020 2019
Total amount, in CO2 equivalents, for Scope 1 tCO2e 355,779 1,358,972
Total amount, in CO2 equivalents, for Scope 2 tCO2e 214 515
Total amount, in CO2 equivalents, for Scope 3 tCO2e 174 695
Total GhG emission per output scaling factor tCO2e per USDk 0.82 0.90
tCO2e per FTEs 143 288
tCO2e per 0.47 0.31
passenger
Fuel burn per 100 revenue passenger kilometres I/100RPK 4.37 3.55
Fuel burn per operational tonne kilometre I/OTK 0.4117 0.2991
Total non-GhG emissions per output scaling factor -
Total amount of energy directly consumed (fossil fuels) kWh 1,474,663,115 5,547,715,498
Total amount of energy indirectly consumed (electricity kWh 24,223,530 58,312,823
and heat)
Total direct energy usage per output scaling factor kWh per USDk 3,457 3,726
kWh per FTEs 603,660 1,188,977
kWh per 1,965 1,272
passenger
Non renewable energy (fossil fuels aret he primary % 98% 99%
energy source)
Renewable energy % 2% 1%
Total amount of water consumed m3 330,923 908,788
Total amount of water reclaimed m3 - -
Does your company follow a formal Environmental Policy Yes/No Yes Yes
Does your company follow specific waste, water, Yes/No Yes Yes
energy, and/or recycling policies
Does your company use a recognized energy Yes/No No No
management system
Does your Board of Directors oversee and/or manage Yes/No No No
climate-related risks
Does your Senior Management Team oversee and/or Yes/No No No

manage climate-related risks
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Environmental Metrics, contd.:

Units 2020 2019
Total amount invested, annually, in climate-related - -
infrastructure, resilience, and product development
Social data metrics
CEO total compensation to median FTE total ratio 4.58 6.25
compensation
Does your company report this metric in regulatory Yes/No Yes No
filings
Median male compensation to median female % -0.93% 0.24%
compensation (basic earnings)
Median male compensation to median female % 2.86% 1.87%
compensation (regular earnings)
Year-over-year change for full-time employees % 69% 16%
Total enterprise headcount held by men and women women/men% 48/52 53/47
Entry- and mid- level positions held by men and women women/men% - -
Senior- and executive-level positions held by men and women/men% 38/62 33/67

women
Total enterprise headcount held by part-time employees women/men% - -
Total enterprise headcount held by contractors and/or women/men% - -

consultants

Does your company follow a sexual harassment and/or Yes/No Yes Yes
non-discrimination policy

Frequency of injury events relative to toal workforce time - -

Does your company follow an occupational health Yes/No Yes Yes
and/or global health & safety policy

Does your company follow a child and/or forced labour Yes/No Part of CoC
policy
If yes, does your child and/or forced labor policy also Yes/No Part of SCoC

cover suppliers and vendors
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Social data metrics, contd.:

Units 2020 2019
Does your company follow a human rights policy Yes/No Yes Yes
If yes, does your human rights policy also cover Yes/No Yes Yes
suppliers and vendors
Governance Metrics
Total board seats occupied by women (as compared to % 40% 40%
men)
Committee chairs occupied by women (as compared to % 25% 33%
men)
Does company prohibit CEO from serving as board chair Yes/No Yes Yes
Total board seats occupied by independants % 100% 100%
Are executives formally incentivized to perform on Yes/No No No
sustainability
Total enterprise headcount covered by collective % 97% 99%
bargaining agreements
Are your vendors or suppliers required to follow a Code Yes/No Yes No
of Conduct
Does your company follow an Ethics and/or Anti- Yes/No Yes Yes
Corruption policy
If yes, what percentage of your workforce has formally % 100% of new
certified its compliance with the policy employees
Does your company follow a Data Privacy policy Yes/No Yes Yes
Has your company taken steps to comply with GDPR Yes/No Yes Yes
rules
Does your company publish a sustainability report Yes/No Yes Yes
Is sustainability data included in your regulatory filings Yes/No Yes Yes
Does your company provide sustainability data to Yes/No No No
sustainability reporting frameworks ?
Does your company focus on specific UN Sustainable Yes/No Yes Yes
Development Goals (SDGs)
Does your company set targets and report progress on Yes/No Yes Yes
the UN SDGs
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Governance Metrics, contd.:

Units 2020 2019
Are your sustainability disclosures assured or validated Yes/No No No
by a third party

More Information

Further information about Icelandair Group’s Corporate Social Responsibility and non-financial aspects of the
business is published in the Company’s Annual Report which can be found on the Company’s website
https://www.icelandairgroup.is/about/responsibility/.

The non-financial information represented for 2020 does not include Icelandair Hotels.
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Operational Risk

Overview
The Group considers the following to be its main operational risks:

- regulatory risk - reputational risk
- technological risk - labor market risk
- macroeconomic and competition risk - acute risk

a. Regulatory risk
Government regulations on environmental protection such as targets for carbon dioxide emissions are a growing
issue for the airline industry. Moreover, the industry is subject to various local restrictions around airports such as
to reduce noise and pollution. This can concern opening hours of airports, availability of slots and the usage of
airspace. Congestion and environmental restrictions can for example lead to delays or increase the complexity of
departure and approach maneuvers which may act to reduce productivity and increase costs.

