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NOTICE TO INVESTORS

This Summary should be read as an introductioh@d?rospectus, consisting of this Summary, a Ragjish
Document and a Securities Note all dated 28 Oct20&0.

The Prospectus can be obtained in electronic foomatww.icelandairgroup.is. A hard copy can be gt
from Icelandair Group hf. headquarters, Reykjaviilpért, 101 Reykjavik, Iceland. This Summary, Régison
Document and Securities Note can be obtained éonéxt 12 months.

Any investment decision relating to shares in ledkar Group hf. should be based on a consideratidine
Prospectus as a whole by the investor.

Where a claim relating to information containedtia Prospectus is brought before a court, a ptaintiestor
may, in accordance with the relevant national latitm of the Contracting Parties to the Europeaart®mic
Area Agreement, have to bear the costs of trangldkie Prospectus before legal proceedings aiatétt

Civil liability attaches to those persons who htalged the Summary, including any translation tbgrend
applied for its notification, but only if this Sunamy is misleading, inaccurate or inconsistent wiea together
with other parts of the Prospectus.

No person is authorised to give information or @kemany representation in connection with the Naar&s
other than as contained in the Prospectus. If aol sxformation is given or made, it must not bieeceupon as
having been authorised by the Company or any o€tirapany’s respective affiliates or advisers. Naitthe
delivery of the Prospectus nor any sale made hdegwshall under any circumstances imply that theiebeen
no change in the Company'’s affairs or that therimfttion set forth in the Prospectus is correctfamny date
subsequent to the date hereof.

REFERENCES

References to “Icelandair Group”, “the Issuer”, "wais”, “the Group” and “the Company” in this Sunamy
shall be construed as referring to Icelandair Giiguplcelandic ID No. 631205-1780, unless otheengkear
from the context.

References to “SPW ehf.” in this Summary shall bestrued as referring to a special purpose vehicle,
incorporated under the laws of Iceland, ID No. S3BB9590 whose registered office is at Soltun 26, 10
Reykjavik, unless otherwise clear from the cont8fi@W ehf. common stock is divided between two
shareholders: islandsbanki with 71.1% and Glit@nBwhich holds the remaining 28.9% share in thapgamy.

References to “the New Shares” in this Summaryl Slgatonstrued as referring to 2,941,000,000 neareshin
Icelandair Group hf., admitted to trading on theitMiglarket of NASDAQ OMX Iceland and subscribed o b
professional investors, unless otherwise clear fitmencontext.

SUMMARY OF THE SHARE OFFERING

This Summary, which forms part of the Prospectaacerns an Icelandair Group share offering to msiémal
investors of 2,941,000,000 New Shares and the atbmiso trading on NASDAQ OMX Iceland Main Market.

The Issuer is Icelandair Group hf. ID No. 6312080, registered office Reykjavik Airport, 101 Reykja
Iceland, telephone number: +354 505 0300.

The Listing Advisor is Islandsbanki hf., ID No. 4308-0160, registered office Kirkjusandur 155, Raykk,
Iceland, telephone number: +354 440 4000.
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Information about the Issue

The New Shares are all of the same class and beaatme rights and are identical to the existirgeshin
Icelandair Group. The issue of New Shares will lbecated to professional investors and also inféine of
debt-to-equity conversions to islandsbanki andn@lBank.

Professional investors have subscribed to New Sharthe total of 2,221,000,000 in Icelandair Gratiphe
price of ISK 2.5 per share. islandsbanki and GliBank will convert debt in the amount of ISK 3,6000,000
into New Shares at the price of ISK 5 per share.

Admission to Trading

An application has been made for the New Sharés tmdmitted to trading on the regulated market AENAQ
OMX Iceland, which is an EU regulated market witttie meaning of Directive 2004/39/EC on Markets in
Financial Instruments (“MiFID”), which has been ilamented through the Securities Transaction Act No.
108/2007. NASDAQ OMX Iceland is authorised pursuarthe Act on Stock Exchanges No. 110/2007 to
operate a regulated market under the supervisitimeoicelandic Financial Supervisory Authority (FMEhe
FME is a governmental agency responsible for, anather things, supervising Icelandic securitieskaalaws.
Furthermore, pursuant to the Act on Stock Exchaigesl 10/2007, NASDAQ OMX Iceland is required tovba
rules of its own, governing the trading on NASDAMR Iceland.

The New Shares will be delivered electronicallytigh the depository agent, the Icelandic Securépd3itory,
Laugavegur 182, Reykjavik, Iceland. The New Shaiitde issued electronically at the ISD no latear 3
November 2010, and they will be admitted to tradindater than on 5 November 2010.

The Company’s share capital consists of one clasbares, each share having a nominal value ofISKThe
ISIN number of the shares is 1IS0000013464. Theeshaicker symbol in the trading system of the NASD
OMX Iceland hf. is ICEAIR.

New Issues

At a shareholders’ meeting held on the 6 AugusB2€te shareholders of the Issuer granted the Bafard
Directors the authority to increase the Issuerasitapital by up to 4,000,000,000 nominal valuetie
purpose of strengthening the Company’s financiaitjpm.

On 9 September 2010, the Board of Directors usedtithorisation from the shareholders’ meeting &ugust
and approved the issue of New Shares in the anaf)941,000,000 in accordance with Article 15ha t
Articles of Association. The total share capitatted Company will be 3,941,000,000 after the igsfutae New
Shares.

No further authorisations or approvals are needessue the New Shares

Reasons for the Issue and Use of Proceeds

The Group undertook major cost-cutting measurékerfirst half of 2008. The cost-cutting measusd®h in
2008 are among the main reasons for the Groupfi$yatioi shoulder the downturn in 2008 and early 200

The balance sheet was not self-sustaining, inquéati due to the high level of indebtedness, améhg a major
problem for the Group even before the collapsdeftanking system in Iceland. It had been evidensdme
time that the balance sheet needed to be resteadctur

The collapse of the banking system in Icelandila008 along with the worldwide recession affedtes
Group’s operational landscape, especially as dacngsmand dropped significantly. Strain on caskvio
followed due to termination of the Group’s banksegvices coupled with severe outflows of cash tetraa
ever-growing demand for cash collateral by intdomal financial institutions to replace bank guadess.
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To meet these changes, the Board of Directorseo@itoup announced its plans to adapt to this new
environment. A step in this process was the firareistructuring and binding agreements were sigmeti2
August 2010. The Group addressed its refinancimglignidity needs by entering into a standstillegmnent
with Islandsbanki and Glitnir Bank. Further stepsrtitigate the refinancing needs are taken withstie of
assets, by the conversion of debt into equity, landhanging the term structure of loans. The prdsdém®m the
equity share issue will be used to increase cadfaad in the Company.

Professional investors have now subscribed for SBkares for a total of ISK 5,552,500,000 at marladdier in
new share capital, which corresponds to 2,221,@00Mew Shares in Icelandair Group. islandsbanki@litcir
Bank have convert debt in the amount of ISK 3,600,000 into New Shares at the price of ISK 5 parah
which corresponds to 720,000,0000 New Shares laridair Group.

Private Tender

The New Shares have been subscribed to by profedsiovestors and in the form of debt-to-equity wension
by Islandsbanki and Glitnir Bank. The tables be&how the largest new shareholders.

ltem 1. New shareholders that have subscribed for 2,22ilomiNew Shares announced on 12 August 2010

New Shareholders ID Number Nominal Value Price Market Value Holding
(ISK) (ISK) (% of share capital)

The Enterprise Investment Fund slhf.. 651109-0510 1,200,000,000 2.5 3,000,000,000 30.4%
The Pension Fund of Commerce........ 430269-4459 400,000,000 2.5 1,000,000,000 10.1%
Lifeyrissjodir Bankastreeti 7............... 711297-3919 200,000,000 25 500,000,000 5.1%
Virding b 561299-3909 137,000,000 2.5 342,500,000 3.5%
Stefnir IS-15.......ccveeeeererereeeeeae 470206-8450 85,000,000 2.5 212,500,000 2.2%
islensk verdbréf hf............ccccoeveenee. 610587-1519 54,000,000 2.5 135,000,000 1.4%
Stefnir [S-5...oveveveeeeeeeeeee e 430407-9610 45,000,000 2.5 112,500,000 1.1%
Other new shareholders.................... 600390-9619 100,000,000 2.5 250,000,000 2.5%
Total..ccoeieeeeee e, 2,221,000,000 5,552,500,000 56.3%
Dilution

On the date of this Summary, the total number afehin Icelandair Group is ISK 1,000,000,000 imimal
value, divided into an equal number of shares, @attha nominal value of ISK 1.0.

The issue of the New Shares increases Icelandaing@ share capital by 2,941,000,000 shares. Ttaé to
number of shares in Icelandair Group after thedgdithe New Shares will be 3,941,000,000 sharssusing
that existing shareholders do not take part inghee of the New Shares at all, the resulting priagrzal dilution
of their shares will be 74.6%.

Expense of the Issuer

The commission for placing 2,941,000,000 new shigr&éSK 124,168,750. In addition the cost for prépgthe
Prospectus, registering the shares, paying statypadd other costs is ISK 25,000,000. The charges f
NASDAQ OMX Iceland total ISK 2,500,000.

The total cost for the issue of the New Sharesthdtefore be ISK 151,668,750. All cost of the essuill fall on
the Company.
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RISK FACTORS

Investing in shares is subject to numerous riske. féllowing is a summary of those risk factors the
management and Board of Directors of Icelandairu@iaf. believe are most likely to materially aff¢ioé Issuer
and any investment made in its shares.

Prior to making any investment decision regardimgrss in the Company, please consider all thenmdtion in
this document and, in particular, the risks andemtainties described iBhapter 1 RISK FACTORS of the
Registration Document arChapter 1 RISK FACTORS of the Securities Note, both documents dated 28g2ct
2010.

These risks and uncertainties may materially atleetCompany and any investment made in its shHrasy
combination of these events occurs, the tradingepsf the shares could decline and investors nhiggiet part or
all of their investment. Additional risks and urteénties that do not currently exist, that are mratsently
considered material, or of which the Company isnara, may also impair the business and operatibtigeo
Company. These risks and uncertainties could hawatarial adverse impact on the business, inconoéitq
assets, liquidity and share price of the Company.

Risk relating to Investment in Icelandair Group’s Shares:

General equity risk

Liquidity risk

Changes in the regulatory framework for financiad &quity markets
Shareholder structure

Further capital increase can dilute shareholdings

Icelandair Group’s Operational Risks:

Fluctuations in market prices such as fuel priegshange rates, interest rates and possibly carbon
prices in the future can materially impact the Camps profitability.

The company is dependent on external economicriabiat the economic risk factors have different
effects on individual subsidiaries.

The Company faces the risk of having insufficienrking capital to meet payments, e.g. due to
inability or difficulties in liquidating its asset$his risk is mitigated to some extent by maintain
liquid assets.

Air transportation is subject to intensive regulati. An Air Operator’s Certificate (AOC) has been
issued to the relevant subsidiatie$ Icelandair Group authorising it to conductatdine operations.
There is no guarantee that the Company will beegsuch licenses in the future.

Operating in foreign markets exposes the Compangtious risks. There is a risk that its prospétts
some markets could diminish due to various faciadyuding political climate, currency controls and

taxation.

! Icelandair, Icelandair Cargo and Air Iceland hbeen issued an AOC.
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The Company is dependent on its key employeeshaidwillingness to continue working for it. The
prospects for future cooperation between the keyleyees and the Company are always uncertain. If
any of them should decide to leave, the Companiddoeiadversely affected.

The airline and tourist industry are inherentlydabintensive industries. The majority of the
Company’s employees are unionised, and is repreddryt several unions, each of which has its own
contract on salaries and benefits with the CompBagh contract comes up for renegotiation every few
years, and every time this happens there is ahkthe parties will not reach an agreement; such
situations may end in a strike.

An increasing proportion of ticket sales take plager the internet. These systems are vulnerable to

disruptions that are beyond the Company’s control.

Icelandair Group’s Risks relating to the Airline and Tourism Industries:

The Group faces intensive competition in all iedds of activities. The level of competition amoings
airlines is high and pricing decisions are heagtdpendent on competition from other airlines.
Airline operators are highly sensitive to jet fpeices and availability. Increased prices and/etrigted
availability of aviation fuel may affect the prdaftility of Airlines.

The Company operates in a seasonal industry where has traditionally been much higher demand
for air travel and general tourism in the summédre high seasonal fluctuation in turnover makes the
business riskier than otherwise.

Many government regulations that are often baseidtemational agreements and concern the
environment, have in recent years become a groissug for the airline industry. Attention shouldal
be paid to varying local restrictions around aitpao reduce noise and pollution. As such theylazth
concern opening hours of airports, availabilitystifts and the usage of airspace.

At some airports, an air carrier needs landingtakdoff authorisations (slots) before being able to
introduce new services or expand their existingsomée Company is dependent on such slots in order
to be able to compete on the international market.

Airline operations tend to be burdened with a Heglel of fixed costs due to the nature of provided
services, e.g. operations of expensive equipmeahbhhigations due to leasing and investments. The
high proportion of fixed costs to total operatiasts can be devastating when demand shocks take
place, which inevitably can happen at any giveretimg. due to external disruptions of some kind.
The airline and tourism industries are subjectit@eer changing environment of taxes, aviation and
licence fees and charges, which can have direettedin ticket pricing and demand.

The cost of airline insurance can fluctuate and essult insurance can expose airlines to subatanti
costs and loss if such developments cannot be ynecbme sources.

The airline and tourism industries are dependenherstate of the world’s economy. In a depressed
economy, consumers are likely to travel less, whkmhid affect load factors, yield, and utilisatioh

the fleet and hotel rooms.
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Delays and cancelled flights occur for various oeassand impose increased costs on airlines. These
events have not only direct added costs for opmratbut also indirect costs through damage to
reputation and the brand name which may take atiomgto repair.

The occurrence of terrorist attacks or an outbrdakdisease that result in a fear of travellingldo
depress the aviation and tourism industry and affecCompany adversely, both through the airline
and tourism operations.

The airline industry is vulnerable to volcanic astuds due to disruptions of flights and cancelled
bookings. With the possibility of continued volcamiruptions, financial outcome could be exposed to
uncertainty.

Security measures have increased internationallyariong term, especially after the terrorist@tain
September 2001 when security surveillance was stepp, and any suspicious activity is treated with
greater intensity than before. Such increased #ggeneasures may affect the Company'’s profitahility
Airline operators could be affected adversely i€afi their aircraft were to be involved in an detit

or crash. This may involve not only the repaireplacement of damaged or lost aircraft and the
consequent temporary or permanent loss of sericslso claims from injured passengers and the

surviving relatives of deceased passengers.

INFORMATION ABOUT ICELANDAIR GROUP HF.

Business Overview

The Group is an operating company with subsididdeased on the international airline and touristtaers.
The operations of the Company are based on twaéssisegments; route network and tourism servites.
main focus of the route network is to operate tighased on thdub and Spoke concept between Europe and
across the Atlantic to North America via IcelantieTfocus of the tourism services business segraeamnt i
catering to the growing demand for universal s@wifor tourists in Iceland and on offering a wideisty of
support services relating to airline operationstimg2009, the Group employed an average of 2,uB®ife
employees and the Group generated total revenu&Ka0.3 billion and carried approximately 1.7 lioih
passengers on its routes.

In addition to passenger flights operated by thiénai the Group has vast interests in most pdrisedandic
tourism and aviation, including hotel chains, tleagencies, domestic airlines, support services,
handling and technical services, as well as a legdA\CMI? and lease operations.

The future focus of the restructured Group is andperations of Icelandair ehf., Icelandic Tourgong with
the Hub and Spoke conceptwhich is a pivotal part of Icelandair ehf.’s busss model.

The Company is adapting to this new environment.

The Group has simplified its business model tcetfa new strategy.

In the restructuring process, Icelandair Group acssed by DVB bank.

From now on, Icelandair Group defines itself a®parating company focusing on route network and
tourist services and should not be looked upontaslding company.

By placing Travel Service, Bluebird Cargo and Sinark under the ownership of Icelandic creditors

the size of the Group’s balance sheet will be reduc

2 Acronym for: Aircraft, Crew, Maintenance and Insace.
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+ The new business structure is based on two bus#egssents. As before the support functions will

work across both business segments and providedupp the subsidiaries and associate companies.

Item 2. The core Icelandair Group going forward

Iceland Travel
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ltem 3. Businesses divested in 2010
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The Group’s management emphasises the importarmalaboration between its subsidiaries as highéidhn
the segmentation of the Group into the Route Ndtwamid Tourist Services. The business segmentatiesses
the importance for subsidiaries to focus on a Giwige approach in their daily operations.

Milestones in Icelandair Group‘s History

Icelandair Group traces its roots back to the ¥€&7 when one of the predecessors of the Groupgfétag
Akureyrar, was founded in Akureyri. For the sakdordvity the history of the Group is listed belawrh the
year 2006 when the Group took its current formaad listed to OMX ICE Main Market.

+ 2006 In February, the current structure of Icelandaio® hf. was formed. On 15 October that year,
Icelandair Group Holding hf. was established andhensame day acquired Icelandair Group hf.
Icelandair Group Holding was listed on OMX ICE Maitarket on 14 December. On 28 December the
merger of Icelandair Group Holding and Icelandaio@ was approved by the shareholders of
Icelandair Group and the following day by the shatéers of Icelandair Group holding. The Merger
was effective as of 1 November 2006.

+ 2006 In June, the Latvian charter airline Latcharteswaquired.

+ 2006 Airline Services Estonia (ASE), Estonian accouayaiirm acquired.

+ 2007 Icelandair Group Holding was delisted on 9 Febrw@ard Icelandair Group listed on the OMX
ICE Main Market on 12 February.

+ 2007 A 50% share of Travel Service, the largest priyadened airline in the Czech Republic was
acquired. Travel Service became an associate meshitiee Group as of November and became a
subsidiary and was included in the consolidategrimt financial statements as of April 2008.

+ 2007 Icelandair Hotels announced a Franchise AgreemightHilton Hotels Corporations for the
252 room 4-star Nordica Hotel in Reykjavik.

+ 2008 Iceland Travel launched the VITA brand to sellidewariety of leisure tours to Icelanders
travelling abroad.

+ 2008 A new name and appearance were unveiled in Septemwiien Latcharter became Smartlynx.

+ 2009 Islandsbanki hf. acquired 42% of the shares itarwair Group hf.
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2009 A share capital increase in Travel Service dilutedandair Group’s share in Travel Service to
50.1% from the previous 66%. The Company sold &%Gshare in Travel Service in November and
holds a 30.0% share in Travel Service.

2009 A shareholders’ meeting gave the Board of Direcémuthorisation to increase the share capital
of the Company by up to ISK 4 billion - by meanssabscriptions to new shares.

2010 At the end of March 2010 Icelandair Group hf. #sdargest lenders, islandsbanki and the
Resolution Committee of Glitnir Bank, announced thay had reached an agreement on the best way
to finalise the financial restructuring of Icelaimd@roup.

2010 On 14 April 2010 a volcanic eruption commencecdhia glacier Eyjafjallajokull in Iceland.

The volcanic ash from the eruption had a severadainpn flight schedules around the world.

20100n 14 June, the Enterprise Investment Fund (Btelandic: Framtakssjodur Islands), an
investment company owned by 16 Icelandic pensiodg$uentered into a binding agreement with
Icelandair Group on an ISK 3 billion investmentiie Group. The agreement was concluded with
normal reservations regarding the results of dligetice, which the Fund performed. The EIF has
subscribed to New Shares in the nominal amounBkfl1.2 billion at the price of ISK 2.5, for a tot#

ISK 3 billion.

2010 On 15 June, The Pension Fund of Commerce (PCElandic: Lifeyrissjédur

Verslunarmanna) entered into a binding agreemetht kselandair Group hf. on investing ISK 1 billion
in the Group in return for a 10.1% share in thenpany. The PCF has subscribed to New Shares in the

nominal amount of ISK 400 million at a price of IS5, for a total of ISK 1 billion.

2010 On 21 October the Company announces that the fisamstructuring is completed and the

documentation process finalised.

ORGANISATIONAL STRUCTURE

The management team of Icelandair Group is ledthéyExecutive Board. The Executive Board is conagtisf
Bjorgolfur J6hannsson, Chief Executive Officer, Bbigs Bogason, Chief Financial Officer and Sigthor
Einarsson Deputy CEO.

The Executive Board leads a team of specialistsseltask is to harness the potential synergy effeagganise
the overall operational network and ensure efficferancial management of Icelandair Group and its
subsidiaries. In addition, the Executive Board diasct access to the day-to-day operations of sabkidiary,
with the focus on strategy, finance, and businesgldpment enhancing Group synergies. The managemen
team also formulates and ensures compliance tsybfidiaries with the overall strategy of the Gr.odip
operational companies of the Group have their iddial management, with executives in charge ofitiby
business, supported by the Group management. &dms of subsidiary managers is at all times in cliaégon
with the Group-level management and contributeattyréo the overall insight and functionality okth
organisation.

BUSINESS SEGMENTS

Route Network
This business segment is focused on the well-askegal international route networks based orHble and

Fooke concept that the Group has developed for the kstdes. Three companies are categorised as betng pa
of the Route Network business segment:
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+ Icelandair ehf., the international, full-serviceliae with a hub in Iceland;
+ Icelandair Cargo, a full-service air freight compan

+ Icelandair Ground Services, which handles airlaed passenger services at Keflavik Airport;

These companies work closely together and havehigrical ties. The main common task of the fogueup
is to run a profitable airline network operatiorttwgrowth potential while supporting local tourigmiceland.
This is done through sales and marketing activitypehalf of all companies, as well as through pigci
emphasis on revenue management and cost contolgihout the operation.

Iltem 4. Corporate Structure

Board of Directors

CEO Bjorgo6lfur J6hansson

Business Development Route Network Tourism Services
Sigpor Einarsson
Hub and Spoke Concept Hotels and Restaurants
Scheduled Airlines Travel Agencies
Cargo — Domestic Tourism

Technical Services Financial Services
Group Finance

Ground Services Aircraft Charter, Leasing and Trading

Bogi Nils Bogason

Tourism Services
The business segment Tourism Services comprisdeltbwing subsidiaries:

+ Air Iceland, a turboprop operator which operatethlitomestically and internationally to Greenland.
The company is in cooperation with the Faroes@airhtlantic Airways and sells seats to the Faroe

Islands on flights operated by Atlantic Airways.
+ Loftleidir-Icelandic, the capacity solution provide
+ Icelandair Hotels, the domestic hotel chain.
+ Iceland Travel travel agency, tour operator andii@son management company in Iceland.
+ Icelease, the aircraft trading arrangement company.

+ Icelandair Shared Services (Fjarvakur-fjarmalatbgia ehf.), the accounting and financial support

company of the Group.

The main focus of this business segment is intenmaltand domestic tourism as well as support fonst
thereof.
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PROFIT FORECAST

On 21 October 2010 the Company revised its profiecdast and made public a press release that, aotbag
stated:

“The operations of Icelandair Group have been sgtitbis year and the company has outperformed its
original financial forecast for the year. To refléitat, Icelandair Group has revised its EBITDA

forecast for the year from ISK 8.5 hillion to 9.8ibn for the full year. “

Therefore the current EBITDA projection for the y2810 has been revised upwards from ISK 8.5 to 93K
billion for the full year.

EMPLOYEES

The Company believes that one of its principalrgitis lies in its employees. Its operations reqaivéde range
of knowledge and specialised personnel within auiettechnology, international marketing, financel an
management. The average positions for the fullyy2807-09 and the first six months of 2010 aregutes!
below.

In the year 2009 a significant reduction was madiéé number of employees within the Group. Rednoigs
were made to meet the changed market conditionscaliodver costs going forward. Icelandair and 1@8uced
the number of their employees by 15% and 25% rdisiedg, and other subsidiaries reduced their nunadfer
employees significantly as is depicted in the tddgow. It must be noted that SmartLynx and Tr&eaivice
increased the number of employees significantlynf@D08 to 2009 mainly through hiring’s of new cabiew
members. Both companies, SmartLynx and Travel 8erére categorised as discontinued operations.

ltem 5. Average number of employees — Continuing Operations

2007 2008 2009 1H 2010

107 =T o PSPPSRI 1,464 1,368 1,163 1,150
L S 601 530 400 382
(1] = g To Eo T O 1o o PP PP PPPPPTRN 67 58 52 40
1CEIANMAIT HOTEIS. ...t ettt e et e 276 289 249 290
(1] = g To B = . PP PP PP USRI 92 101 99 99
[0 14 [T o [ [oT=] =T o TSP 9 9 10 11
Y (o<1 - Ty o U UUP TR PPPPTI 316 306 259 250
Icelandair SHArEd SEIVICES. ... ...uuiiiiiiiiie ettt e e e et e e e e ett e e e e e e aaanas 102 97 95 95
ICEIANDAIT GIOUP. ...ttt ettt e e e e e e et e et e bbb e 15 15 15 15
BIUEBIIG. ...ttt e e e e e et e e et e e et e e et e e e att e e e e e raas 66 75 70 67
TOML. . ovoovoee oo eeeee oo e ee e ettt T 3007 2848 2412 2399

Icelandair ehf. plans to increase its flight opiera by 17% in 2011 and expects that the incredtereate
around 200 new jobs in Icelandair ehf.
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BOARD OF DIRECTORS AND EXECUTIVE BOARD

A shareholders’ meeting was held on 15 Septembt0.28 new Board of Directors was elected during the
meeting. The following were elected to the Boar@®wo&ctors of Icelandair Group:

Audur Finnbogaddttir, ID No.: 200767 3739

No. of votes: 466,559,586

Finnbogi Jonsson, ID No.: 180150-2429

No. of votes: 466,559,586

Katrin Olga Jéhannesdattir, ID No.: 010862-7369
No. of votes: 466,542,492

Sigurdur Helgason, ID No.: 010546-2069

No. of votes: 466,709,586

Ulfar Steindérsson, ID No.: 030756-2829

No. of votes: 597,754,244

Alternate Board members, chosen without election:

Herdis Drofn Fjeldsted, ID No.: 210971-4329
Magnus Magnusson, ID No.: 160965-4799
Vilborg Lofts, ID No.: 121256-3129
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Remuneration and Benefits

The table below sets forth a breakdown of the rearation that the Group paid to certain membersief t
management and Board of Directors in 2009. It plewides information regarding holdings in the Gysu
shares by these individuals at December 31, 2008 tdble includes the Members of the Board of Mrnes
Chief Executive Officer and the members of the Exiee Board. There is no pension liability regagdin
Members of the Board of Directors, Chief ExecutMéicer or Executive Board.

ltem 6. The table depicts salaries and benefits for the geded 31 December 2009.

