Icelandair Group hf.

Condensed Consolidated
Interim Financial Information

1 January - 30 June 2010
ISK

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



Contents

Endorsement and Statement of the Board of Directors and the CEO ............cccooeiiiiiiiiiniiinncesee e
Independent AUITOr'S REVIEW REPOIT ........ciiiiiiiiieiiiiiit e e sttt e e e st e e e e e st e e e e s e bt e e e e e e s sastaeeeeesabeaaeesssraaaaaeas
Consolidated Statement of COMPrehenSIVE INCOME ........coiiiiiiiiii e e e saaeea s
Consolidated Statement of FINANCial POSItION .........ccuviiiiiiiiiiicee e
Consolidated Statement of Changes iN EQUILY .....uuiiiiiiiiiiiiie it e e e e e sbaae e e e e aaeea e e e ennenes

Consolidated Statement Of CASN FIOWS ........oooiiiiiiiiiiii e e e e e e e e e e e e e e e e e e e e e e bbb s e e e eeeeeeeeeeeeeas

Interim Financial Information of Icelandair Group hf. 30 June 2010 2



Endorsement and Statement of the Board
of Directors and the CEO

The condensed consolidated interim financial statements of Icelandair Group hf. for the period from 1 January to 30
June 2010 have been prepared in accordance with International Financial Reporting Standards (IFRSs) for Interim
Financial Statements (IAS 34). The interim financial statements comprise the consolidated interim financial
statements of Icelandair Group hf. and its subsidiaries, which were thirteen at the end of June 2010.

For the past year the Group has been working on improving its debt maturity profile and equity ratio. In March 2010
the Company entered into an agreement with its major stakeholders which sets forth the basic terms and conditions
and the intensions of the Parties regarding the financial restructuring plan. The restructuring process has been
finalised in August 2010. More detailed information are in note 16.

According to the consolidated statement of comprehensive income, loss for the period from 1 January to 30 June
amounted to ISK 2.046 million. Total comprehensive loss for the period was ISK 1.477 million. According to the
consolidated statement of financial position, equity at the end of the period amounted to ISK 13.128 million,
including share capital in the amount of ISK 975 million.

Statement by the Board of Directors and the CEO

The condensed consolidated interim financial statements for the six months ended 30 June 2010 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.

According to our best acknowledge it is our opinion that the condensed consolidated interim financial statements
give a true and fair view of the consolidated financial performance of the Company for the six-month period ended
30 June 2010, its assets, liabilities and consolidated financial position as at 30 June 2010 and its consolidated cash
flows for the period then ended.

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 condensed consolidated interim financial
statements of Icelandair Group hf. for the period from 1 January to 30 June 2010 and confirm them by means of
their signatures.

Reykjavik, 13 August 2010.

Board of Directors:

Sigurdur Helgason, chairman of the board

Finnur Reyr Stefansson

Jén Armann Gudjonsson

Katrin Olga J6hannesdottir
Magnis Magnusson

CEO:

Bjorgolfur J6hannsson
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Independent Auditor's Review Report

To the Board of Directors of Icelandair Group hf.

Introduction

We have reviewed the accompanying condensed consolidated statement of financial position of Icelandair Group
hf. as at June 30, 2010, the condenced consolidated statement of comprehensive income, changes in equity and
cash flows for the six month period then ended. Management is responsible for the preparation and fair
presentation of this condenced consolidated interim financial information in accordance with IAS 34 “Interim
Financial Reporting”. Our responsibility is to express a conclusion on this condenced consolidated interim
financial information based on our review.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements 2410 Review of
Interim Financial Information Performed by the Independent Auditor of the Entity. A review of interim financial
information consists of making inquiries, primarily of persons responsible for financial and accounting matters,
and applying analytical and other review procedures. A review is substantially less in scope than an audit
conducted in accordance with International Standards on Auditing and consequently does not enable us to
obtain assurance that we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the accompanying
condenced consolidated interim financial information is not prepared, in all material respects, in accordance with
IAS 34 “Interim Financial Reporting”.

Reykjavik, 13 August 2010.
KPMG hf.

Jon S. Helgason
Gudny H. Gudmundsdattir
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Consolidated Statement of Comprehensive Income
for the period from 1 January to 30 June 2010

Q2 Q1-Q2

Notes 2010 2009 2010 2009

1.4.-30.6. 1.4.-30.6. 1.1.-30.6. 1.1.-30.6.