The airline and tourism industries are subject to numerous fees and charges as well as an everchanging tax
environment, which can have a direct effect on ticket pricing and demand. Examples of airline specific costs are
take-off, transit and landing fees, noise, navigation and emission charges in addition to value added tax. Unless
mitigated through higher pricing these taxes act to increase operating costs.

Icelandair is a member of IATA and Airlines for Europe (A4E) that guard the interests of airlines and provide input
on their behalf to local, national, and supra-national governmental bodies regarding policy frameworks regarding
the above issues. Icelandair further endeavors to maintain good relations with airport operators and the Icelandic
government with the same objective.

The Company's shares are traded on Nasdaq Iceland’s Regulated Market. The Company is therefore subject to
the Icelandic Securities Transactions Act and subsequent regulations as well as Nasdaq Iceland's Rules for
Issuers. Violation of these provisions, whether intended or unintentional, could have adverse financial impact on
the Company. Serious breaches may result in penalties and Nasdaq Iceland halting trading in the shares.

Icelandair has a Compliance Officer and compliance processes in place to mitigate the risk of any breaches. The
Company further maintains a good relationship with its oversight authority, the Financial Supervisory Authority —
Iceland.

b. Technical risk
The Company's operations are dependent on IT and other systems. Failure or disruption to IT or management
systems, whether internal or external, could affect the Company’s ability to carry out its business operations and
services to its customers. Many factors that can cause such systems to fail are outside the Company's control.

Icelandair Group makes every effort to minimize the risk of disruption with the aim of securing the Company's
business continuity. Among measures that the Company has in place are documented procedures regarding
access to information and other systems, the back-up and storing of data, remote access via virtual private
network clients and the disposal of confidential or otherwise sensitive material. Virus protection for all computers
and servers are centrally managed, internet connectivity is secured by firewalls and web security gateways, and
all services open for external usage are secured by an application firewall. The Company offers regular seminars
to its employees to guard against fraud and phishing e-mail attempts.

The Company collects and retains personal information received from customers and is therefore subject to the
EU's General Data Protection Regulation (EU) 2016/679 (“GDPR”) aimed at protecting personal data held by
businesses and other organizations. These requirements include but are not limited to implementing certain
policies and processes, developing an effective internal data protection management system and appointing a
data protection officer. If found non-compliant to the GDPR regulators can, determined by the level of the
infringement, levy fines of up to 4% of a company’s annual worldwide turnover.

The Executive Committee considers the Company to be GDPR compliant.
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Operational Risk, contd.:

c. Macroeconomic and competition risk
General macroeconomic risks such as slowing economic growth, changes in interest rates, fluctuations in
exchange rates, employment levels and inflation, whether globally or locally, can adversely affect the Company's
operations.

Competition amongst airlines is high which heavily influences pricing decisions. In general, the airline industry is
susceptible to fare discounting due to the low marginal costs of adding passengers to otherwise empty seats. New
market entrants, especially low-cost carriers, mergers, acquisitions, consolidations, new partnerships and
transparency of pricing in the air travel market are examples of factors influencing competition. Unless the Group
can offer a competitive product, it stands the risk of not meeting its revenue and profit targets.

The Group monitors trends and demand in its key markets closely through regular surveys and discussions with
trade partners. The Company further imposes strict cost control in all its operations to stay competitive while
safeguarding its ability to offer an attractive value propositions to its customers

d. Reputational risk
The Group is subject to various risks that can lead to disruptions and interruptions to flight schedules. These
include computer faults, accidents, labor unrest, weather conditions, delays by service providers, congestion, and
unexpected maintenance. Additionally, increased focus on ESG factors requires the Company to address its
environmental impact, both globally and locally.

Serious or repeated interruptions to services, or a perception that the Company is not conducting itself in a
socially or environmentally responsible manner, can result in a decline in demand for the Company's products and
services thus hurting revenue generation. It further brings on the risk of tarnishing the Company's reputation
and/or its individual brand names that might take a long time to repair.

Icelandair Group participates in the work of various environmental working groups, such as with IATA and Airlines
for Europe (A4E). A4E's goal is to ensure the sustainable growth of aviation and contribute positively to the
socioeconomic development of European nations. Icelandair is committed to implementing an emission mitigation
scheme in line with CORSIA, 21 where the aim is to address annual increase in total CO2 emissions, and thus
contributing to the industry’s aspiration to carbon neutral growth from 2020.

e. Labor market risk
The airline and tourism industries are inherently labor-intensive industries. Most of the Company's employees are
unionized; and represented by several unions, each of which has its own collective agreement on salaries and
benefits with the Group's companies. Each union's contract comes up for renegotiation every few years, bringing
with it a risk that the parties will not reach an immediate agreement, resulting in a jeopardy of production
disruptions through strikes.