Salaries Shares held  Shares held
and Share atyear-end by related

benefits options 2009 parties
Board of Directors: (million ISK)  (million) (million) (million)
Sigurdur Helgason, Chairman of the Board .............ccccceeoee 16 *
Katrin Olga JOhannesdottir ...........ccovvviiiiieeiiiiiee e 0.8
Magnus Magnusson, alternative board member .................. 0.1 238.3
Gunnlaugur M. Sigmundsson, former Chairman ................ 4.9
Asgeir Baldurs, former board member ...........cccoeeevevennne, 1.8
Einar Sveinsson, former board member ..............ccceeeeviennen. 2.3 12.8
Finnur Reyr Stefansson, former board member ................. 3.0 38.2
Jon Armann Gudjonsson, former board member .............. 0.8 111.7
Omar Benediktsson, former board member ....................... 1.1
Pétur J. Eiriksson, former board member .........ccccceeeeveieennn. 19.1
Joén Benediktsson, former alt. board member ..................... 0.7 0.4 12.8
Kristin Einarsdéttir, former alt. board member .................... 0.2
Martha Eiriksdottir, former alt. board member ..................... 2.1 0.1
Sigurdur Atli Jénsson, fomer alt. board member .................. 0.9
Tomas Kristjansson, former alt. board member ................... 0.5 20.0
CEOs:
Bjorgolfur J6hannsson, CEO of Icelandair Group hf. .......... 38.7
Sigthor Einarsson, Deputy CEO of Icelandair Group hf. ....... 25.5 1.0 0.1
Bogi Nils Bogason, CFO of Icelandair Group ..............c...... 26.3
Birkir H6lm Gudnason, CEO of Icelandair ehf. ..................... 33.2 0.1
Gudni Hreinsson, CEO of Loftleidir-Icelandic ehf. ............... 25.3
Gunnar Méar Sigurfinnsson, CEO of Icelandair Cargo ......... 21.5
Managing directors:
Eight MDs of Group COMPAanIies .........cccceeeeeivvieeeeesiiiieee e 152.4 6.2

Included in the above mentioned list of shares held by management and directors are shares held by
companies controlled by them.

*The Chairman of the Board has forgone  his right to a salary so instead the Board agreed to pay the same
amount to a charity —the Special Children’s Travel Fund.

Audur Finnbogaddttir, Finnbogi Jonsson (CEO), Hefliéfn Fjelsted and Vilborg Lofts are all employwd

the Enterprise Investment Fund. Magnis Magntssemjsoyed by Landsbanki islands hf.
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STATUTORY AUDITORS

Icelandair Group hf. elected KPMG hf., IcelandicNd. 590975-0449, Borgartin 27, 105 Reykjavik,doel,
as the Company’s Statutory Auditor at the Annuah&eal Meeting held on 21 May 2010. KPMG was Icetand
Group’s Statutory Auditor for the financial perio2807, 2008 and 2009.

On behalf of KPMG hf. State-authorised accountants members of The Institute of State Authorizellieu
Accountants in Iceland Jén S. Helgason Icelanditltb 050269-3619 and Gudny Helga Gudmundsdottir
Icelandic ID No. 221168-4029 have audited the Camgjsafinancial information for the years ended 31
December 2007, 2008 and 2009 and reviewed theydalfinterim accounts ended 30 June 2009 and 2010.

FINANCIAL INFORMATION

The financial statements of Icelandair Group aepared in accordance with International Financegbdtting
Standards and comprise the consolidated accoutite garent company and its subsidiaries.

The following tables show the Income Statement ftoatandair Group’s financial statements. The infation
covers the years 2007, 2008, 2009 and the firginsiths of 2010 and 2009.

ltem 7. Income Statement FY2007-FY2009

(mISK) 2007 2008** 2009
TTANSPOI FEVEINUE. ... .ttt ettt ettt e re e ae e et e e e bt e sb e e e e be e b e e st eb e s e eas e bt eneeneenneen 35,949 41,885 47,139
Arcraft and QIFCIEW IBASE.........c.iviieiiieieieee et 15,510 16,951 19,425
O T, ettt eh e Rt er e er e eer e et er e srenr e ereers 12,018 13,363 13,757

OPEIALNG INCOME....etee et eetees ettt e e ee st e et et e eteeseeeneasteeneesteeeteeseesneestesseenneentesneenen 63,477 72,199 80,321
Salaries and related EXPENSES......ocuuiiiiiiieere ettt e sre e e ee e teeee e e neenneen 20,008 20,275 18,652
ATFCTATE FUBLL ... e e et se e e 9,769 15,703 13,250
AIrcraft and @IrCIEW IBASE..........ouiiiiiieeee ettt e 7,353 8,921 12,797
Aircraft servicing, handling and COMMUNICALION. ..........cocviiiriiiiiiiieies e 4,367 5,060 5,881
AIFCraft MAINTENANCE. ..ottt r e sr e ne e enes 5,128 5,499 6,825
O, et eh et ettt er e er st er e e nr e ereens 11,375 13,688 14,782

OPEIALING EXPENSES. ...ttt eies ettt ettt ettt s et ettt sb e e b e eneaaeeabeenesneenrennnan 58,000 69,146 72,185

[y 1 TP 5,477 3,053 8,136
Impairment and DEPrECIALION. ..........coii it -3,141 -10,404 -6,652

E B T e e h e Rt r R bRt R e e e s e ene e 2,336 -7,351 1,483

== T T TP SO O T PP O PP PP PP PP PTUPTPPTPPTOt 128 -8,985 -4,468

Net Profit/Loss from contiNUING OPEIatiONS. ... wovuveiieiieieieiieeeeee e 257 -8,905 -3,983

Net Profit (Loss) from discontinUINg OPEratiONS. ... ..o iueiuirieiieieiseeseeaeeseaseeseeseessresneeseeeenseeens 0 1,437 -6,681

Net Profit/LoSs for the Year / QUAINET.........cc.. cuveiieieiieieee et 257 -7,468 -10,665

EBITDAR. ...ttt ottt ettt ettt ekt e e ettt e e e a bttt e e s aRb et e e s aabe e e e e anbe e e e anreeeaan 11,056 8,821 16,332

** Re-presented
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Item 8. Income Statement 1H 2009 and 1H 2010

(mISK) 1H 2009** 1H 2010
TTANSPOIT TEVENUE. ...ttt ettt et e e e s e st an e e s me e s ame e e ame e s ereeene e e nnneennneennneenaneean 18,763 22,016
AIrCraft and @IFCIEW IBASE......cuuiiuieie ettt ettt sb e st e st e teebeeneeenaeenaenns 9,064 9,719
Other operating revenue 5,756 6,433

OPEIALING INCOIMIE....utiiiiiieiieie e eiieics cteetieete et e et e s eeteeteeeeeeeseeaseesteeaseesseeaseesseeseenseenseesenns 33,583 38,168
Salaries and related EXPENSES......c.ii ettt r e b e sbe s sbe s nre b sreeanee e 8,994 9,841
F o] - 0 {1 = PSSR USURRPSRR 5,549 6,644
AIrCraft and @IFCIEW IBASE......cc.uiivieie ettt et sb et sse e e ebeenseenaeennenns 5,649 5,941
Aircraft handling, landing and COMMUNICALION............oieiiiriierieieee e e 2,545 2,783
AIFCTaft MAINTENANCE. ... eiitieiti ettt sb e s e st e s e st e ereessbeabestaesseesteeabeesreenneenes 2,855 3,400
Other OPEratiNG EXPENSES. ... eeeuvieeeiieeieeeteeeeeteeeeeeeeeseeesseeesssesesseeeeseeesseeasesessseessseesnseeensseense 6,526 7,232

OPEIALNG EXPENSES. ...cevviiiieitieiietieeais eeitesitesetesteesteesteesteasteeseeaseeaseesseenseesseesseessessseessesnsesees 32,118 35,841

EBITDA .ottt ettt bbbt et a et bbb Rt E e E e bbbt e ne bbb e nre e 1,465 2,327
Depreciation and amortisation.... -2,427 -2,647

] 2 O SRS -962 -320

B T e ettt b bt £ttt etk b ettt r e nne e -2,630 -2,043

Net Profit/Loss from continuUiNg OPEratioNS.........  cococcvecuieiiiiesieesieseesieenieesee e siaesniesreeanee e -2,232 -1,646

Net Profit (Loss) from discontinUiNg OPEratioNS........coiuiiiiiiiieiie e sieseesiienieeseeaseeseeasbesreeaneenee -2,747 -400

Net Profit/LOSS fOr the YEar / QUAIET.......cccc. ettt e e e eaneas -4,979 -2,046

EBITDAR. ...ttt ettt ettt et a ettt b bt e st ettt ettt re et eb e e erene 5,779 6,629

** Re-presented
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WORKING CAPITAL, CAPITALISATION AND INDEBTEDNESS

The Chairman of the Board of Directors and the GiEMehalf of the Issuer declare that in their apirthe
Issuer’s working capital is sufficient for the né&@ months.

The following table sets forth the Group’s capgation and indebtedness as of 30 June 2010. Tloeving
table does not reflect the issue of new shares.

ltem 9. Capitalisation and indebtedness of Icelandair Gremipf 30 June 2010

Capitalization and Indebtedness (mISK) 30 June 2010
o) r= o U T =] a1 T o1 TSP 65,713
[CUE= =g [ (<TTo Lol 18,686
ST ToT U =T i PSPPI 5,890
UNQUAIANTEEA/UNSECUIEA. ...ttt ettt oottt e e ettt et e e e e e et e bbb e e e e e e et abnbe e e neeees 41,137
TOtal NON-CUITENT HADIITIES. ... i e e et et e et e et e e e et e et e e et e e raa s 18,976
(TN 1= T 11T =T PPN 0
ST 01T TP 10,532
UNQUAIANTEEA/UNSECUIEX. ... ettt ettt ettt oottt e e e ettt e e e e ettt bbb e e e e e e et ann e e e ee e 8,444
ST E=11=] aTo] o [ (=3 =To [ 1 o/ PP OP PP PPPPT 13,128
5] oLl o o1 2= PPN 975
12 LI o1 =100 1101 TSP PP PRR PP PPPPPINN 25,450
Fair value @nd OthEr FTESEIVES........iiiii it ettt et e e e ra e e anas 7,368
RELAINEA BAIMINGS. ... ettt ettt oottt o4 oo ettt e e e e e et eaba et e e e e et abe b e aee e -20,695
[T aTe g8 VAL g1 (=1 =T SO TP P PPP PPN 30
Total capitalization 0N 30 JUNE 2010........ccuiiit ettt ettt e e et oo e e et e et oo e e e et et e et e e e e e et e e e e 97,817

* Represents a general pledge in unpledged assets of the Group
** Represents a direct pledge in certain real estates and aircraft

The table above does not reflect the issue of aqupiedely ISK 2.2 billion New Shares in Icelandairo@p in
the share offering at the subscription price inidan this Summary and the intended applicatiothef
estimated net proceeds of approximately ISK 5.Johil Following the completion of the share offeyiof the
New Shares, the share capital will increase by 231,000,000.

The table on capitalisation represents the cupertton of long-term loans, plus short-term liatiéls excluding
aircraft leases. Total non-current liabilities undé long-term interest-bearing debt which amoumts t
approximately ISK 12.5 billion. The remainder catsiof prepayments (ISK 2.3 billion) and long tgrayables
(ISK 4.1 billion). Total current liabilities consisf interest bearing loans and borrowings (ISK34illion),
trade and other payables (ISK 16.7 billion), liglas held for sale (ISK 6.7 billion) and deferriedome (ISK
16.1 billion). Aircraft financing constitutes 40%the total interest-bearing debt and is solelg édng-term
nature and financed by foreign banks. Apart froat 8ource of financing, the interest-bearing dédrns from
domestic bank borrowing. Further details of theakd®own of loans can be found in the table below.
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Item 10. Net indebtedness of Icelandair Group as of 30 201€

Net indebtedness (mISK) 30 June 2010
=) IO L] TP PUPPPPPTPTP 7,471
D) CaSh EQUIVBIENTS. ... i e e e et e et et et et et e aan 0
€) TrAAING SECUNLIES .. ...ttt ettt ettt ettt oottt oo e ettt e ke e e e e ettt e e e et e e e e be bt e e e e e eenenanens 0
A) LIQUITHEY (2) # (D) F (C)eveveereeeeeeeeeee eeeeteee e et et te et e e et e ettt et e et en e e e e 7,471
€) Current fiNANCIAl FECEIVADIES. ... oo it et e e e 0
L) IO 11 (=T a1 o = Ug Q0 (= o | P 19,271
g) Current portion of IoNg terM debt.........coueii i e 5,821
h) Other current fINANCIAI AEDL........ ..o et 1,160
i) Current financial debt (f) + (G) F (1) oeeiiiiis oo e e et e e ettt et et e e e 26,252
j) Net current financial iNdebtednNess (1) = (€) = ([ A).uuiiiiiniii it e ettt e et e e e 18,781
K) NON-CUITENE DANK GEDL...... ettt et e e e e e e e e e e nees 10,552
1) NON-CUITENE DONAS ISSUBM. ...ttt ettt e e ettt e e e e e e e enenee s 1,971
M) OthEr NON-CUITENE JOBNS. ... ettt e e e et e et e et e n e e e e e e e et e e et e eeaan s 18
n) Non-current financial indebtedness (K) + (I) + (1) uuiiiiii i e et et e e 12,541
Net financial indebtedness (j) + (n) 31,322

The cash represents the net figure derived fronctheolidated cash flow statement of the Groupuddighed
on 13 August 2010.

The capital profile above is based on Icelandaoupis Financial Statements as of 30 June 2010 efatdthe
financial restructuring of the balance sheet. A pathe completion of the financial restructuriwgl be a share
capital increase of approximately ISK 9.2 billidBK 2,941 million in share capital and ISK 6,21%hmare
premiums) where approximately ISK 5.5 billion vk paid with cash and approximately ISK 3.6 billigitl be
debt-to-equity conversion. Additionally, most oét&roup’s interest-bearing loans will be restrustiur

The Group has a total of approximately ISK 31.4dailin contingent indebtedness in the form of keas
obligations due to aircraft financing. The leaségaltions are off-balance-sheet items that areeftected in
the balance sheet, but are directly payable threunghmortisation schedule, and they are not refieict the
maturity profile of the Group. Furthermore, the Gudhas a contingent liability stemming from the coitment
to acquire four 787-800 Dreamliner aircraft, seeert® in the consolidated financial statement ol8tember
2009 for further information.

The Group had a total of ISK 6.7 billion in inditécdebtedness at year end 2009, through off-balzheet
items such as lease obligations and financial guees. The only financial guarantee for third garis the USD
19.6 million guarantees to SmartLynx as of 30 0&0.

After the divestment of SmartLynx, Icelandair Gromili continue to guarantee USD 19.6 million to
SmartLynx. The guarantee will gradually expire bhtlanuary 2014. The guarantees for SmartLynxrare
regard of lease payments on aircraft. If SmartLyamrnot pay its lessors, the guarantee will fallaatandair
Group. That could happen if SmartLynx could noséeds unused aircraft to another company. Lofildids a
contract with SmartLynx regarding the lease of aiwraraft, where Loftleidir leases two aircraft from
SmartLynx. The contracts are on an arm’s lengtlsksawd they will not be affected by the divestmaint
SmartLynx from the Group.

The expected net indebtedness after the restrogtigishown in the following table. Please noté tha
financial information on net indebtedness afterfthancial restructuring is not audited and is lobse
information from the management of Icelandair Group
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Item 11. The table shows net indebtedness after finanesitucturing

Net indebtedness (mISK) 30 June 2010
A) CASN...ceiiii e e 13.175
b) Cash equivalents 0
€) THAMING SECUIIES . ...t ettt ettt e ettt e e e e ettt ettt e e e e et e e et et e et e e e e e e eeenees 0
d) LiQUIITY (B) F (D)  (C):rereeeeiiiiiiieiiiit ettt ettt e et e e e et e s 13.175
€) Current fINANCIAI TECEIVADIES. ........cii ittt et ettt e e e e e e nenaneas 0
) CUIENt DANK GEDL. ...ttt et eeens 0
g) Current portion Of [ONG tEIM AEDL. ... ...ouiiiiii e et et e e e e e e enaes 3.181
h) Other current fINANCIAL GEDL. .........oiiiiitii e e et e e e e e e s 0
i) Current financial debt (f) + (G) F (N)..oeeiiiis oo e et et eaa 3.181
j) Net current financial iNdebtedNESS (1) = (B) = ( @)ererrurunn e ee ettt ettt e e e e e et e e ae e e e eeaees -9.994
K) NON-CUITENt DANK GBDE. ... .. e e ettt e e e 22.370
1) NON-CUITENE DONAS ISSUBT. ... ettt e e e e ettt e e e e e e e e s 1.971
M) OthEr NON-CUIMENE JOBNS .. ... ..tiieeiii ettt et e e ettt e e e et e e e et r e et n e et aa s n e et neeeeeas 18
n) Non-current financial indebtedness (K) + (I) £ ( MN).uuiiiiiiiii e e et e e e e 24.359
Net financial indebtedness (j) + (n) 14.365

Item 11 shows the effects of the restructuringtn@ompany's net indebtedness after financialuwestring as
of 30 June 2010.

The information provided in this chapter is derifesin the last published financial information bétlssuer
and information related to the financial restruictgrwhich have not been audited and is based anndtion
from the management of Icelandair Group. As ofdhge of this Summary the Issuer declares that theve
been no material changes since the last publishaddial information.

MAJOR SHAREHOLDERS.

Item 12. 20 Largest shareholders as of 21 October 2010

Shareholder Number of shares  Percentage of shares Percentage of votes*
1SIaNASDANKI ...t 469,772,387 46.98% 29.99%
Landsbanki iSIands f..........c..ccooveviiiiieiissieseeeeeeens 238,348,350 23.84% 30.37%
Sparisjodabanki [SIands hf.............c.ccocoeeeeeieereeceeeeeeeenn 93,572,562 9.36% 11.92%
AINUS BN 32,992,831 3.30% 4.20%
Icelandair Group hf.........ccoiiiiii e 25,460,000 2.55% 0.00%
Glitnir Bank hf.......cooooiiiiii e 20,925,000 2.09% 2.66%
Sigla €hf. ..o 20,000,000 2.00% 2.55%
Saga Capital Fjarfestingarbanki............cccceevveviiiniiniinnies 18,104,159 1.92% 2.45%
Arkur ehf .. 17,500,000 1.75% 2.23%
N L D s 12,844,611 1.28% 1.63%
Stafir [feyrissjOadUr. ..o 8,656,512 0.93% 1.18%
Almenni lifeyrissjodurinn............ccooeeiiiiiiiiieie e 6,571,047 0.66% 0.84%
Kaupfélag SuUdUIMES]a........cccooviiiiiiiiiiienie e 3,375,000 0.34% 0.43%
Landsbanki Luxembourg S.A.......ccccevviveeviiieeciee e 2,870,961 0.29% 0.37%
DNB NOR Bank ASA.......ccooiiiiiiie it 2,000,000 0.20% 0.25%
Landssjoédur hf Grvalsbréfadeild............ccooooviiiiieiiiieennnn. 1,924,512 0.20% 0.25%
Jafet OlafSSON.........ccc.vcveeeeeeeeeceee e 1,843,300 0.20% 0.25%
[slandssjodir hf, SJOAUE B..........c.ccrevrereeeeeeeeeeeeeeeeeeen 1,652,712 0.20% 0.25%
Lifeyrissjodur Vestfirdinga..........cccceeevveeevieesiieeeniiee e 1,561,736 0.20% 0.25%

Hagur eignarhaldsfélag ehf 1,111,111 0.10% 0.13%

TOtaAL e e 98.39% 92.23%
*Islandsbanki is not allowed to utilise more than 23.5% of outstanding share capital as its voting powers are capped at 29.99% of total votes.
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The table above lists the holdings and voting ggiftthe 20 largest shareholders in the Comparny 2%
October 2010. Certain relationships between thégsdisted above should be noted: (i) accordingublicly
available information, 95% of the common stocksd&hdsbanki is held by foreign creditors of the dRetson
Committee of Glitnir Bank hf. and (i) Magnis Magsdn is Managing Director of Corporate Banking for
Landsbanki islands hf., which owns 23.84% stakiaénCompany.

SHARE CAPITAL

The total issued share capital, as of the dathi®fSummary, is ISK 1,000,000,000 in nominal vatlieided
into an equal number of shares, each with a nomidak of ISK 1.0. The Group’s share capital cassi$ one
class of shares, and each issued share carriamtelhe Group holds, as of the date of this Summa
25,460,000 shares in itself (2.55% of the totaleflpand 974,540,000 shares are outstanding. AtleoGroup’s
shares are fully paid and non-assessable.

RELATED PARTY TRANSACTIONS

When Group companies deliver products or providgeices to other Group companies, any such agreearent
arrangement is performed at a market price andankehterms. All intra-Group transactions, balasiceet
items, revenues and expenses are eliminated upmolaation of the Group’s financial statements aral
therefore not included in the Group’s consoliddiathnce sheet or results of operations.

The Board of Directors of the Group believes thatGroup’s related party transactions describeovbate
conducted on an arm’s length basis. islandsbariisht6.98% of the shares in the Group, however,
islandsbanki is only authorised to apply up to 38Riss effective voting rights in the Group. islatinki is the
primary commercial bank of the Group, acts as hgsthdvisor in respect of this Summary and was mtatihy
the Group to act as the advisor in respect of tae Shares. All transactions with islandsbanki Hasen
concluded on an arm’s length basis.

No Members of the Board of Directors, nor any mendfe&sroup Management, currently, or during theiqeer
that is covered in the historical financial infottioa in this Summary has participated directlyratirectly in
any transaction with the Group that is, or woulgehbeen, unusual or made under unusual condifitres.
Group has not granted any loans, provided any gtsga or entered into a guarantee undertaking, far ¢the
benefit of any member of the Board of Directors.

ARTICLES OF ASSOCIATION

The object of the Company is to own and run aigiaad tourism companies, purchase and sell of share
especially shares in other companies working irfitld of aviation, travel industry and transpgtyrchase and
sellf real estate, lend and other related busiridss.can be found in the first chapter of the Camps Articles
of Association.

Summary of Provisions with Respect to the Board dDirectors, CEO and Management

The Company’s Board of Directors consist of fivemhers and three alternate members, elected atrthaeah
General Meeting for a term of one year. Those witenid to run for the Board of Directors shall nptlie

Board of Directors of their candidacy at least §sdaefore a shareholders’ meeting. The natificasioall list

the name, identification number and address ot#imelidate along with information about his main
employment, other board memberships, educatiorereeqee and shareholding in the Company. Candidates
shall furthermore list any interest connected tanncéients and competitors of the Company and dtaders
controlling more than 10% of the Company. Inforrmatabout candidates for the Board of Directorsldiwl
available for shareholders’ review at the Compan§fices no later than 2 days before the sharehglde
meeting.
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The Company’s Board of Directors is the supreméaity in the Company’s affairs between sharehader
meetings and ensures that the organisation andteiof the Company's operation are generallgarrect and
good order. The Board of Directors appoints a Mar@®irector for the Company and decides the tesfitss
or hers employment. The Board of Directors andMla@aging Director are responsible for the managémien
the Company. The Company’s Board of Directors essstinat there is adequate supervision of the Coyp'gan
accounts and the disposal of its assets and adopking procedures in compliance with Act No. 2/53%h
Public Limited Companies. Only the Board of Dirgstgrants power of procuration. The signaturesef t
majority of the members of the Board bind the Conypa

The Board of Directors elects a Chairman from amitgiembers, and otherwise allocates its obligatio
among its members as needed. The Chairman calld bteetings. A meeting shall also be held if retpeeby
a member of the Board of Directors or the Manadpirgctor. Meetings of the board are valid if atteddy a
majority of the members of the Board. However, imipot decisions shall not be taken unless all mesbe
the Board have had the opportunity to discuss thttem if possible. The outcome of issues is dethlieforce
of vote and in the event of an equality of votesidsue is regarded as rejected. The Managing irattends
meetings of the Board of Directors, even thouglhghe is not a member of the Board, and has g to
debate and submit proposals unless otherwise akbiglthe Board in individual cases. A book of masiis
kept of proceedings at meetings of the Board amal e signed by participants in the meeting. Ardaaember,
or the Managing Director, who is not in agreemeitih & decision by the Board of Directors is entitte have
his or her dissenting opinion entered in the bdokimutes. A board meeting is able to make decsiwhen a
majority of board members participate in meetinfypossible, an important decision should not beita
without all members of the Board of Directors havirad a chance to discuss the matter.