Continuing operations Re-presented* Re-presented*
Operating income

TranSPOrt FEVENUE .......c.coiiiiiiii e 13.314 11.631 22.016 18.763

Aircraft and @irCreW l€aSe .........ccocvveiiiiiiiiiii e 4.875 4.409 9.719 9.064

Other Operating rEVENUE ........c.ccooiuvieirriiereee e e 3.696 3.471 6.433 5.756

21.885 19.511 38.168 33.583

Operating expenses

Salaries and other personnel eXPeNnSES ..........ococveviveeiiieeiiieeesiieennns 5.337 4.758 9.841 8.994
F 1o)== OSSPSR 3.973 3.568 6.644 5.549
Aircraft and @irCreW l€aSE .........coovveeeiiiiiiiiii e 3.091 2971 5.941 5.649
Aircraft handling, landing and communication ............cccccocvvevineeenne. 1.649 1.585 2.783 2.545
Aircraft maintenanCe EXPENSES .......c.eevvvireiriieeriiee e 1.836 1.553 3.400 2.855
Other operating XPENSES ......ceviiiiieerriie e sree e 3.850 3.669 7.232 6.526

19.736 18.104 35.841 32.118

Operating profit before depreciation and amortisation (EBITDA) . 2.149 1.407 2.327 1.465
Depreciation and amortiSation ............cccevcvverieiiieniiiiesee e ( 1.306) ( 1.284) ( 2.647) ( 2.427)
Operating loss before net finance expense (EBIT) ...ccccceeeeviviiennn, 843 123 ( 320) ( 962)
FiNanCe iNCOME ... ( 57) 56 125 540
FINANCE EXPENSE ...vviiiiiiie ettt ( 994) ( 1.216) ( 1.912) ( 2.255)
NEet fINANCE COSES .uviiiiiiiiiiiii it e e 9 ( 1.051) ( 1.160) ( 1.787) ( 1.715)
Share of profit of associates, net of income tax ..........ccccoeviieeinninnne 1 29 64 47
LOSS hefore inCome taX ....ccoccveeiiiiiiiee e ( 207) ( 1.008) ( 2.043) ( 2.630)
INCOIME TAX ...teiieeiieie et e s 46 159 397 398
Loss from continuing OPerations .........ccccevveerciieiieiieenie e ( 161) ( 849) ( 1.646) ( 2.232)

Discontinuing operations
Loss from discontinued operation, net of income tax .............cc.......... 6 0 ( 491) ( 400) ( 2.747)
LOSS fOr the PEriod ..ccveveiiiiiie et ( 161) ( 1.340) ( 2.046) ( 4.979)

Other comprehensive income

Foreign currency translation differences for foreign operations ......... 43 1.498 270 1.110
Net loss on hedge of net investment in foreign operation .................. 25 ( 75) 51 ( 24)
Effective portion of changes in fair value of cash flow hedge ............. 164 1.983 248 2.792
Other comprehensive income for the period .........ccccccoevineenn. 232 3.406 569 3.878
Total comprehensive income (expense) for the period ................. 71 2.066 ( 1.477) ( 1.101)

* see discontinued operation - note 6

The notes on pages 10 to 16 are an integral part of these interim consolidation financial statement
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Consolidated Statement of Comprehensive Income
for the period from 1 January to 30 June 2010, contd.:

Q2 Q1-Q2
Notes 2010 2009 2010 2009
1.4.-30.6. 1.4.-30.6. 1.1.-30.6. 1.1.-30.6.
Re-presented * Re-presented *
Loss attributable to:
Owners of the COMPANY ....cc.coviiiiiiiie e ( 158) ( 1.320) ( 2.040) ( 4.664)
Non-controlling iNterest ..o ( 3) ( 20) ( 6) (315
LOSS fOr the PEriod ..coveeeeiiiicie e ( 161) ( 1.340) ( 2.046) ( 4.979)
Total Comprehensive loss attributable to:
Owners of the COMPANY ....ceeiieiiiiiiieiie e 74 1.623 ( 1.471) ( 1.368)
Non-controlling iNterest ..o ( 3) 443 ( 6) 267
Total comprehensive loss for the period 71 2.066 ( 1.477) ( 1.101)
Loss per share:
Basic loss per share (ISK) ..o, ( 017) ( 1,38) ( 210) ( 511)
Diluted loss per share (ISK) .......cccovveiiiiiiiieeni e ( 017) ( 138 ( 210) ( 511)
Continuing operations
Basic loss per share (ISK) ..o ( 017) ( 087) ( 169 ( 229
Diluted loss per share (ISK) ........cooviiiiiiiiienene e ( 017) ( 087) ( 169 ( 229