The Company seeks to maintain good relations with its union representatives through active dialogue and regular
meetings so as to foster a culture of mutual respect and understanding.

f. Acute risk

Demand for airline travel is highly vulnerable to events outside the Company's control such as natural disasters,
terrorist attacks and pandemics. Natural disasters can include large-scale floods, earthquakes, hurricanes or
volcanic eruptions that cause disruptions to flight schedules that in extreme cases can lead to prolonged
suspension of certain routes and closure of airports. Terrorist attacks such as those that transpired on 9/11 are
examples of events that would impact demand as well as the future operational environment and regulatory
burden of airlines. Finally, outbreaks of easily communicable diseases can affect airlines such as clearly
demonstrated by the current COVID-19 pandemic, and before that the SARS (Severe Acute Respiratory
Syndrome) in 2003, the Bird flu pandemic in 2007 and 2008, the Swine flu pandemic in 2009.

The acute nature of these events limits the Company's ability to mitigate the associated risks. Nonetheless, the
Company has in previous such crisis demonstrated a high level of flexibility and resilience that has allowed the
Company to withstand such demand shocks. The Company further has in place safety measures, emergency
response protocols and working procedures that prioritizes the safety and security of its passengers and staff.
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Quarterly statements (unaudited)

Unaudited summary of the Group's operating results by quarters:

Q1 Q2 Q3 Q4 Total

Year 2020 _Restated
Operating iNCOMEe ......cccovviiiiiiiei e 208,981 60,807 103,581 60,222 433,591
Operating expenses

excluding depreciation ..........c.cccoeeeiiiiiieennnn. ( 257,585) ( 98,331) ( 70,661) ( 93,508) ( 520,085)
Operating (loss) profit bef. depr. (EBITDA) .. ( 48,604) ( 37,524) 32,920 ( 33,286) ( 86,494)
Depreciation, impairment ..............ccccocvveieennen. ( 159,872) ( 60,232) ( 29,454) ( 26,943) ( 276,501)
Operating (loss) profit (EBIT) ........ccccueeereeenee ( 208,476) ( 97,756) 3,466 ( 60,229) ( 362,995)
Net finance ......coooeveveeeiiie e ( 56,579) 18,222 12,545 (  21,604) ( 47,416)
Share of profit (loss) of associates ................... 698 ( 12,333) ( 638) ( 15,150) ( 27,423)
(Loss) profit before income tax (EBT) .......... ( 264,357) ( 91,867) 15,373 ( 96,983) ( 437,834)
INCOME 18X ..eeieieiieiie e 24,132 1,046 22,778 13,702 61,658
(LoSS) Profit .....coeeieiiiiiiici e ( 240,225) ( 90,821) 38,151 ( 83,281) ( 376,176)
Other comprehensive profit (I0SS) .......c.ccuveee.. ( 51,047) 18,012 ( 14,162) 14,559 ( 32,638)
Total comprehensive (loss) income .................. ( 291,272) ( 72,809) 23,989 ( 68,722) ( 408,814)
Net cash from (used in) operating activities ..... 77,380 ( 96,789) ( 88,260) ( 85,550) ( 193,219)
Net cash (used in) from investing activities ...... ( 34,752) 45,264 ( 32,986) 20,195 ( 2,279)
Net cash from financing activities .................... ( 59,743) ( 9,680) 168,472 ( 9,390) 79,659

Q1 Q2 Q3 Q4 Total

Year 2019 Restated
Operating INCOME ......cceeiiiiriiriie e 248,602 402,767 533,943 319,183 1,504,495
Operating expenses

excluding depreciation ...........c.cccceeeecieiiinenn. ( 270,594) ( 382,630) ( 406,314) ( 306,981) ( 1,366,519)
Operating (loss) profit bef. depr. (EBITDA) .. ( 21,992) 20,137 127,629 12,202 137,976
Depreciation .......cccoovceeeeeiiieeee e ( 37,587) ( 44,241) ( 46,561) ( 48,884) ( 177,273)
Operating (loss) profit (EBIT) ........cccccvviueeenne ( 59,579) ( 24,104) 81,068 ( 36,682) ( 39,297)
Net finance income (expense) .......ccccccoecueeeeenn. ( 9,294) (  8,982) ( 4,150) ( 3,524) ( 25,950)
Share of profit (loss) of associates ................... 405 ( 7,420) ( 450) 111 | 7,354)
(Loss) profit before income tax (EBT) .......... ( 68,468) ( 40,506) 76,468 ( 40,095) ( 72,601)
INCOME X .eevveiiiieiiie e 13,355 6,240 ( 15,007) 10,234 14,822
(LOSS) Profit .eeeeeeeeieesee e ( 55,113) ( 34,266) 61,461 ( 29,861) ( 57,779)
Other comprehensive profit (10SS) ..........cc.c...... 9,539 ( 6,608) 8,546 11,469 22,946
Total comprehensive (loss) income .................. (  45,574) ( 40,874) 70,007 ( 18,392) ( 34,833)
Net cash from (used in) operating activities ..... 72,941 48,513 ( 28,619) 27,043 119,878
Net cash used in investing activities ................. ( 53,592) ( 37,806) ( 9,228) ( 38,031) ( 138,657)
Net cash from financing activities ..................... ( 28,728) ( 124,642) 34,389 74,041 ( 44,940)
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