The Managing Director has charge of the day-toajsgrations of the Company and observes the potidy a
instructions set out by the Company’s Board of Etiwes. Day-to-day operations do not include measwtach
are unusual or extraordinary. Such arrangementsilgroe made by the Managing Director in accordanith
special authority from the Board, unless it is irsgible to await the decision of the Board witharicusly
damaging the operation of the Company. In suchvantethe Managing Director consults with the Cimein, if
possible, after which the Board of Directors is iettiately notified of the measures. The Managing&or
ensures that the accounts and finances of the Gorguanform to the law and accepted practices aatithie
disposal of the property of the Company is secline. Managing Director provides the members of tharB of
Directors and Company auditors with any informaf@ntaining to the operation of the Company whiuyt
may request, as required by law.

Rights, Preferences and Restrictions of Shares

All shares in the company that carry votes havekdghts and no privileges are attached to shardse
Company. The Company’s own shares are restrictadvialy that no voting rights are attached to ttaresh All
the shares are freely transferable, unless othemvisvided for by law. No restrictions are placed o
shareholders’ rights to sell their shares. The igiors of the Act on Electronic Registration ofl@ito Securities
No. 131/1997, and rules based on the Act shall gothe change of ownership. Sale of shares todorgarties
shall be governed by Icelandic law as it readbat¢levant time.

The Board of Directors of the Company is authorigethcrease the share capital of the Companydora@ance
with Article 15.10f the Articles of Association. €lshare capital of the Company may be increasegh by ISK
4,000,000,000 (four billion Icelandic kronur) noraivalue with the subscription of New Shares. This
authorisation is valid until 3Mecember 2010. The nominal value of the shareshtohithe shareholders may
subscribe is one Icelandic krona. The subscriptide may be decided by means of a public invitatiorender
for new shares in the meaning of section 1 of Aet#3 of the Securities Transactions Act No. 108720
Shareholders shall have a pre-emptive right tolpge new shares in proportion to their registecadirngs.
Exemptions from this are authorised; cf. parag@pifi Article 34 of Act No. 2/1995 on Public Limited
Companies.
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Provisions

There are no provisions in the Company’s incorponaagreement or its Articles of Association that

could delay, postpone or prevent a change in the@oof the company.

There are no provisions in the Company’s incorponaagreement or its Articles of Association that

include limits on the disclosure of shareholder emghip other than Icelandic law.

There are no provisions in the Company’s incorponsagreement or its Articles of Association

regarding changes of share capital that are gtticé is required by law.

Actions Necessary to Change Shareholders’ Rights

According to Article 93 of Act No. 2/1995 on Publianited Companies, the Articles of Association nuay
be amended at a lawful Annual General Meeting tnaexdinary shareholders’ meeting, provided thatribtice
of the meeting clearly indicates that such an amemd is proposed and outlines the main substantteeof
amendment. A decision is valid only if it has tlupgort of at least 2/3 of the votes cast and tippsu of
shareholders controlling at least 2/3 of the skaptal represented at the meeting, provided alilzatsno other
force of vote is required by the Articles of Assi@n or statutory law.

Shareholders’ Meetings

The supreme power of the Company'’s affairs, withenboundaries set in the Articles of Associatiod a
Icelandic legislation is in the hands of lawful s#taolders’ meetings. Shareholders, shareholdeesitagthe
Company'’s accountants and the managing directen &he is not a shareholder, have the right ttigipate in
shareholders’ meetings. Furthermore, the Boardi@fdibrs may invite specialists to attend the shaiders’
meeting if their advice or assistance is requiiidte Board of Directors is authorised to decide #fatreholders
may participate in shareholders’ meetings by ed@itrmeans without being physically present. If Board of
Directors feels that the Company has equipmenthusisufficiently safe to allow shareholders totjgfvate in
shareholders’ meetings electronically without bgihgsically present and the Board of Directors desito use
this authorisation it shall be announced in thétation to the meeting. If a shareholder wishepdticipate
electronically in shareholders’ meeting, the shaledr must submit his questions five days befoeentieeting.

A shareholders’ meeting is lawful without regardattendance if it is lawfully called for. A sharddier may
send an agent to the shareholders’ meeting oretialb The agent shall submit a written or an etetdt power
of attorney which shall be dated. The Board of Etiwes may decide that a shareholders’ meetingosily be
held electronically. If the Board of Directors fe¢hat the meeting can be held only electronicaiti suitable
equipment and thereby allowing shareholders tdgiaate electronically, the invitation to the meetishall give
clear information regarding the technical equipnsmd information on how shareholders notify the @any of
their electronic participation and where they oateive information, instructions and a password for
participation. An inserted password into a compaetem is deemed to be equal to the sharehokigriature
and is viewed as valid participation in the shatééis’ meeting.

An annual general meeting shall be held within eigbnths from the end of the financial year. Shaledrs’
meetings shall be called for with a method whicbassidered to ensure swift access to the meetiregjaal
grounds. Trustworthy media shall be used which enthe circulation of the invitation to the puhiicthe
European Economic Area. Such media include the NAQMX information system and Huginonline. The
meeting shall also be called for with an advertisenin Icelandic media. The Board of Directors kball for
shareholders’ meetings when it deems it necessarhen the elected auditor or shareholders cdimgoat
least 1/10 of the share capital insist in writimgl uggest an agenda for the meeting. Shareholueetings
shall be called for with a minimum of three weekstice.

The invitation to an annual general meeting simaliuide information regarding place of the meettige and
draft agenda. Clear and precise rules on partioipat and voting at shareholders’ meetings andrimftion
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about where shareholders can get all relevant dentation that will be presented at the meeting. pfoposal
on amendments to the Company’s Articles of Assasiat to be addressed at the meeting, the sulssttbe
proposal shall be described in the invitation.

FINANCIAL RESTRUCTURING OF ICELANDAIR GROUP HF.

Icelandair Group hf. announced on 14 and 15 Judé #tat the Enterprise Investment Fund (EIF) aed th
Pension Fund of Commerce (PFC) had entered intoding agreement with the Company to the effect the
two funds would invest in Icelandair Group for amgmately ISK 4 billion at a share price of approately
2.5. In the agreement EIF undertook to contribpigreximately ISK 3 billion, thereby acquiring apgimately
1.2 billion New Shares in the Company. The PFC uodé& to contribute approximately ISK 1 billion etteby
acquiring approximately 400 million New Shareshia Company.

The agreements were concluded with the followingditions:

Positive results of Icelandair Group due diligence

Exemption of the EIF by the Financial Supervisomttfority (FME) from an obligatory take-over of
the Company

That Icelandair Group hf. raised a minimum ISK biikon in market value through the sale of New
Shares to other investors

All of the above conditions have been met as ladarGroup hf. announced on 12 August 2010, andsitors
have subscribed to a total of approximately ISKHillon at market value in new share capital, whic
corresponds to approximately 2.2 billion New Shandselandair Group hf.

The agreement assumes the conversion by Icela@dairp hf.’s two largest creditors of debt in thecamt of
approximately ISK 3.6 billion into shares basedaashare price of ISK 5 per share, which corresptmas
subscription to ISK 720 million new shares. Thalatcrease in share capital will thus amount tig IS
2,941,000,000 New Shares at nominal value.

Icelandair Group hf. plans furthermore to raiseragimately ISK 2.5 billion in additional share ctgiat the
same price (2.5) from shareholders and employe2810. The timing and structure of that offerind| e
disclosed later.

Overview of the Financial Restructuring
The major steps of the financial restructuringaafldndair Group are listed below:

New shares issued for cash consideration in thanarmmount of approximately ISK 2.2 billion at the

price of ISK 2.5, which equals approximately ISI Billion in market value.

islandsbanki and the Resolution Committee of GlitBiank convert debt in the amount of
approximately ISK 3.6 billion into shares basedaoprice of ISK 5 per share, which corresponds to a

subscription to ISK 720 million New Shares.

Vindabudir ehf. ID No. 680807-2560, a company fudlyned by the Resolution Committee of Glitnir
Bank, will directly acquire 100% of the share capaf SmartLynx for ISK 1 (one) as SmartLynx has

no value. Icelandair Group will continue to guaeenS&martLynx operational leasing obligations.

The Resolution Committee of Glitnir Bank and islainanki incorporated an SPV, a special purpose
vehicle, (hereinafter “SPW ehf.”) which will acqeifravel Service and Bluebird Cargo from Icelandair

Group. A binding agreement on the divestment amrditkcorporation of SPW ehf. was signed on 12
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August 2010. However, the documentation processneaisoncluded and contracts signed until on 21
October 2010. The contract has reservations and 8BV will not take control of the divested

companies until these reservations have beenlédlfil

Icelandair Group will continue to own and managelit@est, but it will be controlled by SPW ehf.
However, Icelandair Group has made an agreemeiit 8W ehf., which will receive economic
benefits from IG Invest. The total proceeds tododair Group from the sale of Bluebird Cargo, Trave
Service, and the economic benefits of IG InvesBRW ehf. amount to ISK 7.6 billion. The ISK 7.6
billion in proceeds contributes to reducing thetdwbicelandair Group by ISK 7.6 billion. Thereris

cash contribution involved in the asset divestment.

If SPW ehf. receives more than ISK 7.6 billion,addition to interest amounting to REIBOR + 3%,
from its assets when it sells them before Septer@béb (Travel Service, Bluebird Cargo and the
economic benefits from IG Invest), Icelandair Growifl receive 50% of any potential yield that is

higher than ISK 7.6 billion. On the other hand SPW ehf. receives a lower amount than ISK 4.0
billion before September 2015 from the sale (ofvE&taService, Bluebird Cargo and the economic
benefits from IG Invest), Icelandair Group must [EBW ehf. ISK 0.5 billion. The contracts state that
if SPW ehf. has not sold its assets before Septer2d&5, the banks can extend the period until
September 2017.

The financial restructuring is subject to certaimditions being satisfied or waived as soon astigaule and in
any event no later than by close of business opeldember 2010. The material conditions are asvslio

An approval from competition authorities in Icelamdd Latvia for the sale and purchase of the shares

in Bluebird Cargo ehf. and SmartLynx respectively;

Icelandair Group and SPW ehf. shall enter into arefiolders’ agreement and a call option agreement
and other relevant agreements and arrangementslation to their shareholding in 1G Invest ehf.

Icelandair Group and SPW ehf. shall enter intoofeihg agreements:

o0 Shareholders' agreement in terms of IG Invest #fdt outlines how IG Invest will be

controlled;

0 Service agreement in terms of IG Invest wherealmmcair Group undertakes to manage 1G
Invest on behalf of SPW

o0 SPW ehf. shall have call options on Icelandair @t®ghareholding in 1G-Invest.
Icelandair and Vindab(dir ehf. shall enter intoogerating agreement in relation to SmartLynx;

The signing of a conditional guarantee issued lejalwdair Group for the benefit of islandsbanki and
Glitnir banki in the total amount of ISK 500,000000

Exemptions from the Central Bank of Iceland frone tRules on Foreign Exchange, No. 370/2010
(issued by the Central Bank of Iceland), with reigato the sale and purchase of the shares in Travel

Service and SmartLynx;
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A written confirmation from certain creditors ofavel Service and SmartLynx, confirming that (i) the
relevant loans are not in default and (ii) Icelandzroup can transfer the title of the shares iavet
Service and SmartLynx;

Waiver letters in relation to change of controlystons in certain agreements entered into by Bideb
Cargo;

Amendments to existing general bonds, granted &lahcair Group and its subsidiaries; and

New security granted by Icelandair Group. Spedifica(i) share pledge agreement, granting 2nd
priority security over shares in IG Invest and @igecurity interest over a Boeing 757-200 aird@aft
islandsbanki.
It should be noted that the above conditions argels formalities which are expected to be satisfiy 15
December 2010.

Notice is drawn to the fact that the financial dat¢his section is not extracted from the issuaddited
financial statements. The data in this sectiomaudited and based on management calculationsedefriom
negotiations with the creditors of the Group.

Shareholders List after Financial Restructuring

The following table shows the largest shareholdétselandair Group hf. after the financial resturing.

ltem 13. Largest shareholders of Icelandair Group hf. afterfinancial restructuring

Shareholders after financial restructuring ID Number Nominal Value  Holding (%)

The Enterprise Investment Fund slhf............ 651109-0510 1,200,000,000 30.4%
Islandsbanki hf..........ccccooveeereeerceceeeeeinns 491008-0160 1,028,492,387 26.1%
The Pension Fund of Commerce.................. 430269-4459 400,000,000 10.1%
Landsbanki islands hf...........c.ccccccoevevevevenennnn. 540291-2259 238,348,350 6.0%
Lifeyrissjodir Bankastreeti 7..........c.ccoccvvenneee. 711297-3919 200,000,000 5.1%
Glitnir Bank hf........oooooiiiiic, 550500-3530 182,205,000 4.6%
Virding hf..ooeo 561299-3909 137,000,000 3.5%
Icebank hf.......oooiiiii e 600390-9619 93,572,562 2.4%
Stefnir [S-15.....ooveeeceeeeeeeeeeeee e, 470206-8450 85,000,000 2.2%
islensk Verdbréf hf...........cccovveeveveeenerennn. 610587-1519 54,000,000 1.4%
SEENIF [S-5...eviieeceeeceeeceeeee e, 430407-9610 45,000,000 1.1%
Other shareholders............coceeeeiiiiiiiieiiiceeeee 277,381,701 7.0%
TOtAl e e 3,941,000,000 100%

THE LISTING ADVISOR

The Listing Advisor, islandsbanki, ID No. 49100860 registered office Kirkjusandur 155, Reykjavteland,
has been the advisor to the Issuer in the preparafithis Summary. The Listing Advisor has notdpdndently
verified the information contained herein.

Accordingly, no representation, warranty or undertg, express or implied, is made and no respadityiloir
liability is accepted by the Listing Advisor astte accuracy or completeness of the informatioriainad in
this document or any other information providedhy Issuer in connection with the issuing of theviNghares,
which is expected to be no later than 5 Novembé&020
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DOCUMENTS ON DISPLAY

For the life of this Prospectus, or for 12 monttws1f the date of the issue, the following documanésavailable
for viewing at the registered office of the Issuarr electronically from the Company’s website
www.icelandairgroup.is:

The Registration Document, Security Note and Surgrathidated 28 October 2010.
The Issuer’s Articles of Association.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2007, together with the audit report prepared mneetion therewith.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2008, together with the audit report prepared mneetion therewith.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2009, together with the audit report prepared mneetion therewith.

The Company’s reviewed condensed consolidatediimténancial statement in respect of the six
months ended 30 June 2009.

The Company’s reviewed condensed consolidatediimténancial statement in respect of the six
months ended 30 June 2010.
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1 RISKFACTORS

Investing in shares is subject to numerous riskisr Bo making any investment decision regardingrehk in the
Company, please consider all the information is taicument and, in particular, the risks and uag#res
described below. These risks and uncertaintiesmetgrially affect the Company and any investmendena
its shares. If any combination of these events i@;¢he trading price of the shares could declitiavestors
might lose part or all of their investment. Additad risks and uncertainties that do not currertigtethat are
not presently considered material, or of which@uanpany is unaware, may also impair the businegs an
operations of the Company. These risks and unogigaicould have a material adverse impact on tisébss,
income, profits, assets, liquidity and share patthe Company.

1.1 Risks Related to Shares Investment

1.1.1 Stock Returns

Empirical evidence is generally considered to Isapport to the fact that in the long run, stockime$ exceed
those of bonds and alternative securities. Yieldtogks consists of dividend payments, on one heamdl the
change in share prices on the other, profit or tesalting from the difference between the priceghare when
bought and sold. However, stock investment is cmisid to be riskier than that of alternative seisi Stock
prices are prone to greater volatility and paymentdividends are often uncertain, as is the efféstch
payments on the share price. The risk involvedhwesting in individual companies can be spreadisiyuising
it into a portfolio of registered companies of diént character and markets. Such a strategy @mau
individual firm-level risk and constrain it close the average stock market level of risk and retuHence,
stock investment will always be under the risk arftlience of external market related disturbanees,
currency exchange fluctuations, changes in gemnaeaiest rates, market mood, news, speculatiomsitovs’
sentiment, risks accompanying political developregcihanges in the economic outlook, etc.

1.1.2 Ownership and Control

The structure of shareholder ownership can bekdaidor for investors. The share price could becasely
affected if a potentially large shareholder decigesell a substantial number of shares or in tse ©f
additional shares being sold. Note that companyeosiip can change rapidly and without prior warning
Furthermore, a principal-agent problem of ownerstrig control is a theoretically and practically wmo
phenomenon within large corporations which is basethe concentration of ownership. A high concatign
of ownership tends to be at the cost of minoritgreholders’ rights whereas a low concentrationatatk of
investors could render administrative complicatiand lead to ill-fated decision processes.

1.1.3 Dilution

When new shares are issued, the proportional sbigie of those who already hold shares in the Camgp
will be reduced accordingly unless they acquirertbe shares pro rata to their existing holdingsr&holders
face dilution unless they exercise subscriptiohtsgr proportionally increase their stake whemelae new
share offerings. The purpose of equity fundingaeegally to reshape capital structure to increasepany
value by financing new profitable projects anddduce the debt ratio. Shareholders may therefofadeel with
increased risk to their investment alongside dilutdf their existing shares depending on how tfieeddapital
will be disbursed. In addition, it is open for fteushareholder meetings to consider continued e§jnancing.

! Investment theory offers the capital asset prioeeh CAPM to explain this as a case where the mreasent of risk, the beta coefficient,
equals one, which is a benchmark of market riskeqected market returns.
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1.2 Risks Related to the Airline and Tourism Industry

The Group owns and operates companies in theaidind tourism industries.

1.2.1 Competition

The Group faces intensive competition in all iedds of activities. The airline aspect of the Comps.
operations includes both scheddledd chartérservices for passengers and freight. The levebofpetition
amongst airlines is high, and pricing decisionsreavily dependent on competition from other a@&dinThe low
marginal costs relating to servicing additionaltougers on scheduled flights, compared to flyindwiacant
seats, have also resulted in the airline industigdpsusceptible to fare discounting. The frequesfayew
market entrants, mergers, acquisitions, consotidatand new partnerships adds to airline compet{ee
Chapter 1.2.7 Consolidation and Partnership§ number of reasons may inspire new entrantsraaicitain a
higher turnover of airlines on the market.

These parties can range from governments and aumbifirivate enterprises that fulfil national need t
opportunistic investors who often are motivatecehthusiasm and joy for flying rather than profiteyai
Further, the increased importance of low-cost eesrin the transport industry and their imaginatgst saving
ventures and pricing techniques has only increpsessure on the existing carriers. On-line sales hareased
the price transparency in the air travel marketctvinas in turn resulted in more intense competitiche
Company is also to some extent subject to competftom alternative modes of transport, such as$asd
private cars. Finally, an “open skig¢sigreement between the EU and North America hastbd@ompetition
on intercontinental routes and thus importantlyéased the possibility of squeezed margins onrémsatlantic
route. Should competition increase even furthemiy of the Company’s key transport markets, inclgdhe
Icelandic market, it is possible that this woulddaonsiderable effect on the Company’s profitabili

In the tourism sector the Company faces intensepetitron with hotels and apartments in Reykjavilcapacity
has increased rapidly. Icelandair Hotels has bbenta maintain unchanged utility by strong manketi
strategies and a franchising agreement with Hiotels. Further, funds have been invested in retmmvand
hotel restaurants. The ISK devaluation since 2G@8supported tourism in 2010, but increasing sere@pacity
in the market puts constant pressure on pricingla&land enjoys a robust domestic network to tlagomtowns
in Iceland, but faces competition from the imprayvioad network and travel agencies offering coacinst

1.2.2 Fuel Price and Availability

Airline operators are highly sensitive to jet fpeices and availability. Jet fuel has been suli@significant
price volatility due to fluctuations in supply addmand and investor behaviour through speculatagrtg.
Increased prices and/or restricted availabilitaaftion fuel may affect the profitability of ainiés. Political
unrest, terrorist attacks, hurricanes and othesiplesexternal disasters in addition to economicde contribute
to price volatility. In order to improve risk contrrelating to volatile fuel prices, airlines comntp integrate
hedging into their projected portion of their aioatfuel requirements. Other means of protectiafuitie
counterparty risk shifting through service agreetsigiuel surcharges and economising on fuel coniomp
The last factor is more effective in the long tehmough investment opportunities in equipment. areduled
services hedging plays an important role in fixintyure fuel prices and during times of increasingrgy prices
such action is fruitful. However, hedging can pasks as many airlines have experienced, owingutifations
in commaodity prices. From 2007 to 2010 the pricgebfuel has varied from USD 500/t to USD 1450/t.

Many airlines invested considerable sums in hedfliegprices during the summer of 2008 when comyodi
prices peaked, basing their strategy on generakpépon and forecasts of continued price increasédgn
prices collapsed, hedge positions turned negaddging to liquidity problems which some airlinesdd in the

2 |celandair, Air Iceland and Icelandair Cargo

® Loftleidir-Icelandic.

4 This agreement brings together the world’s twgdat aviation markets, allowing EU and U.S. aidifig to any destination and charge
prices at their own discretion.
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wake of the 2008 credit crunch due to added caidfEmyments and margin calls. The dilemma of ayhved
decision is the risk involved. If fuel prices rishe Company's cost structure and its competitisenes-a-vis its
competitors will be damaged. If prices were to &lthe same time as the Company has a higherdével
hedging than its rivals, its competitiveness wdldamaged. When high fuel prices have prevailelihes have
been more efficient in passing price increase®dhdir customers through fuel surcharges and atiethods,
especially when anticipating a downward correctlbfuel prices start rising again with improvedaomic
prospects, there is no guarantee that the incierasist can be continuously passed on to custodwdo the
competitive nature of the airline industry, andrédiere the Company could be affected adversely.

For further information about the Icelandair Graipsk management policy, please refeCtmpter 2 RISK
MANAGEMENT POLICY

1.2.3 Seasonality

The Company operates in a seasonal industry where has traditionally been much higher demanaifor
travel and general tourism in the summer. The bigsonal fluctuation in turnover makes the busirigkter.
This seasonal pattern explains why the Companyabgemore aircraft during the summer season thangiu
other seasons and has considerably better resuhe isecond and third quarters of the year thaneriirst and
fourth. Lower demand for air travel, flight canedibns or other factors affecting aircraft utilisat would
therefore have a proportionately greater impadhenCompany during the summer than during othaéoger
The seasonality in turnover and profitability pogesater risk for the annual financial outcome ththerwise as
it is confined to only two quarters annually rattiean four. This leaves the Company more vulneraggienst
disruptions to production inputs or external demalndcks. Due to the magnitude of seasonality, any
interruptions during the high season could havesesi#yeffects on the financial outcome of operationshe
whole financial year.

1.2.4 Environmental Laws and Regulations

Many government regulations that are often baseidtemational agreements and concern the envirahme
have in recent years become a growing issue faaitliee industry. The Kyoto Protocol is anticipate have
wide spread effects because of future targetsafidean dioxide emissions, but attention should bEspaid to
varying local restrictions around airports to reglnoise and pollution. As such, they can conceaniog hours
of airports, availability of slots and the usagaw§pace. Congestion and environmental restristaam for
example lead to delays or increase the complexitieparture and approach manoeuvres which undolybted
reduces productivity and increases costs.

As a step to meet the Kyoto obligations and liftmit émissions of carbon dioxide from civil aviatible EU has
issued legislation whereby any airline flying toflmm a member country has to comply with the ratjahs
through purchases of traded emission units refigdatie physical carbon dioxide emission createthby
consumption of jet fuel. The EU Directive will effitvely support quota trading by bringing the aidiindustry
into the Emission Trading Scheme as of 2012. Tarbegh airlines will receive free allowances refimg a
combination of total 2004 to 2006 emissions and)2@lative airline supply of tonne kilometres (dityt
indicator). Between the years 2013 to 2020, the émission allowances will be reduced from the 2@%2ls,
and after that all emission will have to be purethsn the carbon market.

Carbon dioxide emission can be quantitatively lthke jet fuel consumption and is already tradec omarket
in such units. However, as is the case with jettfuiees, it is impossible to forecast the futuriee of emission
allowances. Currently, commodity traders are givirdjcations of “clean fuel price” by adding theqar of each
ton of allowance to the price of jet fuel, an iration of future trends and the associated increasstof flying.