The notes on pages 10 to 16 are an integral part of these interim consolidation financial statement
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Consolidated Statement of Financial Position
as at 30 June 2010

Notes 30.6.2010 31.12.2009
Assets
OPEratiNng ASSELS ....uvveiiiiiiiiiiie et e e e e e e e e e e e e st e e e e e e enees 30.391 27.014
INtANQIDIE ASSELS ... 23.781 23.598
INVEStMENLS IN @SSOCIALES .....o.veeiiiiiieiieie et 635 545
Prepaid aircraft aCqUISItioNS ..........cverreieiiiieere e 1.179 1.134
LONQG-term COSt ...cccovviiiiiiieiiiiieee e 1.318 1.347
Long-term receivables and deposits 3.365 3.449
Deferred taX @SSEL .....ciiiiiiiiiiie it 439 140
Total non-current assets 61.108 57.227
[N VZ=T ] (0] 1= 1.619 1.393
Trade and other receivables ............cccoe i 13.332 9.725
Assets classified as held for sale .........cccccoe oo, 8 12.824 17.500
PrepaymMENS ...t 1.463 1.350
Cash and cash equIValIENTS ..........cocviiiiiiiie e 7.471 1.909
Total current assets 36.709 31.877
Total assets 97.817 89.104
Equity
Share Capital .........ooeiiiiiiiiee e 975 975
Share PremMiUM ..o e e e e e e e e e nneeee e s 25.450 25.450
RESEIVES ..t 7.368 6.899
Accumulated defiCit ..........eeeiii e ( 20.695) ( 18.755)
Total equity attributable to equity holders of the Company 13.098 14.569
NON-CONtrolliNG INTEIEST ... 30 36
Total equity 13.128 14.605
Liabilities
Loans and DOITOWINGS ......coocvviiiieiiiiiiiee et e s e e e siraee e e 10 12.541 13.676
Prepayments ... 2.303 2.254
LONG-tErM PAYADIES ....oeiiiiieiiiie e 4,132 3.688
Total non-current liabilities 18.976 19.618
Loans and DOMOWINGS .....ccoovrieiiieeeiiiee e e e e 10 26.252 22.714
Trade and other PayabIEes ...........ccvviiiiiiiiie e 16.682 14.392
Liabilities classified as held for sale .........cccccvveveieiiiie, 8 6.708 10.597
Deferred INCOME .....cooiiiiiiii e 16.071 7.178
Total current liabilities 65.713 54.881
Total liabilities 84.689 74.499
Total equity and liabilities 97.817 89.104

The notes on pages 10 to 16 are an integral part of these interim consolidation financial statement
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Consolidated Statement of changes in Shareholders' Equity
for the period from 1 January to 30 June 2010

Attributable to equity holders of the Company

Reserves
1 January Share Share Share option Hedging Translation Accumulated Non-control Total
to 30 June 2009 capital premium reserve reserve reserve deficit Total ing interest equity
EQUILY 1.1.2009 ..ottt et 975 25.450 153 ( 4.207) 5910 ( 8.216) 20.065 15 20.080
Total comprehensive income for the period
LOSS fOr the PErIOT .......eeiiiiieecre e ( 4.664) ( 4.664) ( 315) ( 4.979)
Other comprehensive income
Foreign currency translation differences .............cccoceiiiiiiiiiiiiiciiciceee 993 993 117 1.110
Net loss on hedge of net investment in foreign operation .............cccccoeveveenen. ( 24) ( 24) ( 24)
Effective portion of changes in fair value of cash flow hedges, net of tax . 2.327 2.327 465 2.792
Total other comprehensive income ....... 0 0 0 2.327 969 0 3.296 582 3.878
Total comprehensive loss for the period 0 0 0 2.327 969 ( 4.664) ( 1.368) 267 ( 1.101)
Transactions with owners, recorded directly in equity
Contributions by and distributions to owners
Share based PAYMENTS ........ccceiiiiiiiireiee e 16 16 16
Total contributions by and distributions t0 OWNErs ...........ccoceeeiiiiiieiniiicieene 16 0 0 0 16 16
Changes in ownership interests in subsidiaries that do not result in a loss of control
Change in ownership interest in SUDSIIAry ...........cccooeveriieiiieeneeeeeee e ( 310) ( 310) 121 ( 189)
Total transactions With OWNEIS .........cocuviiiiiiiiciec e 0 0 0 0 ( 310) ( 310) 121 ( 189) ( 189)
Balance at 30 JUNE 2009 ........cooiiiiiiiiiienie et see e 16 2.327 659 ( 310) 1.130 ( 72) 18.806
1 January
to 30 June 2010
EQUITY 1.1.2000 ...oouviiiiiiiieitieieete ettt 975 25.450 100 ( 302) 7101 ( 18.755) 14.569 36 14.605
Total comprehensive income for the period
LOSS fOr the PEHIOM ......eeeiiiiiie e ( 2.040) ( 2.040) ( 6) ( 2.046)
Other comprehensive income
Foreign currency translation differences ...........cccccvveevenieniciiiiecec e 270 270 270
Net profit on hedge of net investment in foreign operation 51 51 51
Effective portion of changes in fair value of cash flow hedges, net of tax ....... 248 248 248
Total other comprehensive income . 0 0 0 248 321 0 569 0 569
Total comprehensive 10ss for the period ...........cccocveceiiiiieiiiccen 0 0 0 248 321 ( 2.040) ( 1.471) ( 6) ( 1.477)
Transactions with owners, recorded directly in equity
Contributions by and distributions to owners
Share based PayMENLS ..........ccoiiiiiiiiiii e ( 100) 100
Total contributions by and distributions to OWNEers .............cccccoeeevviinieiiniiennne. 0 0 ¢ 100) 0 0 100 0 0 0
Balance at 30 JUNE 2010 ......c.coouerriiiriiieirienie e 975 25.450 0 ( 54) 7422 ( 20.695) 13.098 30 13.128