® See e.g. http://www.eubusiness.com/topics/envéraigsions-trading-2013/
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1.2.5 Airport Access

At some airports, an air carrier needs landingtakdoff authorisations (slots) before being ablatmduce
new services or expand its existing services. Thm@any is dependent on its slots in order to be bl
compete on the international market. If the Compampot able to secure and retain slots, it coelddstrained
from competing in valuable markets. Generally, asde airports is vital to minimize the likelihoofidelays,
which can affect the Company's profitability negaly. Based on its long history of aviation sergickeelandair
ehf. has valuable access to some important destiisate.g. London Heathrow Airport and JFK Airpdrhe
slots are valuable assets in the sense of opepingmpetitive gateways to large markets.

1.2.6 Fixed Costs

Airline operations tend to be burdened with higleleof fixed costs due to the nature of providexises, e.g.
the operation of expensive equipment and obligatshure to leasing and investments. The high prapodf
fixed costs to total operating costs can be detiagtavhen demand shocks take place, which unavbjidzmn
happen at any given time, e.g. due to externaligigons of some kind. Fixed costs include employeeslved
in flight operations, service and maintenance raftdeasing and overhead costs of administratiah a
infrastructure systems. Variable costs for compareare completely linked to the provided supplg@dvices
and include catering costs, airport charges, gtdtc. Cost structure flexibility is crucial fdre Company’s
competitiveness, and identifying the degree offitgiof the individual fixed cost items is importabut that
depends on circumstances, e. g. how quickly aimaidan adapt to a changed environment by furtbing
excess capacity into productive use or by clampimgn on costs. In general, contractually fixed s@stn be
from 3 months up to a year depending on indivicwet items. With an increased ratio of fixed cofss,
instance, due to increased maintenance costssthefrunexpected deviation from budgeted profiigbis
increased.

1.2.7 Consolidation and Partnerships

Mergers, acquisitions, consolidations and partripsstseeChapter 1.2.1 Competitiprare common in the
airline industry. To name but a few of a numbereafent strategic actions, the following airlines t&
mentioned: Lufthansa and Swissair, Lufthansa anstrfan Airlines, Lufthansa and Brussels Airlines dimally
Air France, KLM and Alitalia. Mergers, acquisitigreonsolidations and partnerships are strategiboastto
make use of expanded networks and economies @& srahprove efficiency and productivity. To thetemnt
that such endeavours prove successful in the induken that will only mean greater competition aaduced
margins for the closest competitors. Yet, suchoastiare often extremely expensive and not alwagysessful.

The Company is currently not a member of any atkarThe Company has evaluated and undertakengitrate
investments in the past, notably by investing ira8irynx and Travel Service (s&hapter 12.4 Discontinued
Businessgs To the extent that the Company consolidateswests in industrial partnership with other airine
and expected revenue gains or cost savings arealtted or additional unexpected costs are induthgs
could have a material adverse effect on the Conipdousiness results and financial conditions.

1.2.8 Taxes, Fees and Charges

The airline and tourism industries are subjectt@eer changing environment of taxes, aviationlamhce fees
and charges which can have a direct effect onttigkeing and demand. The trend has been to inereastion
rather than to reduce it. Some of the fees thaleated on the airline industry are charges reguaydake-off and
landing along with emission, noise and navigatibarges and ticket tax. Added local taxes are ailpitigswith
respect to the growing imbalances in public finaac®ind the world and much needed government revend
the fact that some consider travelling still tosbleixury. Jet fuel is still untaxed but could bedrned with taxes
in future such as the carbon emission charge. @@xtent that such charges can be shifted toaaieliers the
airline’s profitability will not suffer, however lyend that such added charges will have a matatizrae effect
on the financial outcome.
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1.2.9 Insurance

The cost of airline insurance can fluctuate and essult insurance can expose airlines to subatautsts and
losses if such developments cannot be met by inGmaes. Airlines insure assets and employeestiace the
risk of damage in case of accidents. The insuraagers public liability, passenger liability, prapedamage
and all risk coverage for damage to the airlineE®th, spare parts and equipment, including lighéikposure
associated with airline operations. The afterméatih® September 11, 2001 terrorist attacks has shbat the
insurance markets can dry up and be susceptibteatket failure. On that occasion, governments neede
temporarily to provide airlines with guaranteesdwer parts of the insurance companies’ exposurisko
Situations could arise in future where governmeraald not be willing to step in with guaranties fmartain
insurance cover which insurance companies for easan or another would not be willing to supply at
reasonable rates. Under such circumstances, ircr¢memiums or unavailable insurance cover woule lza
material adverse effect on the airlines’ financiahditions.

1.2.10 Economic Effects

The airline and tourism industries are dependenherstate of the world’s economy. In a depressedamy,
consumers are likely to travel less, which coufeécifload factors, yield, and utilization of thedt and hotel
rooms. However, a slump in a domestic economy cavigie opportunities for foreigners visiting a céyn
which has a devalued currency as is the case lafridén 2010. A slower economy also affects thgoar
business to a great extent. Although airlines argicuously working extensively on minimising fixedsts to
reduce the adverse effects of decreased demand;dbkl be negatively affected in the case of aeeged
economy. Financial statistics have given indicatiohthere being a great deal of correlation betwbe two
factors.

1.2.11 Overcapacity

Investment has been historically high in recentgga aircraft mechanics, production capacity anigtion
facilities worldwide. The growth in airline indugtturnover has been considerable compared to edonom
growth, and aircraft production and delivery haeemincreasing as numerous airlines have placgdrlar
orders. Evidence shows that low-cost carriers krenmg a larger proportion of those orders, and aishe
intercontinental market as a result of an EU-USetopkies” agreement (s€@hapter 1.2.1 Competition
Although some orders have been deferred or cadcallegether in the wake of the economic depressien
market could become oversupplied. Overcapacityg@aply if concentrated amongst low-cost carriems)ld
have a negative impact on price margins and phifityaof scheduled and charter services. The sapmdies to
the domestic tourism industry. Overcapacity hasgaty affected the profitability of hotels anduehagencies
negatively since 2008. If there is a reductiorhia humbers of visitors to Iceland due to exterhatks e.g. the
world recession, volcanic eruptions, strengthewifithe ISK or for other reasons, the hotel busirestthe
financial results of the Company could be adveraéfigcted.

1.2.12 Disruptions and Interruptions

Delays and cancelled flights occur for various oeasand impose increased costs on airlines. Pegsiabons
include computer faults, accidents, industrial@gtiweather conditions, delays by service providayagestion
and unexpected maintenance. These events inconhotlirect added costs for operations but alsaréat costs
through damage to reputations and brand names winghtake a long time to repair. Successful busines
turnover is contingent on successful third partyise providers and the undisrupted supply chaichagisms.
This includes a range of crucial suppliers, inahgdiravel agents, air traffic control, ground sees,
maintenance support, IT service providers, eteriaptions due to any of the aforementioned disoagtcould
seriously affect sales and the profitability of tBempany.
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1.2.13 Terrorist Incidents, Volcanic Eruptions and Pandemts

Following the terrorist attacks of 11 SeptemberZ@Emand for airline travel dropped. Similarly,maairlines
were affected by the outbreak of SARS (Severe ABg@spiratory Syndrome) in 2003. International awass
of the possibility of a worldwide outbreak and smtef the bird flu pandemic in 2007 and 2008 amdStvine
flu pandemic in 2009 has had some effect on trdoelsevere epidemics of flu or other diseasesdcbelvery
damaging for tourism. The occurrence of anotheydacale terrorist attack or an outbreak of a disélaat
resulted in fear of travelling could depress thiaien and tourism industry and affect the Compadyersely,
both the airline and tourism operations. The ariimdustry seems vulnerable to volcanic ash clolugsto
disruptions of flights and cancelled bookings. Wik possibility of continued volcanic eruptiorisahcial
outcome could be exposed to uncertainty.

After the volcanic eruption that took place at bigginning of the year 2010 in the Eyjafjallajok@liacier, the
Group has gained experience in dealing with fldjetuptions stemming from volcanic ash distribution

One of the key ingredients in the Group’s respdasslcanic ash flight disruptions has been to add

new flights to its schedule when possible.

Furthermore, the Group has put in place provistonglocate its primary flight hub from Keflavik to

Europe.

The Group has ascertained that volcanic ash maffdgts the operations of Icelandair ehf. and roeddr
Cargo. In addition, some disruptions are foreseebihe operations of Air Iceland, Iceland Traaed Vita.
Icelandair Group estimates that the Group’s tasdllydoss amounted to ISK 100 million due to flight
disruptions and other complications stemming fréighf disruptions due to volcanic ash.

1.2.14 Airport Security

Security measures have increased internationallyariong term, especially after the terrorist@iain
September 2001 when security surveillance was stepp, and any suspicious activity is treated grdater
intensity than before. Airline businesses havedtwge been occasionally disrupted on temporargg-term
grounds and may possibly be similarly affectechimfluture. For instance, a terrorism alert in thétéd
Kingdom in August 2006 led to additional securigtrictions at UK airports and delays and canéehatof
numerous flights. Such increased security measuegsaffect the Company’s profitability.

1.2.15 Accidents

Airline operators could be affected adversely ié @f their aircraft were to be involved in an aecitor crash.
This may involve not only the repair or replacemaidamaged or lost aircraft and the consequenpaeany or
permanent loss of services, but also claims frgaréa passengers and the surviving relatives oéalsed
passengers. Even though the Company is insurethgheance cover may be inadequate, in which d¢asgght
face significant losses. Additionally, if an airftritom the Company is involved in an accidentsthiight create
a public perception that the Company’s aircraftrasereliable, which in turn could harm the busies
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1.3 Risk Related to Group-Level Operations

1.3.1 Operational Risks

1.3.1.1 Aircraft Pricing and Availability

Aircraft prices and leasing are cyclical by natufé¢he market value of an aircraft drops due twwdo demand
for air travel or any other reason, the value aaging rates will be affected. If this happens,Gbenpany’s
profitability could be affected. Furthermore, witte Company needs to replace the aircraft whithdtrrently
operating, add new aircraft or renegotiate leaagrg@ements, the Company’s aircraft operating amstic
increase or decrease depending on the market morglét that time, which would affect its profitétlyi The
Company owns a number of aircraft, the value ofclwhiill have to be tested for impairment when thesran
indication of impairment. Such impairment testsldaesult in the writing down of the aircraft ifahmarket
value and the value in use are below the carryaigevof the aircraft. The Company owns seven Bo@ébig
200 aircrafts and one Boeing 757-300 aircraft foiriternational flights. Furthermore, the Compamns six
Fokker F-50 aircrafts and two Dash 8 aircrafts. féreainder of the fleet is leased for various tgpans for
flexibility, should the Company need to react tavdo demand.

The Company mainly uses Boeing aircraft, since@bmpany’s management believes that they satisfctor
meet its objectives of minimising costs while maisiimg passenger safety. Generally, having onlyaireaft
supplier makes the Company more dependent on gisu There is also the exposure of being adWerse
affected should aviation authorities be forcedssue an AD note (airworthiness directive) on ai@aler
aircraft model, especially if the carrier in questis dependent on one type only as is the casgnwitelandair
Group. The Icelandair ehf., Loftleidir-lcelandicdaltelandair Cargo fleet is mainly composed of B250s,
while Air Iceland’s fleet consists mainly of F-50s.

1.3.1.2 International Operations

Operating in foreign markets exposes the Compangtious risks. There is a risk that its prospacsome
markets could diminish due to various factors,udahg political climate, exchange controls and texa
Loftleidir-Icelandic has expanded rapidly in recgaars, most prominently in countries considerebleto
politically high risk® Although it has contributed importantly to the colidated income and been extremely
successful, there is an awareness of credit ridklam possibility of business disruptions.

1.3.1.3 Key Employees and Human Resources

The Company is dependent on its key employeeshaidwillingness to continue working for it. Theogpects
for future cooperation between the key employeelsthe Company are always uncertain. If any of tisbould
decide to leave, the Company could be adversedgtfl. Should key personnel decide to join congostibr
start competing independently with the Companyg thay have consequences for the Company’s business.
order to reduce the risk of losing key employeese measures have been taken, including competitive
remuneration packages, which amongst other thiffgs a first class working environment and inceatibased
on the management and financial results of indizidwbsidiaries. Furthermore, the Company activeyages
its information systems to keep know-how within twempany. Employment agreements with certain key
employees also contain provisions that exclude titem working for competitors for up to 24 monthtea
their resignation. Both these factors should redbeeconsequences for the company if one of itskeployees
decides to resign.

1.3.1.4 Labour Disputes and Strikes

The airline and tourism industries are inhererdlydur-intensive industries. The majority of the Qamy’s
employees is unionised; they are represented Bralkeunions, each of which has its own agreemesitaries

€ Source: AON insurance underwriters' Political Rigkp
" Classic portfolio theory may promote risk disttibn as giving greater returns at lower risk, bithwespect to the purpose of this
Registration Document, individual risks are to dbentified separately and explained.
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and benefits with the Company. Each contract carpefer renegotiation every few years, and everetthis
happens there is a risk that the parties will ath an agreement; such situations may end irka.sftrikes
can affect the Company badly, and in the worst baftethe operation of one or more of its subsid&arStrikes
in the aviation industry can be extremely expengivairlines due to the nature of the businessciwis
burdened with high fixed costs. In addition to netyon hired personnel, the Company relies on thadies to
provide its customers with services on behalf af encooperation with it. Any inability of the relant third
parties to provide such services may impact thénkss.

1.3.1.5 Computer and Communication Systems

An increasing proportion of ticket sales are tratesh over the internet. The Company’s planning,
communication and revenue management systemssare@puter based. These systems are vulnerable to
disruptions that are beyond the Company’s conadtthough the Company is gradually working towaiiddifg
ways and means to improve it and has a numberefnses for responsive measures. One stepping stone o
security improvements will be PCI compliahoghich is based on cooperation between the I1ATAnais and
the credit card schemes. Possible computer disngptan never be excluded and could result frooses,
hackers, equipment failure, power failure, natdisasters and human errors. The Company has various
initiatives in place to minimise the risk of faituto those systems, but there can be no assurtzaiciése
initiatives will adequately prevent disruption te systems.

1.3.1.6 Insurance

The Company carries insurance for passenger hahilioperty damage, public liability and all-riskver for
damaged aircraft. There may be losses which thimdss may suffer that are not covered by insurance.
Furthermore, individual losses may exceed the camder applicable insurance. In both cases, lassgs
subject the Company to considerable financial hdime. Company is a member of the SAHjfoup of airlines
which is a collective cooperation and manages n&tiimis and agreements with insurance underwriférs.
SAFIT Group manages to offer their members conmipetfiremiums by adhering to the highest safetydsteds.
Through safety technologyand safety management syst&nSAFIT has been able to negotiate lower insurance
premiums for hull and liabilities which are amoihg fowest on the airline insurance market todath@dlgh the
cooperation has worked well in the past and praVitie Company very competitive insurance premiuhesge
iS no guarantee that it can benefit from such dist®in the future as insurance premiums are extsem
sensitive to industry developments and to the caitipa of SAFIT membership.

1.3.1.7 Anti-Trust Regulations

Due to the market position of some of Icelandaio@r's subsidiaries in Iceland, the Group is subie&ven
more stringent anti-trust regulations than a congpaith a smaller market share would be. The Company
from time to time involved in disputes with its cpatitors over alleged breaches of anti-trust retgaria.
Should the competition authorities reach the caicluthat the Company has breached such regulaserisus
consequences for the Company could ensue, whichmhyde substantial fines and hinder its abildycbnduct
its business in the usual manner.

1.3.2 Economics and Accounting

1.3.2.1 Market Risk

Fluctuations in market prices such as fuel priegshange rates, interest rates and possibly cqmioes in
future can materially impact the Company’s profiliash The Company aims to reduce any such risknash as
possible by actively managing its currency balaanue capital structure. Market price fluctuations aéso be

8 payment Card Industry (PCI) compliance in accordanith the PCI data security standards.

® Members of the SAFIT Group are SAS, Austrian A, Finnair, Icelandair and TAP Portugal

10 Al five core members’ fleets utilise TCAS I, eaiced ground proximity warning system (EGPWS), fotiMooking wind shear system,
and various other systems.

" The members have in place a system that utilisexeident prevention and flight safety system atiog to JAR OP 1.037 which
includes among other things Flight Operations Qualssurance.
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controlled through surcharges, counterparty riskish, economising and hedging. The Company’s Bloar
Directors supports a policy of risk managemental@e at all Group subsidiaries and managed byla Ris
Committee (se€hapter2.1 Risk Managemgnfpart from that, each subsidiary is expectedse the
abovementioned tools to reduce market risk expofre to market conditions, the Group has not lzdsde to
adhere to risk management policies. Various hedsgfeuiments are not being offered on same termsfaseb
The ISK forward market is non-existent, OTC swagulér is conditional on collateral payments and optio
purchases require upfront payments of premiums.dbimeestic currency market has also achieved datgkr
from a rather surprising dimension, i.e. througiutations and sanctions. All exporting enterprisage, since
December 2008, been obliged to return foreign iretora domestic foreign exchange at an officiahexge
rate or divert it to a currency account unless gxerhfrom the regulations. As around 80% of the gany’s
income and cost is denominated in foreign curréhhgs not been much affected by these regulatibmsy
could however be in place for some time to comeandd have a material adverse effect on the Cogipan
profits.

1.3.2.2 Economic Risk

The company is dependent on external economicriadiot the economic risk factors have differefe@t on
individual subsidiaries. Icelandair ehf.’s busineszdel is based on flight services between degbimsiin
Europe and North America via a hub in Iceland. Tualel identifies three client classes: “To”, “Froarid
“Via” passengers. The economic shock has diffeeffiects on clientele as it can be considered astéopo of
negatively correlated customers. With the devaduadif the ISK, the domestic “From” market suffdrat the
foreign “To” market offsets the impact to some exté-urther, the “Via” market seems to offer oppaities
due to market restructuring and the low value eflK (e.g. new routes). The charter business i exible
than scheduled services in adapting to sudden elsanghe environment.

Tourism is sensitive to economic crises. A divécation of tourists travelling to Iceland is inhetén the
business model so that expansion in one natiorraklity make up for contraction in another. Howees, t
current world recession is a threat to the industoyercapacity is a particular danger.

The economic turmoil could bring excessive pubtiersding and increased taxation, which could hit the
Company through direct taxes (e.g. income tax)iadiect taxes (e.g. employment related expensds/&1)
in addition to possible temporary new charges &eg fvhich might place extra burden on operatingscos

1.3.2.3 Liquidity Risk

The Company faces the risk of having insufficieorking capital to meet payments, e.g. due to iitgtok
difficulties in liquidating its assets. This riskinitigated to some extent by maintaining liquideds. Liquidity
risk is also reduced to some extent by the natiiieeoCompany’s business, as it realises incomerbgfaying
the cost associated with providing the servicee fdcessity of liquid cash has however intenssiede the
credit crunch in October 2008 due to contractioaviailable credit lines and increased collatergliteements in
the financial markets. These include upfront payisiéor purchased goods and services, security patgte
back up hedge positions and delayed payments freditcard acquirers. These factors have all haelgative
impact on profits because of the increased coktrafs and they could continue to do so until eitharkets
improve or the Company’s capital structure improves further information on Icelandair Group’skrizolicy,
please refer t€hapter2.3 Liquidity Risk

1.3.2.4 Credit Risk and Fraud

The Group has been historically stable in recoeeny collection rates from business clients and &oparties,
and depreciation of trade receivables is low. Haveuncertainty and market volatility have increhaed as a
result, the credit ratings of banks as well as eafions have been hit by the ongoing economic demrsince
2008. Further, fraud, e.g. in credit card and meé&payments, has been on the rise internationly.
possibility of higher impairment rates on curressets should cause concern as this may have arsadféect
on the P/L statement.
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1.3.2.5 Effects of Budget Deviations and Capital Structure

Financial conditions and results of operationsmamdversely affected if the targets and objecifeke
Company are not met. Such developments could nia&ading more costly and difficult. High debt level
could in turn affect competitiveness and againterdificulties in fulfilling budget expectationhe favourable
development of domestic interest rates is crubial domestic money market rates have been excafitidrigh
in recent years and placed added strain on theofdghds and profitability. It should also be nbthat any
downgrading of credit ratings could have an adveffeet on the Group’s liquidity and cost of funds.

1.3.2.6 Intangible Assets and Risks of Impairment

The Group’s intangible assets on the balance sireetalued at ISK 24 billidh the majority of which originates
from the time the company was floated in Febru®72 This item is composed of two asset classes:
identifiable and unidentifiable intangible assdise former includes the estimated values of statstomer
relationships and contracts, favourable leasesclfige agreements, and non-competitive agreemedts a
trademarks. Identifiable intangible assets areuatat per individual subsidiary and depreciatedrmannual
basis and gradually diminish as they will, othendis being equal, not be revalued. Unidentifiabtangible
assets make up the bulk of the intangible assses elad they are treated as goodwill. Goodwill hesenb
allocated to cash generating units in accordante aviticipated profitability and cash flow. Annuadpairment
tests are implemented in relation to the annualrfoial report to evaluate whether possible disomstin each
subsidiary market value could violate the subsetjakbmcation of those assets. If evidence for impant is
found, the impaired amount is written off in thé. Btatement. Such impairment took place in the 2808ual
Accounts with substantial effects amounting to d&¥ 6 billion.*®

1.3.2.7 Trademark and Reputational Risks

The Company owns a number of registered trademsokse of which have been in use for over 70 years.
valuable reputation is attached to some of thestradks, which have to some extent been monetaailyed on
the balance sheet. Any misfortune, whether assatiatith service suppliers’ disruption or externaaks by
nature or otherwise, could easily ruin the Compamgputation. The Company has benefited indeed it®m
trademarks and reputation when maintaining exigtiagkets and embarking on new ones. Any reputdtiona
defect could instantaneously wipe out markets whabe taken a painstakingly long time to estaldisth
accordingly have a material adverse effect onitiential outcome.

1.3.3 Regulatory and Legal Risks

1.3.3.1 Applicable Law

The Company and its subsidiaries are subject iowsitaws and regulations. Changes to the lawsathaly to
the Group, or if the Company becomes subject ferifit laws, might have an impact on how it corgmto
conduct its business and adversely affect the cagipdinancial outcome.

1.3.3.2 Covenants — Contractual Risk

The Company is contractually bound to honour varicentracts in leasing and financing agreements via
covenants or default event conditions, e.g. thrazggkain accounting figure minimum requirement 84 the
Company become unable to fulfil the relevant comsaor for some reason discontinue to do so,ebsolrs and
financiers may become entitled to rescind theseeagents, which might have financial consequenaethéo
Company.

Some of the Company's current long term-loan agergsicontain covenants which have to be honoureti at
times and if violated will entail consequencestf@ servicing of debt and the capital structura asole. These
loans are estimated to amount to around 40% dbtlaélong-term loans after completion of the loan

2 Intangible assets at 30 June 2010 were valuegka28,781 million.
13 Amortisation of intangible assets was ISK 662 imilland impairment loss ISK 6,415 million.
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restructuring. For further information about cmtreovenants in loan agreements, refeChapter 25.3
Liquidity Risk and Covenants in Loan Contracts.

1.3.3.3 Securities Regulation

The Company'’s shares are traded on the NASDAQ Obt&¥ahd hf. and therefore subject to Icelandic sgesr
regulations, e.g. those in the Securities TransastAct No. 108/2007, government regulations atesru
adopted by the NASDAQ OMX Iceland hf. The Compaag ht all times managed satisfactorily to complhwi
the said provisions, but any violation of thesevisions may have a financial impact on the Comp&wyious
breaches may result in penalties and the NASDAQ Qb&¥and hf. ceasing to list the Company’s seaesiti
Should the Company violate the relevant rules, iy furthermore impact its reputation, forego #osirce of
financing and consequently result in the priceg®thares dropping.

1.3.3.4 Auviation Regulations

Air transportation is subject to intensive reguatiAn Air Operator’s Certificate (AOC) has beesuied to the
relevant subsidiariésof Icelandair Group authorising it to conductatgine operations. There is no guarantee
that the Company will be issued such licenseseérfiture. Occasionally, the FARand its European
counterparts issue directives and other regulatielaging to the maintenance of aircraft that mesuit in
significant costs for the Company. There is no gntee that the Company will be compensated fortkingugh
higher ticket prices, so it is likely that the Caany will be adversely affected. The Company’s opega
authority is subject to aviation agreements betwpmmernmental authorities of the European Uniontaed
respective countries. Those agreements are peaitydgubject to renegotiation. Changes in the &apolicies
of those countries could result in the terminatidsuch agreements and adversely affect the Congpany
operations. Individual airline regulators, incluglithe regulator in Iceland, may impose restrictiand
requirements that would impact the Company’s pabflity.

Other aspects of the Company’s business, sucteagetiments relating to tourism, are subject tauari
conditions set by the relevant regulations andipy@rmits. If any regulations were changed oratied, or
permits were cancelled or not renewed, this miflecathe Company adversely.

1.3.3.5 Litigation

Given the Company'’s size and the scope of its dipas it can easily find itself involved in somen of
litigation at any given time which might adversalject its financial position. Currently, the Compads
involved in various legal disputes, none of whislof any financial significance, s€apter 13 LITIGATIONS

1.3.3.6 Trademarks and Intellectual Property

The Company owns a number of trademarks and atkatactual property through its operational sulasids.
It has used all means available to secure leghtsigp such trademarks and intellectual propeitpuBl it, for
some reason, be unable to continue to rely ondlesant intellectual property rights, this couldrasely affect
the Company.

1.3.3.7 Internal Controls

The Company is dependent on having sufficient imatbecontrols in place in various areas, includingtools
relating to the integrity of the IT systems, datagessing and the handling of electronic documdrits.
Company has focused on strengthening such con8btsuld such controls prove to be insufficientnight
result in a negative impact for the Company.

1.3.3.8 Tax

The Company could be affected by changes in tagl&gpn in any country, hence inflicting damage on
financial outcome. The parliament passed a newina®®09 which includes several new financial iteansong
which a new tax is levied on interest paymentsinaiing from domestically based foreign assetss Timtter is

1% |celandair, Icelandair Cargo and Air Iceland hheen issued an AOC.
15 Federal Aviation Administration, a U.S. governmagency responsible for overseeing air transportati the USA.
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under inspection and could add to the Company’safdsinding as some Company liabilities might fatider
the relevant clausélcelandair Group is not aware of any other curtartinspection concerning the Group
which may have a material impact on its shareshasdo reason to believe that any such inspeigtion
imminent. Investigation of the Company’s tax regjras for any other company, may be initiatedlatea stage
in accordance with relevant regulations and afteqtrospects.

There could be some tax issues regarding withhgltlires on aircraft lease payments. There is uaiogyt
regarding the Company’s duty to withhold tax orskepayments to countries that don’t have a taxytneih
Iceland. The Company has taken steps to clarifisitii@tion to the tax authorities based on theerurstance of
not withholding tax and referring to a precedentogecurrent interpretation of the law, custom ations by
other Icelandic companies, but the risk is ineVitabat tax authorities will reach a different cugion and
view the Company’s approach to these tax issuestafsilly compliant with tax legislation applicabile this
context.

It is recommended that any potential investor fhoote the situation. No assurance can be givethen
likelihood of payments having to be made in thigpext, or the possible scale of such payments.

18 AIRCO is an Icelandair ehf. subsidiary which i§8D denominated aircraft financing unit. It is fie@d with foreign loans but registered
in Iceland.

Icelandair Group hf. | Registration Documerit9



2 RISK MANAGEMENT POLICY

2.1 Risk Management

Financial risk from various sources has a conshiereffect on the Group’s operations. The BoarDioéctors
is responsible for defining treasury policy measuoereduce the exposure to risk. The approvedurgaolicy
outlines the parameters and framework to whichGhaup is subject, when dealing with financial résksing
from price volatility, liquidity fluctuations, assenanagement and corporate financing. An interrisk R
Management Team, chaired by the CEO, actively otmtisk exposure within the Board'’s policy limithe
main policy objectives outline the methods to bedu® reduce costs and inconvenience arising fnoce p
volatility and uncertainty. To that end, the finedudget is used as a benchmark when evaluatargeh
conditions and hedging strategies.

The Group’s risk management policies are estaldlishédentify and analyse the risks faced by theupr to set
appropriate risk limits and controls, and to moniisks and adherence to limits. Risk managemelntips and
systems are reviewed regularly to reflect changesarket conditions and the Group’s activities. Greup,
through its training and management standards esekgures, aims to develop a disciplined and cociste
control environment in which all employees underdttheir roles and obligations.

The Group’s Audit Committee has its own guidelingsch it operates under. Among other things it sees
management compliance with the Group’s risk managemolicies. The committee is assisted by Internal
Audit to evaluate ad hoc reviews of risk managengentrols and procedures. For more informationGleapter
19.3.1 Audit Committee.

2.1.1 Derivatives and Accounting

Derivatives are financial contracts which can bleied at any time, and that value should fluctuggrest the
underlying exposure which the derivatives are idézhto hedge. Risk is managed by deciding to wktene
exposure should be hedged and what combinatioprofatives to use. The purchase of production smtith
costs that are dependent on market prices givesaithe exposure. The derivatives enable the coynjaalimit
price fluctuations of inputs such as jet fuel, iatt rates, foreign currency and possibly carboisgon units in
the future. The way derivatives positions are itegésl and then accounted for in the company’s firzn
statements until they expire is crucial as reg#ndseffects that their value will have on the ineostatement
and the balance sheet.

Derivative instruments are initially recorded 4t falue, and the changes in fair value are reabideither the
income statement or shareholders’ equity, deperalinghether or not the instrument is designateal lzesdge
for accounting purposes or not. As derivativesused for hedging purposes only within the Groupediag to
policy procedures, all derivatives are designatedueh. They are accordingly documented and téstexs
required by the IAS 3. If a derivative is designated as a cash flow heddpch includes derivative
transactions entered into to hedge risk relatingttfuel costs, currency exchange rate fluctuatiorrelation to
aircraft purchasing obligations and commercial déshis and exposure to variable interest ratespngba in the
fair value of the derivative are recognized in ddirg reserve in the shareholders’ equity. As tevdtive
matures, the amount of any deferred gains or ldssegsorded in the income statement in the saneeitém as
the corresponding hedged item.

If a derivative is designated as a fair value hegdech includes derivatives that convert the Gredixed-rate
interest exposure to a floating rate, the chandaiirvalue is recorded directly in the income staént. The
impact on the income statement is recorded in Gigincome and expenses, together with the chantfe

7 International Accounting Standards
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fair value of the hedge borrowings. Hedges of ne¢stments are accounted for in a way similar &h dew
hedges. Changes in the fair value of a derivatig&riment which are not designated as a hedgetouating
purposes are recorded directly in the income sténin addition, the ineffective portion of casbwf hedges,
those hedges failing prospective and retrospeefifextiveness tests, is recorded directly in tlooime
statement.

The company’s exposure to financial risk can mabdyattributed to three types of risk sourcesntlie
credibility, level of liquidity and market priceshese classes will be discussed and explainedrafi¢ience to
historical year-end data for 2009 and 2008 whepdiable.

The tables in the following sections will not quétbe June figures of 2010 in relation to the imtefinancial
statement. The result at end of year 2009, refaoréd the tables in this section, is considerebddg@n adequate
indicator for the particular items as of 30th ohd2010. There have not been any relevant devitiothe
business operations of the Company which shoulds®y affect these items apart from normal seaggna

2.2 Credit Risk

Credit risk is the risk of financial loss by thedap if a customer or counterparty to a financiatioment fails
to meet its contractual obligations, and it ariggscipally from the Group’s receivables from custrs.

2.2.1 Receivables

The Group’s exposure to credit risk is influenceaimty by the individual characteristics of eachtouser.
Credit risk is linked to the investment of liquidsats, the management of those assets and agreemithnt
financial institutions related to financial opecats, e.g. hedging and collateral payments. Themsived is
directly related to the fulfilment of outstandingligations of the Group’s counterparties. The Graugware of
potential losses related to credit risk exposuk@roses its counterparties subject to busingssriexce and
satisfactory credit ratings.

The Group establishes an allowance for impairnteattriepresents its estimate of incurred lossesspect of
trade and other receivables and investments. Tl ecoanponents of this allowance are a specific loss
component that relates to individually significemposures, and a collective loss component estaiolifor
groups of similar assets in respect of lossestthat been incurred but not yet identified. TheestiVe loss
allowance is determined based on historical dafsgment statistics for similar financial assets.

2.2.2 Guarantees

The Group’s policy is to provide financial guaraegenly to wholly-owned subsidiaries. We refeCtwapter
12.4.2.7 Future Stratedyr information on the guarantees of Icelandair @rfor SmartLynx

2.2.3 Exposure to Credit Risk

The carrying amount of financial assets represatsnaximum credit exposure.

ltem 1. The maximum exposure to credit risk at the repgrtiate

(mISK) 2009 2008
Long-term receivables and dEPOSIES. ........uiiuiiiiiirierii ettt 3,449 3,834
Trade receivables and other reCEIVADIES.............cccuiie i e 9,725 13,836
Cash and CaSh EQUIVAIENES. ..........c..uiiiieiiie ettt sieeens 1,909 4,065
e O " 15,083" 21,735
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2.2.3.1 Impairment Losses

The ageing of trade receivables at the end of 2049

(mISK) Gross Impairment Gross  Impairment
2009 2009 2008 2008
NOE PASE AUE.....ceiteie ettt 5,302 -27 5,637 0
Past due 0—-30 daYS.........ccceuriiiiiiiiiniic s 380 -9 1,278 0
Past due 31-120 days...... 773 -71 1,477 -160
Past due 121-365 days.... 288 -162 653 -266
More than one year........... 318 -179 569 -399
TOMAL. ... 7,061 -448 9,614 -825

The movement in the allowance for impairment impees of trade receivables during the year was kews:

(mISK) 2009 2008
BalANCE JANUAIY......eeiiiiiiie it ciiee st s st e et e s e e e s e e e e e e s b eeesneaeeesteeeaesaseeeanseeeannteeeannneeenneneenns 825 241
Impairment [0SS recognISEd (FEVEISEA)......cc.uiiiriiiiirieieitie ittt ettt -313 0
Balance at 31 DECEMDEN.........cocciiiiieii e e -64 584
LI L= L 448 825

The allowance account in respect of trade recedgisl used to record impairment losses unless ithepds
satisfied that no recovery of the amount owingdsgible; at that point the amount is considereztaverable
and is written off against the financial assetdise

2.3 Liquidity Risk

The risk of not being able to meet financial obfigas as they fall due is referred to as liquidisk. The
Group’s approach to managing liquidity is to ensaefar as possible, that it will always have isight
available funds to meet its liabilities when dueder both normal and stressed conditions, withatriring
unacceptable losses or risking damage to the Gsaeputation. The Group’s policy on liquidity risktends to
three asset classes determined by duration. Thasses are matched against the Group’s liquidijepences
laid out by the management on an annual basiss€ame and two include the estimated minimum lefvel
accessible funds for immediate and intermediateatipmal liquidity. Class three includes assetkofer
duration for strategic liquidity, such as mediumténvestments. The amounts in each class of aaeets
targeted once a year with reference to a numbecafiomic indicators, most importantly the annuatlef
fixed costs, and turnover.

Since the Group was floated in 2007, the ratichofsterm loans in the capital structure has beeessive and
plans for restructuring have not been met. Undeicttcumstances, short-term loans have therefore
simultaneously been a vital source for operatitigaldity and hence, the Group has not been abfalfib
policy obligations as preferred, but rather hasegirto keep short-term funding sources open to sesetonal
demands.
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Item 2. Contractual maturities of financial liabilities, inding estimated interest payments and paymentéf-tfalance

sheet items.
2009 Carrying Contractual  Within
(mISK) amount  cash flows 12 mths 1-2 yrs 2-5yrs After 5 yrs.
Financial liabilities:
Unsecured bond isSUe............cccoeieiiciiiiicicic 18,807 ( 18,807) ( 18,807) 0 0 0
Secured bank loans........ 11,211 ( 13,266) ( 2,884) ( 2,161) ( 8,004) ( 217)
Convertibles notes...... 1,947 ( 2,344) ( 229) ( 2,115) 0 0
Payables and prepayments 20,334 ( 20,334) (14,392) (_ 2,252) (_3,690) 0
52,299 ( 54,751) (36,312) (  6,528) (11,694) ( 217)
Off-balance sheet liabilities:
Operating lease payments 0 ( 38,137) (12,502) ( 10,939) (13,489) ( 1,207)
Pre-delivery payments..........coovveineinieiiniesieciee e 0 ( 18,531) ( 839) (  1,966) (15,726) 0
0 ( 56,668) (13,341) ( 12,905) (29,215) ( 1,207)
Exposure to liquidity risk 52,299 (  111,419) (49,653) ( 19,433) (40,909) ( 1,424)
2008 Carrying Contractual  Within
(mISK) amount  cash flows 12 mths 1-2 yrs 2-5yrs After 5 yrs.
Financial liabilities:
Unsecured bond iSSUE..........cccoovveiviviniiciiecce e 16,175 ( 16,175) ( 16,175) 0 0 0
Secured bank 10ans...........c.ccooeviiienieence 25,542 ( 31,396) ( 5,852) ( 4,674) (14,379) ( 6,491)
Convertibles notes............. 1,918 ( 2,189) 0 0 ( 2,189) 0
Trade and other payables 28,334 ( 28,334) (24,119) ( 2,026) ( 2,189) 0
71,969 ( 78,094) (46,146) ( 6,700) (18,757) ( 6,491)
Off-balance sheet liabilities:
Operating lease payments...........cccovvieiiiencnicnnnennes 0 ( 66,556) (17,345) ( 14,672) (28,302) ( 6,237)
Pre-delivery payments 0 ( 23,287) ( 876) ( 815) (14,907) ( 6,689)
0 ( 89,843) (18,221) ( 15,487) (43,209) (  12,926)
Exposure to liquidity risk 71,969 ( 167,937) (64,367) ( 22,187) (61,966) (  19,417)

Unused loan commitments at year end 2008 amouatkgkt 1,643 million.

2.4 Market Risk

Market risk is composed of changes in market prisaesh as foreign exchange rates, interest ratbfuah
prices, and it inevitably has a continuous effattle Group’s operations. The objective of risk agament is
to manage and control market risk exposures wabaeptable parameters subject to optimised rethyngsing
derivatives or other means at hand. All such astame carried out within the guidelines set byBbard of
Directors. The Group seeks to apply hedge accayiminrder to manage volatility on the income stedat.

2.4.1 Currency Risk

The Group is exposed to currency risk on saleshases and borrowings that are denominated inraray
other than the respective functional currencieGmup entities. The Group seeks to reduce itsgorekchange
exposure arising from transactions in various awies through a policy of matching, receipts anghpents
under each individual currency. Then internal teadleross the range of subsidiaries are arrangéu:b@roup
as possible. Nevertheless, the USD cash inflow fibrt of USD outflow due to fuel costs and leaset
capital-related payments which are to a large éxtenominated in USD. This shortage is financea syrplus
of European currencies, most importantly EUR ar@h8mavian currencies. The Group follows a hedging
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policy of 40-80% of net exposure with a 12-monthizan and uses a portfolio of instruments, botlwimds
and options. Due to a stressed economic environgiece 2008 and risk-averse financial markets, aedtos
have temporarily fallen below the lower policy bdanies of 40%, mainly as a result of the added dppiy
costs of supporting hedging activities with mankegtuirements for collateral and up-front premiurgrpants.

2.4.2 Exposure to Currency Risk

Item 3. The Group’s exposure to foreign currency risk nolcamounts in major currencies

2009 (mISK) uUsD EUR DKK SEK NOK CzZK
Net bal. Sheet eXPOSUre..........cocveveeeiiiiiciiecee e 1,786 -2,199 279 337 331 545
Estimated forecast revenue.............cccoeeeviiiiieniicieiicceee 27,302 15,356 3,618 3,220 2,985 0
Estimated forecast purchases.............coccveeiieiiiiiiiiiinennnnns 40,850 -5,675 -1,644 -340 -455 0
NEet CUITENCY EXPOSUIE......ceeveeiiiiiiiiiieiiains aerieieeeeee e -11,762 7,482 2,253 3,217 2,861 545
2008 (mISK) UsD EUR DKK SEK NOK CzZK
Net balance sheet eXpoSUre..........coccveiiiiieiiiie e 5,563 -1,271 132 120 53 -2,142
Estimated forecast revenue.............ccoccvvieivccnecnennenn.... 45,820 30,031 2,064 1,973 1,412 27,296
Estimated forecast purchases...........cccocveeriieiiniieeenieee s 70,405 -23,421 -655 -469 -467 -9,364
Forward FX CONractS...........ccoeoveeviiiieiiiiiciiccc e 3,997 -3,997 0 0 0 0
NEet CUITENCY EXPOSUIE......eeiieeiiiiiiiieeeieins arierreeeessaninees -15,025 1,342 1,541 1,624 998 15,790

2.4.2.1 Sensitivity Analysis

A 10% strengthening of the ISK against the follogvzurrencies at 31 December 2009 would have ineceas
(decreased) post-tax equity and profit or losshigyamounts shown below. This analysis assumesilttaher

variables, in particular interest rates, remainstant.

Item 4. Sensitivity analysis, assuming 10% appreciatiotS&f

2009 (mISK)

Equity Profit or loss

964
614) (
185) (
263) (
235) (
45)

964
614)
185)
263)
235)

0

Equity Profit or loss

1,517
45
131)
135)
85)

0
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A 10% weakening of the ISK against the above cwiemnwould have had the equal but opposite effe¢he
above currencies to the amounts shown above, doattie that all other variables remain constant.

2.4.2.2 Interest Rate Risk

The largest share of outstanding long-term loansesa3—6 months floating interest rates and isdiy related
to aircraft financing and denominated in USD. Tisat consequence of the fact that the most liquadket for
commercial aircraft denominates prices in USD. Gneup follows a policy of hedging 40-80% of intérexe
exposure. Swap contracts are mainly used to exehfioating rates for fixed rates up to 5 years dhadich
currently amounts to USD 65 million, and they casrnyaverage 4.65% interest rates. In recent ydas,
contracts have proved favourable as the floatitggrhave exceeded the fixed rates; however, sioge there
has been a turnaround with rates falling sharplgw@%. All of the swap contracts expire in 201@dgrom
one contract amounting to USD 10 million which egpiin 2011.

The management has not been in a position to hatlyest rates beyond 2010 as a result of unaiteaoffers.

ltem 5. The interest rate profile of the Group’s interesating financial instruments

(MISK) 2009 2008

Fixed rate instruments:

[T E= T g (o1 T2 LI T oY= A T 3,449 3,834

Financial ADITTIES........ivi i e e ea ( 331) ( 5,617)
3,118 ( 1,783)

Variable rate instruments:
Financial HabiltIeS..........ooi i ( 36,059) ( 38,018)

2.4.2.3 Fair Value Sensitivity Analysis for Fixed Rate Itmments

The Group does not account for any fixed rate fin@rassets and liabilities at fair value througbfip or loss,
and the Group does not designate derivatives @steate swaps) as hedging instruments under adtie
hedge accounting model. Therefore, a change iresiteates at the reporting date would not affeatitpor loss.

2.4.2.4 Cash Flow Sensitivity Analysis for Variable Ratedtruments

A change of 100 basis points in interest rate®at gnd reporting date would have increased (deed@@quity
and profit or loss by the amounts shown below. Bhialysis assumes that all other variables, inquéar
foreign currency rates, remain constant.

Item 6. Sensitivity analysis, 100bp change in interestsrate

(mISK) 100 bp 100 bp
Effect of IR shift on equity increase decrease
2009

Variable rate iNSTIIUMENES..........uuiiiiiiiiiiiiiii 49 ( 50)
2008

Variable rate iNSTIUMENES..........uuiiiiiiiiiiiiiii 122 ( 125)

2.4.3 Fuel Price Risk

The price of jet fuel has a significant influencetbhe cost of operations. Among the Icelandair @rou
subsidiaries, Icelandair ehf. has by far the gstatek exposure as the other companies are itterlposition to
price in the risk or transfer it to the countergaRrice development for the past five years hanbe
characterised by a steep upward trend, generatesdassive world demand and periodic cycles whareh
added to price volatility. In 2008, the monthly eage of jet fuel prices reached a record level 8DUL,356 /t in
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July, having continuously rallied from USD 550rtJanuary 2007.0il prices were mainly demand driven, and
in general the market was under the impressiontiigatew price territory was sustainable.

Market specialists argued that increased futureaheinfor oil in the Far East supported the pricky i@hd that
the concept of oil as an alternative asset clasmf@stors and speculators underpinned this dpwetmt.
Market sentiment took sides with this conceptiotil diily 2008 when the oil price collapsed and eeavithin
four months a mere fraction of what it had beenc&ithe beginning of 2009, prices have stabiligadesvhat
and remained between USD 600 and USD 700 /t. Thisagio gives an idea of the volatile market envinent
the Group faces and the need for protective measure

The Group maintains a policy of hedging fuel pesposure by a ratio of 40-80% with a 12—month lworizy
using swaps and options. The average hedge razioG8 was roughly 40-50%, but other protective miesss
were used, including fuel surcharges, third padly shifting and economic fuel saving measures. @usEgh
opportunity costs of collateral and up-front payisethe Board of Directors has allowed hedgingvas to
fall below policy limits. In 2010, around 20% ofraral fuel consumption is hedged to cover the sunseason.
For further information on hedging policy, s8bapter 10.7.3.2 Derivative Financial Instrumentssluding
Hedge Accounting.

2.4.3.1 Sensitivity Analysis

The following table demonstrates the sensitivitfim@ncial instruments to a reasonably possiblangban fuel
prices, with all other variables held constantpoufit before tax and equity:

Item 7. Sensitivity analysis, 10% change in fuel prices

(mISK) Effect on equity Effect on profit
2009 2008 2009 2008

Increase in fuel PriceS Of L0%0.......ooiiuiii ittt e e see e e nes 0 412 0 ( 60)

Decrease in fuel PriCeS OF L0U0......ccouuiiueeiiiiiieie ettt e 0 ( 414) 0 67

18 Source: http://www.bloomberg.com/markets/commedifutures/
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3 PERSONS RESPONSIBLE

3.1 Issuer’s Statement

The CEO and the Board of Directors of Icelandaiou@r hf. ID No. 631205-1780, registered office Rayik
Airport, 101 Reykjavik, Iceland, hereby declaret thaving taken all reasonable care to ensure titdt is the
case, the information contained in the Registraflosument is, to the best of our knowledge, in atance
with the facts and contains no omission likely fi@et its import.

Reykjavik, 28 October 2010
Reykjavik Airport, 101 Reykjavik, Iceland:

Sigurdur Helgason,
Chairman of the Board of Directors,
Icelandic ID No. 010546-2069

And
Bjorgolfur J6hannsson,

CEO,
Icelandic ID No. 280855-3409.
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3.2 Statutory Auditor’s Statement

KPMG hf., ID No. 590975-0449, registered office Bartin 27, 105 Reykjavik, Iceland, which contains
members of the Institute of State Authorized PuBticountants in Iceland

and

Jén S. Helgason, state-authorised public accounta(PMG hf. and Gudny Helga Gudmundsdottir, state-
authorised public accountant at KPGM hf.,

hereby jointly declare that we have audited andesqed an opinion on the consolidated financiééstants of
the Company for the financial years ended 31 Deeer2B07, 2008 and 2009, and declare that nothiag ha
come to our attention that causes us to believethkaconsolidated financial statements for thevabwentioned
financial years do not give a true and fair vievihadf financial position of the Company as at 31 dbelger,
2007, 2008 and 2009, and of the results of the Gmryip operations and cash flows for the years #reted in
accordance with International Financial Reportitgn8ards as adopted by the EU.

KPMG also conducted a review and issued a revigarten the condensed consolidated interim findncia
information for the half-years ended 30 June 20920 June 2010 and declares that nothing has tmite
attention that causes it to believe that the intdimancial information of the Company for the fissx months
ended 30 June 2009 and 30 June 2010 is not prepauatimaterial respects, in accordance withrimional
Accounting Standard 34 “Interim Financial Reportifgurthermore KPMG hf. confirms that any infornaatiin
this Registration Document, regarding such findrat@ements is consistent with the said finarstialements.

KPMG has examined the profit forecast of Icelan@&ioup for the year 2010 set forth@mapterl8 PROFIT
FORECASTIn this Registration Document in consideration diether it is presented in accordance with the
accounting policies of Icelandair Group and theidnational Financial Reporting Standards. The Cawyisa
management and the Board of Directors are resperfsibthe profit forecast and the assumptions baichvit is
based. Our responsibility is to express an opioiothe presentation of the profit forecast basedwn
examination.

In our opinion the profit forecast presented artdah in Chapter 18 PROFIT FORECASiRs been presented
in accordance with the accounting policies of Indiir Group and the International Financial Reporti
Standards.

Emphasis of matter for consolidated financial statments for 2009°

The following paragraph is from the independentitausl report in the Icelandair Group’s Financiagtgment
for the year 2009

“Without qualifying our opinion, we draw attentida note 53 to the consolidated financial statementsch
states that the Company has entered into a framleagreement with its main creditors regarding timamcial
restructuring plan. If the restructuring, accourdito the agreement, will not be completed and & chaturity
profile and financial position of the Company witit be improved in any other way it may cast daldnut the
Company’s ability to continue as a going concern.”

On 12 August 2010, Icelandair Group announcedthafinancial restructuring process of the Groug been
completed. However, the documentation processeofitiancial restructuring was not concluded andreats
signed until on 21 October 2010. The emphasis dfemaas not a part of the Independent Auditor’pdtéefor
the consolidated financial statement of Icelan@awup for the first six months of 2010.

1 Independent Auditor's Report for the Consoliddedincial Statement of Icelandair Group hf. 2009.
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Reykjavik, 28 October 2010

On behalf of KPMG hf.

Jon S. Helgason

State-authorised public accountant and member eflii$titute of State Authorized Public Accountants
Iceland

Icelandic ID No. 050269-3619

and

Gudny Helga Gudmundsdottir

State-authorised public accountant and member eflfi$titute of State Authorized Public Accountants
Iceland

Icelandic ID No. 221168-4029
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4 THE LISTING ADVISOR

The Listing Advisor, islandsbanki hf., ID No. 4980160, registered office Kirkjusandur 155, Reykiav
Iceland, has been the advisor to the Issuer ipithparation of this Registration Document. TheihgtAdvisor
has not independently verified the information eaméd herein.