The notes on pages 10 to 16 are an integral part of these interim consolidation financial statement
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Consolidated Statement of Cash Flows for the
Six Months ended 30 June 2010

Notes 2010 2009
1.1.-30.6. 1.1.-30.6.
Cash flows from operating activities
LOSS fOr the PEriOd ......vvieiiiiiiie e ( 2.046) ( 4.979)
Adjustments for:
Depreciation and amortiSation ...........cccuveeeviiiiieree i 2.647 2.427
Depreciation and amortisation of discontinued operations 83 121
Other Operating iteMS .....ccoiuiiiiiiie e 15 1.024 1.682
Working capital from (used in) operations 1.708 ( 749)
Net change in operating assets and liabilities ..............ccccocvviiiiiiienne 7.678 5.759
Net cash from operating activities 9.386 5.010
Cash flows from investing activities:
Acquisition of operating aSSetS .........ccccvvieeiiiiiiiiie e ( 1.072) ( 893)
Proceeds from the sale of operating asSSets .........cccccveiiiiiieeee e 41 72
Acquisition of intangible asSets .........cccvveviiiiiiiiiie e ( 48) ( 8)
Prepaid aircraft acquisition, INCrEASE ...........eeiriiiiiiiiiiee e ( 20) ( 100)
Cash of subsidiaries held for sale, change ............ccccocvviiieiiiiiiiec e, 1 0
Acquisition Of [ONG-tEIM COSL ........ooiiiiiiiiie et ( 1.396) ( 913)
Long-term receivables, Change ..........ccccocviiiii i 190 62
Net cash used in investing activities ( 2.304) ( 1.780)
Cash flows from financing activities:
Repayment of [ong term bOrroWINGS ......occvvveieeiiiiieiee e ( 1.857) ( 1.779)
Proceeds from long term payables ... 400 0
Proceeds from short term borrowings ............cccceviiiiiiiiiiini e, ( 86) 382
Net cash used in financing activities ( 1.543) ( 1.397)
Increase in cash and cash equivalents ..........ccccceiiniinic e 5.539 1.833
Effect of exchange rate fluctuations on cash held ............ccccocveninnne, 23 287
Cash and cash equivalents at 1 JANUArY .......cccceorieeeiiiienniee e 1.909 4.065
Cash and cash equivalents at 30 JUNE ........cccceeviiierinie e 7.471 6.185

The notes on pages 10 to 16 are an integral part of these interim consolidation financial statement
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Notes

1. Reporting entity

Icelandair Group hf. (the "Company") is a limited liability company incorporated and domiciled in Iceland. The
address of the Company’s registered office is at Reykjavikurflugvollur in Reykjavik, Iceland. The consolidated
interim financial statements of the Company as at and for the six-month period ended 30 June 2010 comprise
the Company and its subsidiaries (together referred to as the “Group”) and the Group’s interests in
associates. The Group’s operations are in the airline transportation and tourism industry. The consolidated
financial statements for the year ended 31 December 2009 are available at the Company's office and website,
www.icelandairgroup.is and at The Icelandic Stock Exchange website, www.omxgroup.com.