Accordingly, no representation, warranty or undertg, express or implied, is made and no respadityiloir
liability is accepted by the Listing Advisor asttee accuracy or completeness of the informationainad or
incorporated by reference in this document or ahgminformation provided by the Issuer in conrattivith
the issue of the New Shares no later than 3 Nove2®k0.

The Listing Advisor has in consultation with themagement and the Board of the Directors of Icelar@mup
construed this Registration Document and is adtirrgliance on the information provided by the mgaraent
and Board of Directors of Icelandair Group.

islandsbanki is the largest shareholder in Icedan@roup with a 46.98% share of the common stocka
voting right which is limited at 30%, s&hapter 21 MAJOR SHAREHOLDERSandsbanki is also the owner
of all of the Groups convertible bonds; the bank refinance the convertible bonds in connectiothwhe
restructuring of Icelandair Group and the convéettionds will accordingly be cancelled. islandsbaskhe
Groups largest creditor and with an agreement wiva$ made between islandsbanki and Icelandair Group
regarding the financial restructuring of the Grocgxtain assets of the Group will be transferred separate
SPV owned by islandsbanki and Glitnir Bank. FotHar information refer t€hapter 27.3.3 Debt Conversion
into Equity.Notice is drawn to the fact that after the finahcestructuring is completed with the issue of the
New Shares, Islandsbanki’s stake in the commorkstiltbe 26.1%.
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5 DOCUMENTS ON DISPLAY AND INCORPORATED BY REFERENCE

The following documents shall be deemed to be mated by reference in, and to form part of, this
Registration Document:

L J

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2007, together with the audit report prepared mneetion therewith.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2008, together with the audit report prepared mneetion therewith.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2009, together with the audit report prepared mneetion therewith.

The Company’s reviewed condensed consolidatediimténancial statement in respect of the six
months ended 30 June 2009.

The Company’s reviewed condensed consolidatediimténancial statement in respect of the six
months ended 30 June 2010.

Copies of the aforementioned documents can be raatairom the registered office of the lIssuer or
electronically from the Company’s website www.icedairgroup.is.

For the life of this Registration Document, or & months from the date of issue, the followingutoents are
available for viewing at the registered office dktissuer, or electronically from the Company’s siteb
www.icelandairgroup.is:

+

L J

L J

The Registration Document, Security Note and Surgrathidated 28 October 2010.
The Issuer’s Articles of Association.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2007, together with the audit report prepared mneetion therewith.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2008, together with the audit report prepared mneetion therewith.

The Company’s audited consolidated financial stet@siin respect of the year ended 31 December
2009, together with the audit report prepared mneetion therewith.

The Company’s reviewed condensed consolidatediimténancial statement in respect of the six
months ended 30 June 2009.

The Company’s reviewed condensed consolidatediimténancial statement in respect of the six
months ended 30 June 2010.

Icelandair Group hf. | Registration Documerg]|



6 REFERENCES

References to “Icelandair Group”, “the Issuer”, "wais”, “the Group” and “the Company” in this Retyiation
Document shall be construed as referring to Icelar@roup hf., Icelandic ID No. 631205-1780, unless
otherwise clear from the context.

References to “Icelandair ehf.” in this Registratidocument shall be construed as referring to hcida ehf.,
Icelandic ID No. 461202-3490, unless otherwisercdleam the context. Icelandair ehf. is the largasgbsidiary
within Icelandair Group.

References to “Loftleidir-Icelandic” in this Regigtion Document shall be construed as referrinigpfitieidir-
Icelandic ehf., Icelandic ID No. 571201-4960, usletherwise clear from the context. Loftleidir-leedlic is a
subsidiary within Icelandair Group.

References to the “European Union” or “EU” shalldoastrued as referring to the member states of the
European Union, unless otherwise clear from theeodn

References to “FME” shall be construed as refertintpe Financial Supervisory Authority in Iceland
(Fjarmalaettirlitid), unless otherwise clear fronetcontext.

References to “Glitnir Bank” shall be construedeferring to Glitnir Bank hf., incorporated undaetlaws of
Iceland, ID No. 550500-3530. On 8 October 200&doordance with the authority provided to the FMEAbt
No. 125/2008 on the Authority for Treasury Disbunssts due to Unusual Financial Market Circumstaetes
the FME appointed the Resolution Committee of @li#ank. On that date, the Resolution Committed tower
all authority of the Board of Directors of Glitiank hf. in accordance with the articles of Act 1961995 on
Public Limited Companies including oversight oftalatment of its assets, as well as the handliradj other
business. References to “the Resolution Committ€dimir Bank” shall be construed as referringthe
Resolution Committee of Glitnir Bank hf., unleshenwise clear from the context.

References to “SPW ehf.” in this Registration Doemirshall be construed as referring to a specigdqae
vehicle, incorporated under the laws of IcelandN®@ 530910-0590 whose registered office is atlBo#6, 105
Reykjavik, unless otherwise clear from the cont8@W ehf. common stock is divided between two
shareholders: islandsbanki with 71.1% and Glit@nBwhich holds the remaining 28.9% share in thapgamy.

References to “Landsbanki islands” shall be coestras referring to Landsbanki islands hf., incoaped under
the laws of Iceland, ID No. 540291-2259. On 7 Oetoln accordance with the authority provided t EME
by Act No. 125/2008 on the Authority of TreasurysBursements due to Unusual Financial Market
Circumstances etc., the FME appointed the Resol@wommittee of Landsbanki islands hf. On that e,
Resolution Committee took over all authority of Beard of Directors of Landsbanki islands hf. ic@cance
with the articles of Act No. 2/1995 on Public Liedt Companies, including oversight of all treatnafrits
assets, as well as the handling of all other bgsingeferences to “the Resolution Committee of kbadki
islands” shall be construed as referring to theoRgi®sn Committee of Landsbanki islands hf., unletgerwise
clear from the context.

References to “Icebank” shall be construed asniafeto Icebank hf. (Icelandic name, Sparisjodalésiands
hf.), incorporated under the laws of Iceland, ID. §61086-1379.With a decision made on 21 March 2061
FME assumed the power of a shareholders’ meetihcedfank in accordance with the authority provitethe
FME by Act No. 125/2008 on the Authority for Treagisbursements due to Unusual Financial Market
Circumstances etc. On 27 March, the FME appointedsolution Committee for Icebank, which has takién
authority of the Board of Directors in accordandthwhe articles of Act No. 2/1995 on Public Lirdte
Companies. References to “the Resolution Committéeebank” shall be construed as referring to the
Resolution Committee of Icebank hf., unless othsevalear from the context.
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References to “the ISD” in this Registration Docutnghall be construed as referring to the Icelafdicurities
Depository (Icelandic name, Verdbréfaskraning igkanf.) incorporated under the laws of IcelandN®
500797-3209, unless otherwise clear from the cankggnarhaldsfélagid Verdbréfathing hf., incorgedaunder
the laws of Iceland, ID No. 650602-4390, is theesmivner of Verdbréfaskraning islands hf., and isently
fully owned by NASDAQ OMX Group inc., which is thveorld’s largest exchange company.

References to “NASDAQ OMX Iceland” in this Registom Document shall be construed as referring to
NASDAQ OMX Iceland hf., incorporated under the lasfdceland, ID No. 681298-2829, part of the NASDAQ
OMX Group inc.; it shall also refer to the formermes of NASDAQ OMX Iceland such as OMX Nordic
Exchange Iceland hf. and OMX ICE, unless otherwlisar from the context.

Reference to “the Main Market NASDAQ OMX Icelandi'this Registration Document shall be construed as
referring to the Main Market at NASDAQ OMX Icelahdl; it shall also refer to the former names of kh&in
Market of NASDAQ OMX Iceland such as OMX ICE Mainakket, unless otherwise clear from the context.

References to “the Listing Advisor” and “islandskirin this Registration Document shall be consttaes
referring to Islandsbanki hf., ID No. 491008-0166less otherwise clear from the context.

References to “the Prospectus” in this Registrafilonument shall be construed as referring to tlsprctus
dated 28 October 2010, comprising of a Summaryegd®ation Document and a Securities Note, whiehadl
issued on the same date, unless otherwise claartfre context.

We present our financial statements in Icelandimir, and references in this Registration DocuneftSK”
refer to the currency of Iceland. References toDU&fer to the currency of the United States ofékina, and
references to “Euro” and “EUR” refer to the currgmatroduced at the start of the third stage ofdpaan
economic and monetary union pursuant to the Trestgblishing the European Community, as amendéelssin
otherwise clear from the context.

References to “the New Shares” in this Registraflosument shall be construed as referring to 20,000
new shares in Icelandair Group, admitted to tradimghe Main Market of NASDAQ OMX Iceland and
subscribed for by professional investors, unlebsretise clear from the context.

References to thdub and Spokeoncept in this Registration Document shall bestwed as referring to a
system created in the 1980s unless otherwise fttaarthe context. The Icelandair ekfub and Spokeoncept
is based on the geographical position of Icelantherflight route between Europe and North Ameriga.
combining in its aircraft, passengers visiting &rel, passengers departing from Iceland and passenge
travelling across the Atlantic via Iceland, Icelaircehf. and its predecessors have been able tmexpeir
network steadily over the past decades. Icelamtdirconnects 15—-20 European cities to 5—8 Nortledaan
cities through the hub in Iceland. The networkasdd on a 24-hour rotation with morning and aftemno
connections in Iceland.
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7 THIRD PARTY INFORMATION

Where third party information has been used in Registration Document, the information has beeutely
reproduced and the source of such information kas identified. As far as the Company is awareadné to
ascertain from information published by those tlmadties, no facts have been omitted which wouhdlee the
reproduced information inaccurate or misleading.

When third party information has been used in Regjistration Document, it has been on the bagmiblicly
available information which is cited in footnotebave they are referred to. The footnotes are sireidtin such
a way as to make it straightforward for the readedentify the relevant source of the informatibthe need or
will arises to examine the underlying documentiuither detail.
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8 NOTICE TO INVESTORS

The Registration Document is compiled in accordamitie Directive 2003/71/EC of the European Parliaine
and of the Council of 4 November 2003 (“the Prosipe®irective”). The Prospectus Directive has been
implemented into Icelandic law.

Only the Issuer is entitled to procure informatadyout conditions described in this Registration ioent.
Information procured by any other person is of @levance in relation to the Registration Documet @annot
be relied on.

This Registration Document is not an offer to eelé request to buy Shares in the Company.

The Registration Document is not being distributet] must not be mailed or otherwise distributedemt in or
into any country in which distribution would reqeiiany additional registration measures or othersmes to be
taken, other than as applicable under Icelandicdasvregulations, or would be in conflict with daw or
regulation in such country. On the other hand thgifration Document may be passported in accosdaith
the provisions of the Prospectus Directive intceoflarisdictions within the European Economic Argéhe
purpose of this Registration Document is to hawalalle information about the Company in conformiigh
the Prospectus Directive. Any exposure or distidsubf the content of this Registration Documentany other
purpose, is forbidden, without a prior written censof the Issuer. Binding subscriptions for Nevai®is in the
Company are in the form of a private tender offéhyrofessional investors.

No person is authorised to give information or kenany representation in connection with the Neer&s
other than as contained in the Registration Docunheany such information is given or made, it et be
relied upon as having been authorised by the Coynpaany of the Company’s respective affiliatesdvisers.
Neither the delivery of the Registration Documemt any sale made hereunder shall under any ciraunoss
imply that there has been no change in the Compaffairs or that the information set forth in fRegistration
Document is correct as of any date subsequenetddte hereof.

This Registration Document should by no means e&eidl or construed as a promise by the Companyther o
parties of future success either in operationgturn on investments. Investors are reminded thasting in
securities entails risk, as the decision to inieblsed on expectations and not promises. Inestast rely
primarily on their own judgement regarding any d&msi to invest in the Company’s securities, beaitingnind
inter alia the business environment in which thenany operates in, anticipated profits, externadd@ions

and the risk inherent in the investment itself.dpextive investors are advised to contact exparts) as
licensed financial institutions, to assist thenthiair assessment of the securities issued by thep@ny as an
investment option. This Registration Document dugsconstitute legal, financial or tax advice. Istges are
furthermore advised to consider their legal stah@uding taxation issues that may concern thelpase or sale
of the Company’s securities and seek external athelpendent advice in that respect.

This Registration Document has been prepared wgealear and thorough information on the consaéd
company lcelandair Group. Investors are encourégedquaint themselves thoroughly with this Regigtn
Document. They are advised to pay particular atiarib Chapter 1 RISK FACTORS this Registration
Document.

Notwithstanding a special statement to the contrafgrences to any laws, acts or regulationseferances to
acts passed by the Icelandic parliament and regofaissued by Icelandic governmental agenciessanle
otherwise clear from the context.

The admission to trading will proceed pursuantldndic law and regulations. NASDAQ OMX Iceland hia
its authority under agreement between it and thliaic Financial Supervisory Authority, scrutirdsand
approved this Registration Document, which is @id in English only.
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In the event of any significant new factor, matlemiéstake or inaccuracy relating to informationlirded in this
Registration Document which could be capable ddfifig the assessment of the New Shares, the Igdlljan
accordance with Article 46 of the Securities Tratisms Act No. 108/2007, publish a supplement to th
Prospectus which will be published with the sanaess as the Prospectus. The supplement shalbbevapl
within seven business days and published in theesaanner as the Prospectus. In the event of theeabo
mentioned, the Issuer will also issue an announoéthat will be made public.

On 15 September, an extraordinary shareholdersmgests convened. The agenda of the meeting waletb
a new Board of Directors and vote on proposalafeote of no confidence in the Company’s auditing and
for the election of a new auditing firm. The proglsswere withdrawn and subsequently the only itenthe
agenda for the meeting was the election of a neardof Directors. For a list of the new Board Memshe
please refer t€hapterl9.1Board of Directors
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9 SELECTED FINANCIAL INFORMATION

The following tables present selected consolidéitexhcial data as of the dates or for the periodicated and
are qualified in their entirety by, and should bad in connection wit@hapter 10 OPERATING AND
FINANCIAL REVIEWand audited and/or reviewed consolidated finarst@kements and related notes
incorporated by reference, s€aapter 5 DOCUMENTS ON DISPLAY AND INCORPORATED BY
REFERENCE.

The selected consolidated income statement dathdorears ended 31 December 2007 and 2009 and the
selected consolidated balance sheet data as oé8aniber 2007 and 2009 have been derived from alitedu
consolidated financial statements prepared in @ecare with International Financial Reporting Staddaas
adopted by the European Union (“IFRS").

The selected consolidated income statement dathdorear ended 31 December 2008 has been deriwed f
our re-presented consolidated financial statenaneisared in accordance with IFRS as it was re-pteddn the
consolidated financial statement for the finangedr 2009.

At year end 2009, the Group changed its accoumtingedures regarding leased engines capitalisaftos.
different accounting procedures altered the balaheet and cash flow classification. When the 264l@nce
sheet and cash flow were published in the finarstetement, the 2008 figures were reclassified.rékalt of
the reclassification was that the total assetshferyear 2008 were ISK 99,947 million in the 200@&fcial
statement as compared to ISK 98,830 million shawthé 2008 financial statement. The change in adaug
procedures regarding the capitalisation of leasggihes does not affect the classification of thesodidated
income statement.

The balance sheet and cash flow figures for the 3@@8 are derived from the financial statementlieryear
2009 from the 2008 comparative figures. Therefibiig,hereby noted that the classification showntli@ year
2008 in the 2009 financial statement is not theesalassification as originally shown in the final@tatement
for the year 2008.

The selected consolidated income statement, bakdrest and cash flow for the first six months cfi@®ave
been derived from our reviewed financial statenpeapared in accordance with IFRS. The selected
consolidated income statement for the six montldee@r80 June 2009 has been derived from the re+szbe
and reviewed consolidated financial statement pezben accordance with IFRS, as it was re-preseintéuke
consolidated financial statement for the firstmianths of 2010.

At year end 2009, the Group changed its accoumtingedures regarding leased engines capitalisaftios.
different accounting procedures altered the balaheet and cash flow classification. When the figdf of
2010 cash flow was published in the financial steget, the first half 2009 cash flow figures werelassified.
The change in accounting procedures regardingapiatisation of leased engines does not affect the
classification of the consolidated income statem&hé cash flow figures for the first half of 208& derived
from the first half 2010 condensed consolidatedrint financial information. Therefore, it is herehgted that
the cash flow classification shown for the firstfted 2009 in the first half of 2010 financial stament is not the
same classification as originally shown in the ficial statement for the first half of 2009.

It must be noted that, as part of the financialruesuring plan of Icelandair Group, the Board afdators
proposed a redefinition of the business model ®fGnoup leading to subsidiaries being split betweame and
non-core operations. Accordingly, SmartLynx Latdagd the remaining shares in Travel Service anaekias
non-core, leading to reclassification of these canigs’ financial results as discontinued operations

Travel Service was not a part of the Group in 280@ SmartLynx operations were immaterial so 2007

amounts have not been re-presented.
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Amounts for the year 2008 have been re-presenttiteiprofit and loss statement for comparative
reasons. Note 6 in the Group’s Consolidated Firs8tatement for the year 2009 re-presents the
income statement of the non-core businesses in deed.

Amounts for the first six months of 2009 have bespresented in the profit and loss statement for
comparative reasons, including the operations a¥@lrService. Note 6 in the Group’s Consolidated
Financial Statement for the first six months of Q@&-presents the income statement of the non-core

businesses in more detail.

9.1 Annual Accounts of Icelandair Group 2007-09

9.1.1 Basis of Presentation of Financial Information in WWhat Follows

Actual results show the results as they were pteddn the audited, consolidated financial statasmen
for the years 2007 and 2009. However, the resoift2@08 were re-presented in the 2009 annual
accounts and are published that way in the follgvahapters.

Travel Service was not part of the Group in 200d #e operations of SmartLynx were immaterial for
the Group, so the 2007 accounts have not beeressipted.

Income Statement 2008: SmartLynx and the remaisiages (30%) in Travel Service are defined as
non-core, leading to reclassification on these caomegs financial results for the year 2009 as
discontinued operations. Amounts for the year 288& been re-presented in the profit and loss
statement for comparative reasons.

Balance Sheet 2009: The Company’s Board of Direaecided in December 2009 as a part of its
financial restructuring plan, to consider two af $ubsidiaries, Bluebird Cargo and SmartLynx astass
held for sale. All assets and liabilities of thesenpanies are classified as held for sale. Alsluded is
the 30% remaining share in Travel Service.

Bluebird Cargo is classified as an asset helddta at year-end 2009 and on 30 June 2010, but its
operations are fully included in the 2008 (re-présd), 2009 and 1H 2010 income statements. This is
due to the fact that although the Group is divesBiuebird Cargo, the Group will continue to operat
cargo operations from Iceland. The total operaitiegme of Bluebird Cargo for the years 2007, 2008,
2009 and the first six months of 2010 amountesté 2.7 billion, ISK 4.5 billion, ISK 5.1 billion ah
ISK 2.4 billion, respectively.

Note 6 in the Group’s Consolidated Financial Staenfor the year 2009 re-presents the income

statement of the non-core businesses in more detail

The highlights of the annual consolidated accoohtselandair Group for 2009 are highlighted below:

Operating income in 2009 was ISK 80.3 billion ampared to 72.2 billion in 2008 and 63.5 billion in
2007.
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EBITDA was ISK 8.1 hillion in 2009, as compared$K 3.1 billion in 2008 and ISK 5.5 billion in
2007.

EBIT was ISK 1.5 billion in 2009, as compared toegative result of ISK 7.4 billion in 2008 and a
positive result of ISK 2.3 billion in 2007.

Depreciation and amortisation amounted to ISK @libb in 2009, as compared to ISK 10.4 billion in
2008 and ISK 3.1 billion in 2007.

Losses after taxes came to ISK 10.7 billion in 2G39compared to ISK 7.5 billion in 2008 and a iprof
of ISK 257 million in 2007.

Cash at the end of the year amounted to ISK 1li@milas compared to ISK 4.1 billion at year-end
2008 and ISK 2.0 billion at year-end 2007.

Total assets amounted to ISK 89.1 billion at yead-2009 and the equity ratio was 16.4% at the énd o
2009, as compared to total assets of ISK 99.%hillind an equity ratio 20.1% at the end of 2008alTo
assets at year-end 2007 amounted to ISK 66.8 il the equity ratio was 37%.

9.1.2 Income Statement

Note 6 in the financial statement 2009 regardingiticome statement figures for the year 2808

For the past year [2009] the Company has been ngnkith its commercial bank, islandsbanki, on inying
its debt maturity profile and equity ratio. As paftthe restructuring plan, the Board of Directbas, in addition
to the dilution of Travel Service (note 49), propdsedefinition of the business model of the corgpleading
to subsidiaries being split between core and nae-edccordingly, the main focus of the Group will bn
scheduled airline operations and tourism evolvirmyad Iceland, and related services. SmartLynxthed
remaining shares in Travel Service are definedoasaore, leading to reclassification of these comgsl
financial results for the year 2009 as discontinogérations. Amounts for the year 2008 have begmesented
in the profit and loss statement for comparatiasoms. [Note ends.]

Chapters 10.4 Actual Results for Years Ended 3kDéer 2007 and 200#nd10.5 Actual Results for Years
Ended 31 December 2008 and 2G@Riress the matter in more detail.

EBITDA was ISK 8.1 hillion in 2009, as compared$K 3.1 billion in 2008 and ISK 5.5 billion in 200EBIT
was ISK 1.5 billion, as compared to a negativeltefuSK 7.4 billion in 2008 and a positive resoftISK 2.3
billion in 2007. Losses after taxes over the yeaoanted to ISK 10.7 billion in 2009, as comparetiS 7.5
billion in 2008 and compared to a profit of ISK 2&ilion in 2007. EBITDAR amounted to ISK 16.3 Ibilh in
2009, as compared to ISK 8.8 billion in 2008 anid 19..1 billion in 2007.

2 Note number 6, is derived from the consolidatedritial statements of Icelandair Group hf. forytaar 2009.
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ltem 8. Income Statement FY2007-FY2009

mISK 2007 2008** 2009
(
TTANSPOIT FEVEINUE. ...t et ettt ettt et este e et e st e ettt eas e es e s ae e e et e ens e e es e et e e snneennns 35,949 41,885 47,139
Aircraft and aircrew lease 15,510 16,951 19,425

12,018 13,363 13,757

63,477 72,199 80,321

Salaries and related EXPENSES.......c.ui it 20,008 20,275 18,652
Aircraft fuel..............ccoeu. 9,769 15,703 13,250
AIrCraft @and @IFCTEW IEASE........c.eiiieiietierieeeet ettt et sr e st e e s e sneeneesneesneeneens 7,353 8,921 12,797
Aircraft servicing, handling and COMMUNICALION. ..........coiviiieienieierierese e 4,367 5,060 5,881
AITCTAft MAINTENANCE. ... .tveiiiiii et e e e e e e e e e s et e e bbb s s besbeaeeaeessseesaasbesraseneees 5,128 5,499 6,825
11,375 13,688 14,782

58,000 69,146 72,185

5,477 3,053 8,136

-3,141 -10,404 -6,652

2,336 -7,351 1,483

128 -8,985 -4,468

257 -8,905 -3,983

Net Profit (Loss) from discontinuing OperatioNS........cuiiiviiiieiiies et esie e st iesieesseeeseeaes 0 1,437 -6,681
Net Profit/LOSS fOr the YEar / QUAIMET.......cccie ittt 257 -7,468 -10,665
EBITDAR. ..ot ettt et e et eneeseeenteaneeane e e eneesne e teseen e en e nneenen 11,056 8,821 16,332

** Re-presented

9.1.3 Balance Sheet
Note 7 in the financial statement 2009 regarding halance sheet figures for the year 26b9:

The Company’s Board of Directors decided in Decan@®®9, as a part of its financial restriction plam
consider two of its subsidiaries, Bluebird Cargd &martLynx, as assets held for sale. Also includede 30%
remaining share in Travel Service. Total assetdiabdities of these companies are classified @ lfor sale in
the financial position. [Note ends.]

The balance sheet figures in the table below ferydar 2008 are derived from the financial staterfearthe
year 2009 from the 2008 comparative figures. Ttgeefit is hereby noted that the classificationvamdor the
year 2008 in the 2009 financial statement, is hetsame classification as originally shown in iharicial
statement for the year 2008.

Total assets amounted to ISK 89.1 billion at the @n2009, as compared to ISK 99.9 billion at thd ef 2008
and ISK 66.8 billion at year-end 2007. The incrdasgveen 2007 and 2008 in total assets is drivethdy
acquisition of Travel Service and the devaluatibthe Icelandic Krona. The decrease between 2068809 is
largely a result of the sale of a 20.1% stake avé&l Service in November 2009. Travel Service isomger part
of the consolidated accounts.

Total non-current assets amounted to ISK 57.2obilit year-end 2009, as compared to ISK 77.2 bibibyear
end 2008 and ISK 54 hillion at year-end 2007. TbEreperating assets amounted to ISK 27 billiothatend of
2009, as compared to ISK 36.8 billion at the en@@ff8 and ISK 22.8 billion at year-end 2007. Intalgyassets
amounted to ISK 23.6 billion at the end of 2009¢campared to ISK 29.3 billion at the end of 2008 K

26.9 billion at year-end 2007. Other non-curresetsamounted to ISK 6.6 billion at year-end 2Q068y
amounted to ISK 11.1 billion at year-end 2008 dr&ytamounted to ISK 4.4 billion at year-end 2007.

% Note number 7, is derived from the consolidatedritial statements of Icelandair Group hf. forytaar 2009.
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Total current assets amounted to ISK 31.9 billibyear-end 2009, as compared to ISK 22.7 billiopesr-end
2008 and ISK 12.7 billion at year-end 2007. Theras$ets classified as held for sale amountedd IS5
billion at the end of 2009, as compared to zeth@end of 2008 and 2007. Trade and other recaisabl
amounted to 9.7 hillion at the end of 2009, as canexh to ISK 13.8 billion at the end of 2008 and ISR
billion at year-end 2007. Other current assets antealto ISK 4.7 billion at year-end 2009, as coradap ISK
8.9 hillion at year-end 2007 and ISK 3.7 billionyaar-end 2007.

Total Equity at year-end 2009 amounted to ISK Billeon while it was ISK 20.1 billion at year-end@8 and
ISK 25.0 billion at year-end 2007. Share capitabanted to ISK 981 million at year-end 2007 anchibanted
to ISK 975 million at year-end 2008 and year-en@2@Reserves amounted to ISK 6.9 billion in 203X [L.9
billion in 2008 and were negative by ISK 1.3 bitliat year-end 2007. Share premium in 2007, 20082868
amounted to ISK 25.5 billion. Accumulated defiam@unted to ISK 293 million at year-end 2007, ISR 8.
billion at year-end 2008 and ISK 18.8 billion aayend 2009.The decrease in equity is explainedelggative
operating result.

Total liabilities were ISK 74.5 billion at year-e2009, ISK 79.9 billion at year-end 2008 and ISK744illion at
year-end 2007. Thereof, non-current liabilities amed to ISK 19.6 billion at year-end 2009, ISKR2Million
at year-end 2008 and ISK 14.2 billion at year-e@@72 Other non-current liabilities amounted to ISR billion
at year-end 2009, ISK 4.2 billion at year-end 2668 ISK 134 million at year-end 2007. The increastveen
2007 and 2008 is explained by the acquisition afv&t Service and the devaluation of the Icelandin&.

At year-end 2009, total current liabilities amouhte ISK 54.9 billion, while they were ISK 52.7 lmh at year-
end 2008 and ISK 27.6 billion at year-end 2007.r&bg loans and borrowing were ISK 22.7 billioryaar-end
2009, as compared to ISK 20.7 billion at year-ed@3and ISK 11.1 billion at year-end 2007. Otherent
liabilities amounted to ISK 32.2 billion at yeareeR009, ISK 32 billion at year-end 2008 and ISK51illion at
year-end 2007.

For further information, we refer t8hapter 14 OPERATING ASSEasdChapterl7 INVESTMENTS.
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[tem 9. Balance Sheet FY2007-FY2009

(MISK) 31.12.2007 31.12.2008 31.12.2009
Assets:
OPEratiNng @SSELS ...euuiiii ittt ettt e e e e e 22,832 36,798 27,014
INtANGIDIE ASSELS ...uiiiiii e 26,846 29,306 23,598
INVESTMENES IN ASSOCIALES ..v.veiviiriieiite ettt e e e aneaeeaes 2,335 1,008 545
Prepaid aircraft acquUISItIONS .........cc.uiiiiiiiiiiiii e 249 4,226 1,134

Long-term cost 0 2,029 1,347

Long-term receivables and deposits 1,788 3,834 3,449

Deferred taxX @SSEL ...uuiiii it 0 0 140

Total non-current assets 54,050 v 77,201 57,227

101V T g1 (o ([ 1,301 2,309 1,393

Trade and other reCeIVADIES ...........cvviiriiii s 9,037 13,836 9,725

Assets classified as held for sale ...........ccoooiiiiiiiiii e, 0 0 17,500

PrepayMENTS ..ot e e 366 2,536 1,350

Cash and cash eqUIVAIENES ..........ooviiiiiiiiiiii e 2,006 4,065 1,909

Total current assets 12,710 22,746 31,877

Total assets 66,760 99,947 89,104

Equity:

Share Capital .......ooouuiiii e 981 975 975

YL o] (=11 111 Lo PP 25,593 25,450 25,450

RESEIVES ..o ( 1,296) 1,856 6,899
Accumulated defiCit ..o ( 293) ( 8,216) ( 18,755)

Total equity attributable to equity holders of the Company 24,985 20,065 14,569

NON-CONLrOIING INTEIEST ...ttt e e e 48 15 36

Total equity 25,033 20,080 14,605

Liabilities:

Loans and DOMOWINGS ........ieuuiiitiieii e e et e e e e e e ennas 14,040 22,900 13,676

PrepaymMENtS ... 0 2,189 2,254

LoNg-term payables ...........ocouiiiii e 0 2,026 3,688

Deferred income tax lability ...........ccoovviiiiiiiiiii 134 23 0

Total non-current liabilities 14,174 27,138 19,618

Loans and DOMOWINGS ........ieuuiiitieii et e e e e e eanas 11,058 20,735 22,714

Trade and other payables ...........c.coviiiiiiiiiii e 12,591 24,119 14,392

Liabilities classified as held for sale .............ccoeeiiiiiiiiiiiii e 0 0 10,597

[ 1Y (=T (=T I aTodo )1 1[N 3,904 7,875 7,178

Total current liabilities 27,553 52,729 54,881

Total liabilities 41,727 79,867 74,499

Total equity and liabilities 66,760 99,947 89,104

9.1.4 Statement of Cash Flows

The cash flow figures in the table below for thary2008 are derived from the financial statementHe year
2009 from the 2008 comparative figures. Therefitiig,hereby noted that the classification showntfie year
2008 in the 2009 financial statement, is not thmesalassification as originally shown in the finmhstatement
for the year 2008.

Working capital from operations amounted to ISK Bilon in 2009, as compared to ISK 5.8 billion20608
and ISK 1.5 billion in 2007. The increase in workicapital from operations from 2007 to 2008 amodirite
ISK 4.3 billion and is attributable to an improvemé net cash flow from operations between periods
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Net cash provided by operating activities in 20@&W5K 8.8 billion, as compared to ISK 4.5 billior2008
and ISK 3.9 billion in 2007. The significant impewent in net cash from operating activities frord&
2009 is explained by an increase in sales.

Net cash used in investing activities over the Y8819 amounted to ISK 7.8 billion, as compared3id .5
billion in 2008 and ISK 5.5 billion in 2007. Thetreash used in investing activities is mainly expda by
investments in operating assets and the acquisifitong-term costs relating to overhauls of leasegines.
Further information about capital expenditure iaikable inChapter 17INVESTMENTS.

Net cash used in financing activities amountedsi¢ 8.3 billion in 2009. Net cash from financingigities
amounted to ISK 3.2 hillion in 2008 and to ISK 8&8lion in 2007. The reason for the large differeraetween
2007 and 2008 on one hand and 2009 on the other Isathat the Group was largely financed in shentn
debt in 2007 and 2008 that was subsequently rep&d09.

Cash at year-end amounted to ISK 1.9 billion in®03 compared to ISK 4.1 billion in 2008 and ISB 2
billion in 2007.

Item 10. Statement of Cash Flows FY2007—-FY2009

(mISK) 2007 2008 2009
Working capital from (used in) OPErationsS. ..........cccuuuiiiiiuineriii e 1,495 5,795 5,373
Net cash from operating aCtiVItIES..........ccouuuiiiiiii e 3,889 4,531 8,781
Net cash used in iNVesting aCtiVItieS..........c..uuuiiiiiiiiiii e -5,461 -7,452 -7,799
Net cash (used in) from financing actiities.............cc.ccoiviiiiiiiiii e 853 3,171 -3,283

Increase (Decrease) in cash and cash equivalents...  .....cccoooiiiiiiiiiiiiiiniis -719 250 -2,301
Effect of exchange rate fluctuations on cash held..............cccccoooiiiiiiii -51 1,809 145
Cash and cash equivalents at 1 JANUAIY..........cocuuuniieiiiiiniaieiiiaae et e e 2,776 2,006 4,065

Cash and cash equivalents at year-end........cccce. couiiiiiiii i 2,006 4,065 1,909

The effects of exchange rate fluctuations on cadth Wwere a large contributory factor in 2008 whisgyt
contributed ISK 1.8 billion to cash and cash eqgleints at year-end. This is almost solely due tostiarp
depreciation of the Icelandic krona in 2008.

Cash and cash equivalents at year end 2009 comp88el1,877 million of bank deposits and ISK 32lrait as
cash on hand. Cash and cash equivalents at ye@0&8dcomprised ISK 3,743 million of bank depodiB 90
million of marketable securities and ISK 232 mitlias cash on hand.

9.2 Half Year Interim Financial Accounts of Icelandair Group 2009 and 2010

9.2.1 Basis of Presentation of Financial Information
Income Statement 1H 2009: SmartLynx and the remgishares (30%) in Travel Service are defined
as non-core, leading to reclassification on thesepanies financial results for first half of theaye
2009 as discontinued operations. Amounts for tfe fialf of the year 2009 have been re-presented in
the profit and loss statement for comparative nesiso
Bluebird Cargo is classified as an asset helddte at year-end 2009 and on 30 June 2010 but its
operations are fully included in the 2008 (re-prtsd), 2009 and 1H 2010 income statements. This is
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due to the fact that although the Group is divgsBtuebird Cargo, the Group will continue to operat
cargo operations from Iceland.
Note 6 in the Group's Consolidated Financial Staenfior the first six months of 2010 represents the

income statement of the non-core businesses in daied.

The highlights of the first half (1H) 2010 interiimancial accounts are highlighted below:

Operating income was ISK 38.2 billion in the fingtlf of 2010, an increase of 14%, as comparedeo th
first six months of 2009.

EBITDA was ISK 2.3 hillion (6.1%) in 1H 2010, asmpared to ISK 1.5 billion (4.4%) in the 1H 2009.
Depreciation and amortisation was ISK 2.6 billiartH 2010 and was ISK 220 million higher than in
the first six months of 2009.

Losses after taxes came to ISK 2.0 billion in ih&t §ix months of 2010, as compared to ISK 5.0
billion over the corresponding period in 2009.

Cash on 30 June 2010 amounted to ISK 7.5 billisrgampared to ISK 1.9 billion at 31 December
2009.

Total assets amounted to ISK 97.8 billion at the efithe period 2010 and the equity ratio was 13.5%
as compared to 16.4% at 31 December 2009.

9.2.2 Half Year Income Statements 2009 and 2010

As shown in the table below, EBITDA was ISK 2.3ibih in 1H 2010, as compared to ISK 1.5 billion ptlee
same period last year. EBIT was negative by ISKB#on in the first six months of 2010, as comgaito a
negative result of ISK 962 million over the sameqet last year. Losses after taxes in the first 662010
amounted to ISK 2.0 billion, as compared to ISKllon over the corresponding period in 2009. $d®m
continuing operations amounted to ISK 1.6 billiartH 2010. EBITDAR amounted to ISK 6.6 billion tmet
first half of 2010, as compared to ISK 5.8 billionthe first half of 2009.
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Item 11. Income Statement 1H 2009 and 1H 2010

(mISK) 1H 2009** 1H 2010
TTANSPOIT TEVENUE. ...ttt ettt et e e e s e st an e e s me e s ame e e ame e s ereeene e e nnneennneennneenaneean 18,763 22,016
AIrCraft and @IFCIEW IBASE......cuuiiuieie ettt ettt sb e st e st e teebeeneeenaeenaenns 9,064 9,719
Other OPEIALING FEVENUE. ... ..cueieeeeeieieseeeeeeeeeeeeeeeeeseeeesseeesseeeesseeesseeensseesseeeassessseessseeenseeessees 5,756 6,433

OPEIALING INCOIMIE....utiiiiiieiieie e eiieics cteetieete et e et e s eeteeteeeeeeeseeaseesteeaseesseeaseesseeseenseenseesenns 33,583 38,168
Salaries and related EXPENSES......c.ii ettt r e b e sbe s sbe s nre b sreeanee e 8,994 9,841
F o] - 0 {1 = PSSR USURRPSRR 5,549 6,644
Aircraft and aircrew lease 5,649 5,941
Aircraft handling, landing and COMMUNICALION............oieiiiriierieieee e e 2,545 2,783
AIFCTaft MAINTENANCE. ... eiitieiti ettt sb e s e st e s e st e ereessbeabestaesseesteeabeesreenneenes 2,855 3,400
Other OPEratiNG EXPENSES. ... eeeuvieeeiieeieeeteeeeeteeeeeeeeeseeesseeesssesesseeeeseeesseeasesessseessseesnseeensseense 6,526 7,232

OPEIALNG EXPENSES. ...cevviiiieitieiietieeais eeitesitesetesteesteesteesteasteeseeaseeaseesseenseesseesseessessseessesnsesees 32,118 35,841

EBITDA .ottt ettt b bt et a et et bbb Rt E et R bbbttt nn e e 1,465 2,327
Depreciation and amOrtiISALON. ........c.eiueiieiieiieie et se e et e e e ree s sreesreenbesreeaneesreens -2,427 -2,647

] 2 O SRS -962 -320

B T e ettt b bt £ttt etk b ettt r e nne e -2,630 -2,043

Net Profit/Loss from continuUiNg OPEratioNS.........  cococcvecuieiiiiesieesieseesieenieesee e siaesniesreeanee e -2,232 -1,646

Net Profit (Loss) from discontinUiNg OPEratioNS........coiuiiiiiiiieiie e sieseesiienieeseeaseeseeasbesreeaneenee -2,747 -400

Net Profit/LOSS fOr the YEar / QUAIET.......cccc. ettt e e e eaneas -4,979 -2,046

EBITDAR. ...ttt ettt ettt et a ettt b bt e st ettt ettt re et eb e e erene 5,779 6,629

** Re-presented

Operating income amounted to ISK 38.2 billion, ampared to ISK 33.6 billion in the correspondingtfhalf
of last year. Transport revenues amounted to ISR Blion, as compared to ISK 18.8 billion in thel of
2009. Aircraft and aircrew lease revenues amoutté8K 9.7 billion, as compared to ISK 9.1 billianthe first
half of 2009. Other income amounted to ISK 6.4idnillin the first half of 2010, as compared to 1SR Billion
in the first half of 2009.

Operating expenses amounted to ISK 35.8 billiorgamspared to ISK 32.1 billion in the first half 2909.
Salaries and personnel expenses amounted to ISKIRoB in the first half 2010, as compared to ISK
billion in the first half of 2009. Aircraft fuel s amounted to ISK 6.6 billion, as compared to BKbillion in
the first half of 2009. Aircraft and aircrew leammounted to ISK 5.9 hillion, as compared to ISK ilkon in
the first half of 2009. Aircraft handling, landimgnd communication expenses amounted to ISK 2.i@hilas
compared to ISK 2.5 billion in the first half of @@. Aircraft maintenance costs amounted to ISKbdlibn, as
compared to ISK 2.9 billion in the first half of @@. Other operating expenses amounted to ISK Ti@rhias
compared to ISK 6.5 billion in the first half of @@.

For further information on the half year incomeetaents for the years 2009 and 2010, refé&tiapter 10.6
Results for 1H Ended 30 June 2009 and 2010
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9.2.3 Balance Sheet 30 June 2010

ltem 12. Balance Sheets 31 December 2009 and 30 June 2010

(mISK) 31.12.2009  30.6.2010
Assets:
(@0 1] = 1A a0 o T ) £ PPN 27,014 30,391
Intangible assets .............. 23,598 23,781
Investments in associates 545 635
Prepaid aircraft aCQUISILIONS ........iiieiieiiie e e 1,134 1,179
[0 o T (=10 T o 01 PPt 1,347 1,318
Long-term receivables and dePOSILS .......cc.uuiiiriiiiii e e 3,449 3,365
DEfITEA tAX ASSEL . ovuiitiii i 140 439
Total non-current assets 57,227 61,108
{100V ST 1 T[N 1,393 1,619
Trade and Other rECEIVADIES ...........ouiieii i eas 9,725 13,332
Assets classified as held for Sale .............oooiiiiiii 17,500 12,824
Prepayments .........cccoevvviiiiinneennn. 1,350 1,463
Cash and cash equivalents 1,909 7,471
Total current assets 31,877 36,709
Total assets 89,104 97,817
Equity:
5] TSI o= o - | P 975 975
Share premium 25,450 25,450
RS EIVES . et 6,899 7,368
AccUMUIALE DEFICIE .. oeee e e e ( 18,755) ( 20,695 )
Total equity attributable to equity holders of the Company 14,569 13,098
NON-CONLIOIING INEEIEST ...t e et e e ee 36 30
Total equity 14,605 13,128
Liabilities:
[ =T TR Vol oo 4011/ o P 13,676 12,541
PrEPAYIMENES ..ot et 2,254 2,303
LONG-terM PAYADIES ... 3,688 4,132
Deferred income tax liability ...........ooooiiiiiii 0 0
Total non-current liabilities 19,618 18,976
[ o=V LRV ol oo 10 11/ e o P 22,714 26,252
Trade and other PayabIES ..........coiiiiiii e 14,392 16,682
Liabilities classified as held for SAIE ..........ovuieiiii e 10,597 6,708
(D12 (=14 (= To [T aToTo] 1 0 L= TP PPUPTNN 7,178 16,071
Total current liabilities 54,881 65,713
Total liabilities 74,499 84,689
Total equity and liabilities 89,104 97,817

Assets amounted to ISK 97.8 billion at the encheffirst half of 2010, as compared to ISK 89.lidwilat year-
end 2009.

Total non-current assets amounted to ISK 61.1obilit 30 June 2010, as compared to ISK 57.2 biltoyear
end 2009. At the end of June 2010 operating aasetsinted to ISK 30.4 billion, as compared to ISKD27
billion at year-end 2009. Intangible assets amalitddSK 23.8 billion at the end of June 2010, aspared to
ISK 23.6 billion at year-end 2009. Other non-cut@ssets totalled ISK 6.9 billion at the end of pleeiod in
2010, as compared to ISK 6.6 billion at the enthefyear 2009.
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At 30 June 2010, total current assets amounte8Ka36.7 billion, as compared to ISK 31.9 billiontla¢ end of
the year 2009. Thereof, trade and other receivabtesunted to ISK 13.3 billion, as compared to ISK8illion
at year-end 2009. Other current assets amount&Kt@3.4 billion at 30 June 2010, as compared 1 23.1
billion at year-end 2009.

At 30 June 2010, total equity amounted to ISK 18llion, as compared to ISK 14.6 billion at yeade2009.
Share premium in both quarters amounted to ISK B#ibn. Total accumulated deficit amounted to I138.7
billion at the end of June 2010, as compared to 18K billion at year-end 2009.

Total liabilities amounted to ISK 84.7 billion ad 3une 2010, as compared to ISK 74.5 billion at-yea 2009.

Non-current liabilities amounted to ISK 19.0 bifliat end of June 2010, as compared to ISK 19.®hidt end
of 2009. Thereof, loans and borrowing amountedto 12.5 billion at 30 June 2010, as compared to 18K at
year-end 2009. Other non-current liabilities amedrib ISK 6.4 billion at 30 June 2010, as compapd®K 5.9
billion at year-end 2009.

Total current liabilities amounted to ISK 65.7 fmiti at the end of June 2010, as compared to IS Biflion at
year-end 2009. Thereof, loans and borrowings aneoltat ISK 26.3 billion at the end of June 2010, as
compared to ISK 22.7 hillion at year-end 2009. @therent liabilities totalled ISK 39.5 billion 80 June 2010,
as compared to ISK 32.2 billion at year-end 2009.

For further information, refer t6hapters 14 OPERATING ASSEAiI®I17 INVESTMENTS

9.2.4 First Half Statements of Cash Flows 2009 and 2010

At year end 2009, the Group changed its accoumtiingedures regarding leased engines capitalisaftos.
different accounting procedures altered the cash @lassification. When the cash flow for the finsif of 2010
was published in the financial statement, the éashfigures for the first half 2009 were re-cldssil. The cash
flow figures for the first half of 2009 are derivéfdm the first half 2010 condensed consolidatéerim
financial information. Therefore, it is hereby mbthat the cash flow classification shown for thstfhalf of
2009 in the first half of 2010 financial statemasatot the same classification as originally shamthe
financial statement for the first half of 2009.

Working capital from operations amounted to ISK Hillion in the first half of 2010, as comparedi8K 749
million in working capital used in operations iretfirst half of 2009. The turnaround between y@ansunts to
ISK 2.5 billion and is solely explained by an impeonent in net cash flow from operations betweeloger

Net cash from operating activities amounted to 85Kbillion in the first half of 2010, as compartedSK 5.0
billion in the first half of 2009. The increase Wwetn periods amounts to ISK 4.4 billion and is édygexplained
by an increase in sales and improvements in nétftas from operations.

Net cash used in investing activities amountedst 2.3 billion in the first half of 2010, as compdrto ISK 1.8
billion in the first half of 2009. The increase Wwetn periods is explained by an increase in investsin
operating assets and acquisitions of long-termmaating to engine overhauls of leased engines.

Net cash used in financing activities amountedsti¢ 1.5 billion in the first half of 2010, as compdrto ISK 1.4
billion in the first half of 2009. Financing actiigs largely reflect the repayment of long-term ahdrt-term
debt.
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Item 13. Statement of Cash Flows, 1H 2009 and 1H 2010

(mISK) 1H 2009 1H 2010
Working capital from (USed iN) OPEIatiONS. ........cceiiiriie ettt -749 1,708
Net cash from operating aCtIVILIES. ...........uu i e 5,010 9,386
Net cash used in INVESTING ACTIMIEIES.........iiiie e e e e e e e eee -1,780 -2,304
Net cash used in fiNANCING ACTIVITIES.......vuu i e e e e e e e e e e e aees -1,397 -1,543
Increase in cash and Cash EQUIVAIENTS.........cccce it e eeens 1,833 5,539
Effect of exchange rate fluctuations on cash held................coooiiiii e 287 23
Cash and cash equIVAIENES @t 1 JANUAIY ........c.uuiiiiaeiii ettt e et e et e e et e e e e eaanns 4,065 1,909
Cash and cash equIValeNntS 8t 30 JUNE.........iiiis oo ettt e e e e e e e aanas 6,185 7,471

The increase in cash and cash equivalents was BsKilion in the first half of 2010, as compared 8K 1.8
billion in the corresponding first half of 2009. $€2aat the end of the first six months of 2010 antedito ISK
7.5 billion, as compared to ISK 6.2 billion for tfiest six months of 2009.
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10 OPERATING AND FINANCIAL REVIEW

10.1 Overview

10.1.1 General Information About the Group

The Group is an operating company with subsididdeased on the international airline and touristtars.
The operations of the Company are based on twaéssisegments: route network and tourism servites.
main focus of the route network is to operate tghased on thdub and Spokeoncept between Europe and
across the Atlantic to North America via IcelantieTfocus of the tourism services business segraeant i
catering to the growing demand for universal s@wifor tourists in Iceland and on offering a wideisty of
support services relating to airline operationstig2009, the Group employed an average of 2,uB®ife
employees, and the Group generated total reverfu8&@0.3 billion and carried approximately 1.7llion
passengers on its routes.

The Group aspires to have a brand synonymous Witheat and reliable operations, sound and trustimp
management, and dependable and flexible servicehddoenefit of its customers. The airline, Icelain ehf., is
the largest and most important subsidiary of theuprand even though its market share in the Nottdmn#ic
market is less than 1%, it is a key factor in thieup’s operation. Due to the immense size of thasket and the
nominal market share held by Icelandair ehf., iiveg in effect as a large reservoir of passengers.

In addition to passenger flights operated by thiénai the Group has vast interests in most pdrisedandic
tourism and aviation, including hotel chains, tleagencies, domestic airlines, support services,m
handling and technical services, as well as a fiegddACMI?? and lease operations.

10.1.2 Operational Highlights 2007-10

Chapters 10.1.2.10 10.1.2.4provide an overview of noteworthy issues and eventhe operations of
Icelandair Group during the period under review.

10.1.2.1 Year Ended 31 December 2007

May

Icelandair Group signs a letter of intent for tlegusition of Travel Service, the largest privately
owned airline in the Czech Republic. Travel Serdperates charter flights to and from Prague and
Budapest and also owns and operates the low cast [Bmart Wings.

Hilton Hotels Corporation announces that it wilt@minto a Franchise Agreement with Icelandair
Hotels, a fully owned subsidiary of Icelandair Gootor the 252 room 4-star Nordica Hotel in

Reykjavik (now the Hilton Reykjavik Nordica).

June

Icelandair Group celebrates the 70th anniversafjuifélag Akureyrar, the predecessor of Icelandair
ehf. established on 3 June 1937.

2 pcronym for: Aircraft, Crew, Maintenance and Insace.
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September

Icelandair ehf. awards a USD 100 million mainteroeontract to Rolls-Royce, covering the RB211-
535s which power the airline’s fleet of 21 Boeirky's.

December

Icelandair ehf. announces plans to shift its faoudorth Atlantic flights in 2008. Toronto was
introduced as a new destination, while Baltimoreragions were shut down. More capacity was added
to London and up to 5 daily flights to Copenhagemenoperated, along with morning departures to

North America.