2. Statement of compliance
The condensed consolidated interim financial statements have been prepared in accordance with
International Financial Reporting Standard IAS 34, Interim Financial Reporting. They do not include all of the
information required for a full annual financial statements, and should be read in conjunction with the
consolidated financial statements of the Group as at and for the year ended 31 December 2009.

These condensed consolidated interim financial statements were approved for issue by the Board of Directors
on 12 August 2010.

3. Basis of preparation and significant accounting policies
The accounting policies and methods of computation applied by the Group in these condensed interim
consolidated financial statements are the same as those applied by the Group in its consolidated financial
statements as at and for the year ended 31 December 2009.

The condensed consolidated interim financial statements are prepared in Icelandic kronas, which is the
Group's functional currency, rounded to the nearest million. They are prepared on the historical cost basis
except that derivative financial instruments are stated at their fair value.

4. Use of estimates and judgements
The preparation of interim financial statements in conformity with IFRSs requires management to make
judgements, estimates and assumptions that affect the application of accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from these estimates.
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Notes, contd.:

Operating segment

Segment information is presented in the interim consolidated financial statements in respect of the Group's
business segments, which are the primary basis of segment reporting. The business segment reporting format
reflects the Group's management and internal reporting structure and is divided into two segments, Route
network and Tourism services.

As a part of the ongoing restructuring plan the Board of Directors has proposed redefinition of the business
model of the company, leading to subsidiaries being split between core and non-core. Accordingly the main
focus of the Group will be on scheduled airline operations and tourism evolving around Iceland, and related
services. Bluebird Cargo ehf.,, Travel Service and Smartlynx Latvia are defined as non-core, leading to
reclassification on these companies as discontinued and held for sale.

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

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

Route network
Four companies are categorised as being part of the Route Network focus of the Group: Icelandair, Icelandair
Cargo, Bluebird Cargo and Icelandair Ground Services.

Tourism services
Seven companies are catagorized as being part of the Tourism Services focus of the Group: Iceland Travel,
Icelandair Hotels, Air Iceland, Loftleidir-Icelandic, Icelandair Shared Services, Icelease, and |G Invest.

Information about reportable segments
for the six months ended 30 June

Route network Tourism services Total

2010 2009 2010 2009 2010 2009
External revenues ...........ccccccceeeennn. 27.016 23.395 11.059 10.188 38.075 33.583
Inter-segment revenue 8.446 8.149 818 411 9.264 8.560
Segment revenue ...........cccceeeeeeeeee 35.462 31.544 11.877 10.599 47.339 42.143
Segment EBITDAR ......ccccceeviineen. 4.031 3.847 2.803 2.316 6.834 6.163
Segment EBITDA .....coooviiiiieiieiis 1.721 1.287 811 562 2.532 1.849
Reportable segment
loss before income tax ................... ( 1.182) ( 691) 175 ( 135) ( 1.007) ( 826)
Segment assets ......ccccceeeviiieneennn. 78.234 73.591 32.298 28.859 110.532 102.450

Reconciliation of reportable segment loss

2010 2009
Total l0Ss for reportable SEGMENLS ... e ( 1.007) ( 826)
Elimination of discontinued OPEerations ...........ccccvuvieeeiiiiiiiee e ( 400) ( 2.747)
Unallocated amounts:
Other COrporate EXPEINSES .....uvviiieiiiiiiiie e e ettt e e e e e e e e e st e e e s sab e e e e e s stbaeeeeesensreees ( 1.100) ( 1.851)
Share of profit of equity accounted INVESLEES ..........ccuuiiiiiiiiiiiii e 64 a7
Consolidated 0SS before iNCOME taX .........cocviiiiiiiiiiie e ( 2443) ( 5.377)

Segment reporting for the year 2010 could possibly change due to restructuring of the Group.
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Notes, contd.:

6. Discontinued operation
As stated in the financial statements for the year 2009 the Group classified its subsidiaries, SmartLynx, Siglo
FIU, Siglo FIJ and Siglo FIR as discontinued operations. During the first quarter the Group reclassifed its
ownership in the Siglo companies as part of continuing operations (see note 7). SmartLynx is still classified
as discontinued and is therefore not part of the continuing operations. Amounts for the period January-June
2009 have been re-presented in the profit and loss statement for comparative reasons, including the
operations of Travel Service.

The results of the discontinued operation are specfied as follows:

Results of discontinued operation 2010 2009
1.1.-30.6. 1.1.-30.6.
REVENUE ...ttt e e e e e e e e e e e e e e s e et e e e e e e e e eeeas 3.908 22.728
EXPENSES oottt ettt e e e e s — e e e s e a e e e e e nraaaaeaaas ( 4949) (  25.306)
Results from operating acCtiVIties ...........couiuuiiiiiiiiiieee e ( 1.041) ( 2.578)
FINANCIAl EXPENSES ......vviiiiie et e e e e stbaaea e an ( 275) ( 377)
INCOME TAX .ttt e e e e e e e e e e e e e b bbb e e e e e e e e et e e aeaaeaeeaeanas 0 208
Results from operating activities, net of income tax ........ccccceeeviiiieiie i, ( 1.316) ( 2.747)
Guarantees of discontinued operation reversed ...........cccoocceeeeeeiiiiiieeee e 916 0
LOSS fOr the PEriOd ... e ( 400) ( 2.747)
BasiC 10SS PEIr SNAre .......cccoociiiiiiiic e ( 0,41) ( 2,82)
Diluted 10SS PEI SNAIE ........oooiiiiiii i ( 0,41) ( 2,82)

Cash flows used in discontinued operation

Net cash used in operating actiVities ............cceiviiiiiieii e ( 576) ( 1.245)
Net cash used in investing activities ( 282) ( 8)
Net cash from financing aCtiVIties ..........cccivviiiiiiiiiiie e 858 1.427
Net cash used in discontinued OPeration ..............cccceeeiriiieiiee i 0 174

7. Acquisition of subsidiary
In July 2009 the Group acquired 51% in the companies Siglo FIU, Siglo FIJ and Siglo FIR. Previously the
Group owned 49% of the shares and accounted for them as shares in associates. At the date of acquisition
the companies were classified as discontinued operations since the ownership was considered as temporary
and process of disposal had commenced. Assets and liabilities were accounted for at fair value less cost to
sell at year end 2009.

During the first quarter of 2010 the Group reclassified its shares in Siglo FIU, Siglo FIR and Siglo FIJ as part
of the continuing operations. Following are the effects on the financial position in the year 2010.

Operating assets 4.053
Intangible assets 60
Trade and other reCEIVADIES ..........oouiiiiii e 10
Cash and Cash @QUIVAIENLES .........o it e e et e e e e neee e e e e e eneeas 18
LOANS AN DOITOWINGS ..eiieiiiiiiiie ettt e ettt e ettt e e e e et e e e e et e e e e e s st b e e e e e e sats et aeeeantbaaeaeesssaeeas ( 3.527)
Trade and Other PAYADIES ... et e e e e e e e e e et e e e e e e aneeeas ( 4)
Net assets and labilItIES .........c..oiiiiiiii e 610
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Notes, contd.:

8. Assets and liabilities classified as held for sale
On 30 June 2010 assets and liabilities classified as held for sale consist of the assets and liabilities of
SmartLynx (classified as discontinued opertation note 6), Bluebird Cargo (classfied as held for sale) and the
remaining 30% share in Travel Service.

Assets and liabilities classified as held for sale are specfied as follows:

Assets classified as held for sale

OPETALING ASSELS ....veeeiirii et erree st e s e e st e et e e r e e e st et e s re et e smre e e s ne e e s asne e e nnne e e s nreennneeennnes 6.624
INEANGIDIE BSSELS ...ttt bbbt e et 2.732
OthEr NON-CUITENT @SSELS ....eeiiiiiieiiiieeiiieeeiee e ettt e e st e e steeeastaeeeseeeesneeeessteeeaseeeaaneeeeanseeesseeenneeas 1.800
[[01Y7=T 01 (0] 4= PSP PPPP 113
Trade and Other reCEIVADIES ...t e e s e e e e e eeeas 1.352
Cash and Cash EQUIVAIENES .........coiiiiiiiiiie et 203
12.824

Liabilities classified as held for sale
Non-current 10ans and DOITOWINGS .......vviiiiiiiiriie e e e 1.501
Deferred income tax lability .........c..ooieiiiiii e 298
Current 10aNnSs and DOITOWINGS ......oooiriiiiiiieieie et e e s e s e e nneesanneeenee 1.414
Trade and Other PAYADIES .........oocuiiiiiee e e e e e s st e e e s eraeeas 3.006
(D12 (=T (=T T g Tt ] 1 4 1= RSP TRTPP 489
6.708

In the 2009 Financial Statements the shares in Siglo FIU, Siglo FIR and Siglo FIJ were classified as assets
held for sale. During the first quarter of 2010 the Company reclassified these assets as part of continuing
operations. As a result the assets, mainly aircrafts, and the liabilities are now part of the statement of
financial position (see note 7).

9. Finance income and finance expense
Finance income and finance expense are specified as follows:

2010 2009

1.1.-30.6 1.1.-30.6
Interest income 0N bank dePOSILS .........cooiiiiiiiiiiiiiiiee e 27 27
Other interest income ...........cccceeeee. 98 43
Net foreign exchange gain 0 470
FINANCE INCOME TOLAl .....oouiiiiiiiie e 125 540
Interest expense on loans and BOrrOWINGS .........oociiiiiiiiiiiiir e 1.807 1.872
Other INTErESt EXPENSES .. ...eiieiiee ettt e et e e e e et e e e e e e anebeeeaeeanes 82 335
Loss from sale of deriVatiVES ..........cccoiiiiiiiiiiii e 0 48
Net foreign eXChange [0SS ......ccvvvoiieieiiie e 23 0
FINANCE COSES TOLAl ....eiiiiiiiiieie i 1.912 2.255

NEt fINANCE COSES ....ooririiiiiiiie it ( 1.787) ( 1.715)
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Notes, contd.:

10. Loans and borrowings
This note provides information about the contractual terms of the Group’s interest-bearing loans and
borrowings, which are measured at amortised cost.
30.6.2010 31.12.2009
Non-current loans and borrowings are specified as follows:

Secured Bank I0aNS .........uiuiiiiiiiiiiiecee e 13.713 11.211
Unsecured DanK 08NS ........coouiiiiiiieiiiee e 2.688 2.727
CONVEIIDIE NOLES ..ot e e 1.961 1.947
18.362 15.885
CUITENt MATUILIES .......viiiiiiii e ( 5.821) ( 2.209)
Total non-current loans and borrowings 12.541 13.676
Current loans and borrowings are specified as follows:
Current maturities of non-current llabilities .........cccccoeeeeeeii s 5.821 2.209
SROM-LEIM NOES ... e s 1.160 1.160
Short-term loans from credit INSItULIONS ......vvevveeiiieiiee s 19.271 19.345
Total current 1oans and DOITOWINGS ........cccuvviiiiiiiiiiiee e e 26.252 22.714
Total [0ans and BOITOWINGS .......oviiiiiiiiiiie e 38.793 36.390

Due to breach of covenants at the end of June 2010, loans amounting to ISK 8.472 million have been
reclassified as short-term loans. As the financial resctructuring has been finalised as stated in note 16,
loans will be reclassified as a long term loans in accordance with the financial restructuring as of August
2010.

11. Secured bank loans

Secured bank loans are specified as follows: Total Total

remaining remaining

Average balance Average balance

interest rates 30.6.2010 interest rates 31.12.2009
DebtiNUSD ..o 6,8% 13.433 5,1% 10.936
Debt in ISK indexed .........cccoeoviiiieeeiiiieiiiie e 7,1% 280 7,1% 275
Total secured bank loans ...........cccccooceeeiiiinneen. 13.713 11.211

12. Contractual repayments of loans and borrowings
Contractual repayments of loans and borrowings are specified as follows:

Repayments in 1.7.2010 - 30.6.2011 .....oooiiiiiiiiiiie et e e st e e e e e et e e e e e ntraaaa s 26.253
Repayments in 1.7.2011 - 30.6.2012 ......ooii ittt e et e e e e e e anaeeaa s 5.963
Repayments in 1.7.2012 - 30.6.2013 ......ooiiiiiiiiiiee et e e et e et e e e e e e e e et raaaa s 1.817
Repayments in 1.7.2013 - 30.6.2014 ...ttt e e e eeee s 4.239
Repayments in 1.7.2014 - 30.6.2015 ......coiiiiiiiiiiie ettt aaea s 306
Subsequent repayments .........ccccceeeeiiiiieneeneiiieenn. 215

Total loans and borrowings
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Notes, contd.:

13. Convertible notes
Convertible notes are specified as follows:
30.6.2010 31.12.2009

Proceeds from issue of convertible notes - nominal amount 2.000 2.000
TranSACON COSE ....uviiiiiiiiiiii ettt ( 39) ( 39)
Net proceeds .......cccoovveieeeeeiiiiiiieeens 1.961 1.961
Amount classified as equity ( 110) ( 110)
Expensed transaction cost 110 96
Carrying amount of liability 1.961 1.947

Convertible notes were issued in October 2006. The nominal amount in ISK will be paid in a single amount
in 2011. They are convertible at the option of the holder into ordinary shares over the 5 year period at the
price ISK 29.7 per share, 20% each year. The effective interest was 17,5% at period-end.

14. Group entities
The Company holds thirteen subsidiaries at the end of June 2010, which are all included in the consolidated
interim financial statements. They are:

Share

Route network:

BIUEDIrd Cargo Ehf. . ...t aaa e 100%

Icelandair ehf. ................ 100%

Icelandair Cargo ehf. .........coociiiiiiiee e, 100%

Icelandair Ground Services ehf. (IGS) ........eiiiiiiii e 100%
Tourism services:

T (o= F= U o 1= o ) P PURUPUR P 100%

[Celand Travel ENf. ... e e 100%

Icelandair HOEIS €. ......oooiiiiii e aeaeeaeee s 100%

Icelandair Shared SErviCES ENf. ... e 100%

ICRIEASE ENI. ..o et raraaaaaaaeaaaaannaaae 100%

[ 1Y A= 1 ) SRS OPRPRN 100%

Loftleidir - IcelandiC €Nf. ... ... 100%
Other operation:

[CECAP L., GUEBINSEY .. ..eieieiiee ittt e ettt e ettt e e e e sttt et e e e e et et e e e e aansseeeaeeaansaeeeaesansnneeasannnes 100%
Discontinued operation:

SMATLYNX, LAIVIA ..eeieei ittt ettt e e e e sttt e e e e e nae e e e e e e ennaeeeaannneeaans 100%

The subsidiaries own 25 subsidiaries that are all included in the consolidated interim financial statements.

15. Statement of cash flows
Other operating items in the statement of cash flows are specified as follows:

2010 2009
1.1.-30.6 1.1.-30.6
EXPeNnsed 10NQ tEIM COSE .....coiiiiiiiiiieiiiie e 2.304 1.670
Exchange rate difference and indexation of liabilities and assets .............c......... 110 316
Gain 0N the sale Of ASSELS .......ccveiiiiiiiere e ( 13) ( 44)
Gain from assets held for sale ... ( 916) 0
Share of profit Of @SSOCIALES ........cccvriiiiiiiiii i ( 64) ( 47)
INCOIME TAX ..o e e e e e ( 397) ( 213)
Total other operating items in the statement of cash flows ...........ccccccceeiiivinnnn. 1.024 1.682
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16. Restructuring
The Company has been working with its main creditors on improving its debt maturity profile and equity ratio.
In March 2010 Icelandair Group hf. and its largest creditors, islandsbanki and Glitnir Bank hf., entered into
framework agreement which sets forth the basic terms and conditions and the intensions of the Parties
regarding the financial restructuring plan. The objectives of the restructuring plan are as follows:

» Debts amounting to ISK 3.6 billion will be converted to equity.

» Assets valued at ISK 7.6 billion, shares in Travel Service, Bluebird and IG Invest will be used to lower
debts amounting to the same amount.

« Loan agreements with islandsbanki and Glitnir will be restated in the way that suits the Company’s maturity
and currency risk profile.

e The Company will raise new share capital in 2010 from new investors in open and closed offerings for a
total amount in the range of ISK 8-10 billion.

« Holders of issued bonds amounting to ISK 1.7 billion are asked to convert the debt to equity or extend the
maturity of debts.

The Company commits in the agreement to hold a shareholders’ meeting to obtain approval for the share
capital increase set forth in the agreement.

In June 2010 The Enterprise Investment Fund (Framtakssjédur islands, FSI) and the Pension Fund of
Commerce (Lifeyrissjodur verslunarmanna, PFC) have subscribed to ISD 1.6 billion in new shares at the
price of 2,5 for a total of ISK 4.0 hillion. This agreements was subject to conclusion of due diligence.

On 12 August 2010 the Company, its main creditors and FSI entered into agreement on executing the terms
of the framework agreement signed in March 2010. New share capital amounting to ISK 5.5 hillion has been
raised and additional ISK 2.5 billion will be raised. Accordingly the Company has concluded that the financial
restructuring process has been finalised.

17. Ratios
The Group's primary ratios are specified as follows: 30.6.2010 31.12.2009

Working capital ratio 0,56 0,58
EQUity ratio ....cceeveeiiiiieiee e 0,13 0,16
Intrinsic value of share capital 13,46 14,98
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