10.1.2.2 Year Ended 31 December 2008

January

March

April

May

June

Bjorgolfur J6hannsson, a former CEO of the seafamdpany Icelandic Group hf., takes over as CEO

of Icelandair ehf. and Icelandair Group.

At the Annual General Meeting of Icelandair GrongMarch, the Board of Directors of the Company

is re-elected.

Icelandair Group’s subsidiaries Icelandair Cargd kxelease decide not to go ahead with the leade an
purchase of four Airbus A330-200 cargo aircraftisTthecision is made because of a more volatile
business environment. In April, the Group increateshareholding in Travel Service from 50% to

80% and the Czech company substantially incre&geStoup’s turnover.

Sigthdr Einarsson is appointed deputy CEO of latdémGroup and extensive changes are made within
Icelandair ehf. Birkir HOIm Gudnason is appointeGCof this largest company within the Group; Mr

Gudnason has been with Icelandair ehf. since 2000.

The Group and its affiliated companies launch esitenstreamlining measures in light of rising fuel
prices and general economic uncertainty. The 20@8v6ter flight schedule is cut by almost 20%, and
the staff of Icelandair ehf. is reduced by 230. €bmpany’s organisational chart is altered and
management is trimmed. Other companies within tfeualso go through wide-ranging cost cutting
measures and staff reductions during the yearcedlyelGS and Icelandair Cargo. In September, Bogi

Nils Bogason is appointed Chief Financial Officétaelandair Group.

November
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Four new Loftleidir-Icelandic aircraft leasing coartts are announced, amounting to a total of USD 12
million. The largest is a contract with Yakutia Alompany in the Republic of Sakha in Siberia,

Russia, a long-standing customer of the Group.

December

Icelandair Group enters into an agreement withatshareholders in Travel Service, reducing

Icelandair Group’s share from 80% to 66%.

10.1.2.3 Year Ended 31 December 2009

January

Omar Benediktsson is appointed Managing Directahefcharter airline SmartLynx in Latvia. Mr
Benediktsson was Vice-chairman of the Board of @oes of Icelandair Group for the last two years,
but leaves the board at the Annual General Medtifgarch 2009.

March

The AGM of Icelandair Group is held in March. Iagdi@ir ehf. introduces four direct scheduled flights
a week to Seattle in the USA, starting in sienmer of 2009. This destination fits with Icelainddf.’s

route network, which is based on Iceland’s geodgcgbtiocation between North America and Europe.

May

Islandsbanki acquires 42% of the shares in Icela@®up through the enforcement of a pledge in
shares held by shareholders in the Company. idamitsis granted an exemption from a mandatory
takeover bid. It is announced that the Companyauilitinue to be listed on NASDAQ OMX Iceland

hf. and that the bank’s stake will be sold in armpnd transparent sales procedure as soon ablpossi

June

A share capital increase in Travel Service is edrdut. Icelandair Group’s co-owners Unimex Group
and Roman Vik subscribe to the new shares in thgpeoy. Following the share capital increase, the

shareholding of Icelandair Group in Travel Senigceeduced to 50.1% from the previous 66%.

July

The Board of Directors announces that a sharelsldereting will be held on 6 August. The Board of
Directors asks for shareholders’ approval of ausiation to increase the share capital of the Compan
by up to ISK 4,000,000,000 — four billion Icelandlimnur — by means of subscriptions to new shares.
The Board of Directors also announces that elestiorthe Board will be held at the shareholders’

meeting.

August

The shareholders’ meeting announces in July thetdtapproved the proposals submitted at the

meeting and the following candidates are electaiédBoard of Directors of Icelandair Group:
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Board members:

Finnur Reyr Stefansson
Jon Armann Gudjénsson
Katrin Olga Jéhannesdottir
Pétur J Eiriksson

Sigurdur Helgason

Alternate board members:

Kristin Einarsdéttir
Magnus Magnusson

Tomas Kristjansson

Following the meeting, the Board of Directors maed elect Sigurdur Helgason as chairman and
Finnur Reyr Stefansson as vice-chairman.

September

Icelandair ehf. announces the expansion of itsdidbeand plans to increase tourism in 2010. The
subsidiary announces plans to increase capacityphig 10% between years, increasing the number of
foreign tourists by 20-25,000 and creating over B8 in aviation and tourism throughout the
country. Brussels in Belgium and Trondheim in Noyw&e announced as new destinations in the

summer of 2010.

November

Icelandair Group signs an agreement for the sak®df% of its share in the Czech airline Travel
Service. Following the divestment, Icelandair Griwads a 30% share in Travel Service. The sale
results in Travel Service becoming an affiliatedhpany instead of being a subsidiary. The effects of
the sale on the income statement are negativeKYI$ billion and equity decreases by ISK 1.5
billion. The Group'’s total assets are reduced k¢ 12 billion. Detailed information on the effectf o
the divestment of the 20.1% share in Travel Serwitéhe profit and loss statement can be found in

note 6 in the consolidated accounts of Icelandaiu@ for the year 2009.

10.1.2.4 Events of 2010
March

At the end of March 2010, Icelandair Group andatgest lenders, islandsbanki and The Resolution
Committee of Glitnir Bank, announce that they heasched an agreement to finalise the financial
restructuring of Icelandair Group. Approval fromsfzareholders' meeting of the Group is needed for
certain aspects of the restructuring, in additmthe final approval of creditors. For further infation
on the financial restructuring of Icelandair GroapeChapter 27 FINANCIAL RESTRUCTURING OF
ICELANDAIR GROUP
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April

June

August

On 14 April 2010, a volcanic eruption starts in thecier Eyjafjallajokull in Iceland. Volcanic aftom
the eruption has a severe impact on flight schadaeund the world. The financial impact of thglli

restrictions are discussed in more detail in the va August 2010 which follows.

On 14 June, the Enterprise Investment Fund (El¢elahdic: Framtakssjodur Islands), an investment
company owned by 16 Icelandic pension funds, em#osa binding agreement with Icelandair Group
concerning an ISK 3 billion investment in the Grolipe agreement is concluded with normal
reservations regarding the results of due diligemt¢ech the Fund performs. The EIF has subscribed t
New Shares in the nhominal amount of ISK 1.2 billairthe price of ISK 2.5, making a total of ISK 3

billion.

On 15 June, The Pension Fund of Commerce (PCHanltie: Lifeyrissjédur Verslunarmanna) enters
into a binding agreement with Icelandair Group mresting ISK 1 billion in the Group in return for a
10.1% share in the Company. The PCF subscribegto $hares in the nominal amount of ISK 400

million at a price of 2.5, making a total of ISKbillion.

Icelandair Group publishes its accounts for thet Bix months of 2010 on 13 August 2010. A finahcia
statement released by the CEO of Icelandair Greupals that the volcanic activity in Eyjafjallajdku
has had a severe impact on operations, as the Qymgported earlier. In the Group’s assessment, the
negative impact of the flight restrictions amoumatsibout ISK 1.5 billion. However, EBITDA from
continuing operations in the first half of the yeaceeds the budget in spite of the impact of the
volcanic eruption. As a result, the decision is enelincrease the EBITDA forecast for the year from
ISK 7.6 billion to ISK 8.5 billion in 2010, whichotresponds to a 12% increase from the previously
published forecast. For further information, §#eapter 18 PROFIT FORECAST

September

On 15 September, an extraordinary shareholderamgestconvened. The agenda of the meeting is to
vote a new Board of Directors and to consider @@sal for a vote of no confidence in the Company’s
auditing firm and a proposal to elect a new audifirm. The proposals are withdrawn and
subsequently the only item on the agenda is thaieteof a new Board of Directors. The following
Board Members were elected:

Board members:

Audur Finnbogadottir.
Finnbogi Jonsson.
Katrin Olga Jéhannesdattir.

Sigurdur Helgason.
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Ulfar Steindérsson.

Alternate board members:

Herdis Dréfn Fjelsted.
Magnus Magnusson.

Vilborg Lofts.

October

On 210ctober 2010 the Company makes public an amwemoent which states that the financial
restructuring and the documentation process is tateghand contracts have been signed. The
Company also states that the operations of the @aynpave been strong this year and it has
outperformed its original financial forecast. Tdleet that, the Company has revised its EBITDA

forecast for the year from ISK 8.5 billion to ISK5illion for the full year.

10.2 Developments in the Global and Local Airline Markes and the Economy

Since the onset of the global financial turmoi2B08, market sentiment has fallen sharply, causidmpp in
asset values and a slump in economic activity. @wiing credit crunch has left the average consumer
financially worse off than before. These developtaérave put a substantial demand squeeze on wolddait
carrier services and have therefore forced manypemies in the industry to undertake various openati
streamlining measures. Most airlines around thddamaive been feeling the effects of this demanaege for
several quarters. The industry is generally seeidgastic reduction in the scope of its operatisitls capacity
cuts and cost cutbacks. In a recent forecast, FA@#timated that global airlines lost USD 9.4 billiar2009
and that they are going to lose approximately USPhdlion in 2010

The Icelandic economy has been particularly badlipynthe current economic crisis with unemploymegoing
from 2.3% in Q1 of 2008 to 9.1% in Q2 of 2009 aheirt down to 7.6% in Q1 of 2010. The inflation rases
gone from 5.8% at the start of 2008 to 18.6% atthet of 2009 to 6.6% at the start of 2@%Dhis high level of
inflation, along with the devaluation of the ISKgshweakened the purchasing power of the genelahitie
consumer.

The Group has felt the effects of similar globalelepments in demand for cargo services, schediitedavel
and aircraft leases. Air freight volumes have beamicularly badly hit with regard to imports iniceland, as
the ISK is near its historically lowest level aieé treal exchange rate is far below its long-ternildgium.
However, exports have been buoyant and their d¢nrtton to the economy has, therefore, cushioned the
economic impact, with fish exports remaining paugecly strong.

Scheduled flight services from Iceland have beéatively weak. There has also been a large shifustomer
behaviour, which is shifting from flying businedass to flying in economy class. This changed dpega
environment has been met with a considerable rexuict capacity and a downsizing of the workforce.
Icelandair ehf. has also changed its pricing stmecto include the “Economy-Comfort” class as ofvBimber
2008 to better meet the altered demand patters. fds managed to reduce the yield drop causecelghtdnge
in customer behaviouAvailable seat kilometres of the Group’s schedaitine operations were reduced by
approximately 9% in 2009 as compared to 2008, asdgnger numbers decreased by 10% over the same
period. However, in 2010 demand has increased agsiis best indicated by the increase in supply by
Icelandair ehf. and its new routes to Stavangen{ldy), Bergen (Norway) and Seattle (North America2009

2 Acronym for: International Air Transport Associai www.iata.org
24 |ATA Financial Forecast, March 2010: http://wwwaarg/pressroom/pr/Pages/2010-03-11-01.aspx
% Statistics Iceland, http://www.statice.is/PageSil3
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and to Brussels (Belgium) and Trondheim (Norwaythie summer of 2010. Finally Icelandair ehf. anraaghin
October 2010 it’s new routes to Washington DC (U®jund (Denmark), Gothenburg (Sweden), Hamburg
(Germany) and Alicante (Spain) in 2011.

The wet leasing arm of the Group has played a paal in keeping the Group'’s fleet utilised. In agts
challenging market, SmartLynx suffered defaulteaisting contracts from their biggest customer sTgosed a
threat not only to SmartLynx but to the Group aghale, as the Group had entered into guaranteesloalf of
SmartLynx. Guaranteed lease amounts were lowertl$&m 19.7 million at the end of June 2010. Sbapter
12.4.2.7 Future Strategy (third paragrapiey further information on the parent guarantee.

However the Group’s structure and diversity proisdalue as this excess capacity was quicklyqdckp by
one of the Groups subsidiaries, Loftleidir-Icelandind this poised threat was turned into an oppdytand
aircraft were placed in new projects. Furthermaragn it became apparent that Icelandair ehf. waoaket to
cut its capacity in 2008 and 2009 due to less densarthe market because of the economic downturn,
Loftleidir-Icelandic also managed to place twolt tompany’s Boeing 757s in new projects and thefalty
reflect the Groups commitments to the aircraft.

A notice made public by the Group on 19 April 20&0ealed that restrictions on air traffic resultingm the
volcanic activity in Eyjafjallajokull had a signifant impact on the operation of the Grétiphe Company
expressed its view that the daily cost resultimgrfithe restrictions amounted to approximately ISR tillion,
but the Company has not revised its budget prajestior 2010. Among other things, the Company téhts
account the fact that revenues in the first quanteased by over 16% from the preceding year jmaddition
the Company moved its hub to Glasgow and therebgemded in minimizing the loss of income resulfiogn
the air traffic restrictions.

10.2.1 Core Icelandair Group

The Group undertook major cost-cutting measuréBerfirst half of 2008. The Group made more thad Staff
redundant and these cuts were followed by capaaity and renegotiations with suppliers. Furthermibre top
management of many subsidiaries has been changedh@vcourse of the last two years. Around theestime,
orders for four Airbus 330 cargo aircraft were aleal, which lowered the Group’s commitments by U4GD

million. The cost-cutting measures taken in 20@8are of the main reasons for the Group’s abititgttoulder
the downturn in 2008 and early 2009.

However, the balance sheet of the Group was sepiriod when the owners and the Board of Diredtmgsed
on acquisitions and expansion abroad. The baldreet svas not self-sustaining, in particular duth&ohigh
level of indebtedness, and it was a major problentife Group even before the collapse of the Ichtan
banking system. Although the daily operations ef @roup largely went according to plan in 2009aficial
expenses were a drain on the cash flow of the Giblyad been evident for some time that the balaheet
needed to be restructured.

The collapse of the banking system in Icelandila®008 along with the worldwide recession has aféected
the Group’s operational landscape, especially asedtic demand dropped significantly. Strain on disk
followed due to termination of the Group’s banksegvices coupled with severe outflows of cash tetraa
ever-growing demand for cash collateral by intdomal financial institutions to replace bank gudems. As a
consequence, it become more challenging for theiGto meet its refinancing needs since its liqyithtgely
dried up after the collapse of the Icelandic baglkipstem in 2008.

To meet these changes, the Board of Directorseo@itoup announced its plans to adapt to this new
environment. A step in this process was the fir@reistructuring. Debt was restructured throughxaaghdebt-
to-equity conversions and extension of maturitiesthermore, certain assets were divested anddistemki
and the Resolution Committee of Glitnir Bank acgdithe assets by taking over debt from the Group.

26 Further information: https:/newsclient.omxgrouprgcdsPublic/viewDisclosure.action?disclosureld =By &messageld=477620

Icelandair Group hf. | Registration Documery



The future focus of the restructured Group is andperations of Icelandair ehf., Icelandic Touripng with
theHub and Spokeoncept that is a pivotal part of Icelandair ehbhtsiness modél.

The Company is adapting to this new environment.

The Group has simplified its business model tcetfa new strategy.

In the restructuring process, Icelandair Group acssed by DVB bank.

From now on, Icelandair Group defines itself a®parating company focusing on route network and
tourist services, and should not be looked upaa laglding company.

By placing Travel Service, Bluebird Cargo and Sinark under the ownership of Icelandic creditors,
the size of the Group’s balance sheet will be reduc

The new business structure is based on two busssgssents. As before, the support functions will

work across both business segments and providedupp the subsidiaries and associate companies.

Item 14. Subsidiaries of the core Icelandair Group goingvéod
o=
(ﬂ

f = ICELANDAIR
f ﬁ w
Air tectand
\ceLANDAR Iceland Travel

‘ ! et | T ARYAKUR

Vindabudir ehf. ID No. 680807-2560, a company fulyned by the Resolution Committee of Glitnir Bank)
directly acquire 100% of the share capital of Sinark for ISK 1 (one) as SmartLynx has no valueldodair
Group will continue to guarantee SmartLynx operaideasing obligations.

The Resolution Committee of Glitnir Bank and Islainanki incorporated an SPV, a special purpose leghic
(hereinafter “SPW ehf.”) which will acquire Trav@ervice and Bluebird Cargo from Icelandair Group. A
binding agreement on the divestment and the incatjpm of SPW ehf. was signed on 12 August 2010.
However, the documentation process was not condladd contracts signed until on 21 October 2018e T
contract has reservations and SPW ehf. will nad @dntrol of the divested companies until theserkegions
have been fulfilled. For an overview of the reséores refer taChapter 27.2 Overview of the Financial
Restructuring.

Icelandair Group will continue to own and managdn@est, but it will be controlled by SPW ehf. Howvee,
Icelandair Group has made an agreement with SPWwehith will receive economic benefits from IG &st.
The total proceeds to Icelandair Group from the s&Bluebird Cargo, Travel Service, and the ecdnom
benefits of IG Invest to SPW ehf. amount to ISK Gildon. The ISK 7.6 billion in proceeds contrilast to
reducing the debt of Icelandair Group by ISK 7 lidn. There is no cash contribution involved ir thsset
divestment.

If SPW ehf. receives more than ISK 7.6 billionaiidition to interest amounting to REIBOR + 3%, nfiris
assets when it sells them before September 20 Bv€TService, Bluebird Cargo and the economic benef
from IG Invest), Icelandair Group will receive 50%f6any potential yield that is higher than ISK Biion. On
the other hand, if SPW ehf. receives a lower amthart ISK 4.0 billion before September 2015 from hle
(of Travel Service, Bluebird Cargo and the econdbpeinefits from IG Invest), Icelandair Group musy g&W
ehf. ISK 0.5 billion. The contracts state that F\8 ehf. has not sold its assets before Septemidér, 20e banks
can extend the period until September 2017.

2" seeChapter 10.1.1.General Information About the Group
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Item 15. Businesses divested in the financial restructuring
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The Group’s management emphasises the importarmalaboration between its subsidiaries as highéidhn
the segmentation of the Group into the Route Ndtwamid Tourist Services. The business segmentatiesses
the importance for subsidiaries to focus on a Giwige approach in their daily operations.

Item 16. The business concept of the Group

Route Network Tourism Services

Business
Lz g Hub and Spoke Concept Hotels and Restaurants

Scheduled Airlines Travel Agencies

Cargo 1 Domestic Tourism
Technical Services Financial Services
Ground Services Aircraft Charter, Leasing and Trading

Group
Finance

The Group’s mission is to operate an integratedoit of companies within air travel and relatedvemss,
providing quality services built on over 70 yeagzperience and knowledge from its subsidiariestheumore,
its mission is to create value for customers ahemsgtakeholders by focusing on efficiency andilfliity, as
well as synergies between its companies. Furtlierriration on the financial restructuring and the€o
Icelandair Group can be found@hapter27 FINANCIAL RESTRUCTURING OF ICELANDAIR GIRO

Icelandair Group was adversely affected by theamlzeruption in Eyjafjallajékull in April and Magf 2010.
The eruption and the volcanic ash affected mostpaomes within the Group, in particular the openagiof
Icelandair, Icelandair Cargo and Bluebird Cargaaduition, there was some disruption to the openatbf
Iceland Travel. Icelandair Group estimates thatGheup’s total cost relating to the volcanic adthvamounted
to ISK 1.5 billion. Despite cost relating to thagfit disruptions, EBITDA ratio for the first six mths was 6.1%,
as compared to 4.4% in the first half of 2009.

The present situation offers various opportunifiesall of the companies within Icelandair Groupdahe
history and tradition of its subsidiaries showd trexsatility and flexibility are key componentstbgé Group.
The weak ISK is proving an incentive for tourigisstsit Iceland.

10.2.2 Seasonality and Capacity Utilisation

The airline industry tends to experience seasaaations in demand, where utilisation is high dgrthe
summer months (Q2 and Q3) and low over the wintenths (Q1 and Q4). The operational volatility calisg
these seasonal fluctuations is prone to furthaéodien by events such as 9/11, SARS, the swineditbreak
and volcanic eruptions. S&hapter 1.2 Risks Related to the Airline and Tsmrindustry

The Group has steadily increased its focus omits operations and highlighted the importance o$siselling
between both business segments. This includesingjlunused belly space in scheduled flights fogca
transportation and short- and long-term leasingim@faft in low seasons, to name but a few of thetributing
factors encompassed by the Group’s wide approach.
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An important factor of the business model is thiéitglio readily adjust capacity to ever-changirgntand
patterns. This is achieved by increasing or degrgahe number of available seat kilometres atgxgn time
by transferring aircraft from the route networkéasing operations at short notice.

The goal of revenue seasonality controls is to cedluctuations in the Group’s revenue streamsxpaerding
the high-season into the shoulder seasons, anééblower demand over the winter by leasing excapacity
to gain short-term cost coverage. However, thetdlations highlight the importance of liquidity withthe
Group to meet seasonality.

The number of tourists visiting Iceland has groapidly in recent years, and over the past decagladmber of
visitors to Iceland has grown by more than 88%. Gheup remains one of the most important factors in
attracting tourists to the country and is in a gegition to meet the ever growing numbers of tasingsiting
Iceland annually as is depicted in the following .

[tem 17. Number of tourists to Iceland 1960-2609
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Since the financial turmoil of 2008, the internaaboperations of the Group have been counter-@aldid the
downturn in the Icelandic economy as the numbédo@ign clients of the Group has increased notably.
Icelandair ehf. has continued in 2010 to incresmternational exposure by media campaigns oh sides of
the Atlantic.

10.2.3 Growth Opportunities

Extended route network:

The route network of Icelandair ehf. was extende8dattle in 2009, which has proved to be a
successful addition to the route network. Givendingent state of the airline industry worldwide, i

remains likely that other similar opportunities vatise.

Booking figures and research into new routes corsfithat other additions to the route network may
prove to be a success, and management has plamther capitalise on the demand for flights to the

West Coast of North America.

The first step will be to increase the supply ajtts over the high season, while later stepsindlude

marketing new routes as off-season destinations.

Code sharing:

% gee http:/lwww.ferdamalastofa.is/displayer.asp?dab03
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Over the years, Icelandair ehf. has extended itteroetwork by entering into code sharing agreesment
with other airlines.

In July 2010, the Group signed a code sharing ageeewith Air Alaska.

The next steps will be to negotiate further coderisly agreements, e.g. with extensions to Central

Europe and Asia.
Inter-company synergies:

Following the transformation of Icelandair Groupoin operating company, management efforts will
increasingly be focused on developing synergieséah Group companies and between business

segments.

It is foreseen that considerable economies of sgélieranspire in the Route Network and especiaily
Tourist Services as support functions are ceng@lénd rationalisation of each business gets more

support from Group management going forward.

Other growth opportunities:

Through its existing fleet, Air Iceland has ideistif a void in the market that can be met by indreps

both frequency and by adding new routes to and f&weenland.

It has transpired that the increase in the numbfareign travellers to Iceland over the high seakas
led to a shortage in hotel room availability arotinel country. Management is currently investigating
the possibility of increasing the number of avdialotel rooms by expanding the current facilitesh

in the capital and around Iceland.

10.3 Full Year Results of Operations 2007—-09

10.3.1 Key Income Statement Line Items

10.3.1.1 Operating Income

The Group’s operating income comprises transpodmee, aircraft and aircrew lease revenue and other
operating revenue. Transport revenue consistd of\anue relating to the transportation of paseesgnail
and cargo. Aircraft and aircrew lease revenue stssif all income related to weand dry’ lease contracts.
Other operating revenue consists of items suckwanue from tourism, sales at airports and hatelsymission
income and maintenance service as well as nonsirgutems such as gain on the sale of operatisgtas

Passenger ticket sales are not recognised as euatilitransportation has been provided. Sold demis
(tickets, gift certificates, etc.) not used wittwelve months from the month of sale are recognésecevenue.
Revenue from mail and cargo transportation is resegl in the income statement after transportdtasbeen
provided. Revenue from aircraft and aircrew leasescognised in the income statement when thecgehas
been provided at the end of each charter flighteRae from other services rendered is recogniséukiincome
statement when the service has been provided. dddine sale of operating assets is recognisectimttome
statement after the risks and rewards of owneliséng been transferred to the buyer.

% The leasing of an aircraft including crew, mairmtece and insurance, usually for a very short pesfdiine.
% Leasing of an aircraft without insurance, crevauyid staff, supporting equipment, maintenance, etc.
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Despite operating out of Iceland, the Group’s rexeariginates from all corners of the world. Amaidines,
Icelandair ehf. attracts an unusually high peragmtat its customers from outside its home market.

As part of operating income of continuing busines$ereign origin accounts for 72% in 2009 as waslin 1H
2010. Future growth will chiefly originate outsidélceland, and special emphasis will continuedglaced on
the transatlantic route, originating in both Noftitmerica and Europe.

Item 18. Revenue distribution 1H 2010 and 2008—09 by worlgiores

2008 2009 1H 2010
[N (0T 4 T 0 =T (o - VN 13% 14% 16%
ST 10 1 1Y 4 =Y o - PP 3% 4% 5%
(o3 =Y =T o Vo PP 31% 28% 28%
STz L Lo [T oAV - U PP 12% 13% 14%
UK e 5% 5% 6%
Rest of Europe 28% 28% 22%
N o> PP 1% 1% 0%
= - VS 3% 5% 5%
[ o Y- g1 - VP 4% 2% 4%
LI C= Lt 100% 100% 100%

Item 19. Revenue distribution 1H 2010 and 2008-09 by Icekmtithe rest of the world

2008 2009 1H 2010
(o1 F- Ty o TP 31% 28% 28%
Rest of the world 69% 2% 2%
QLI =Y PP PPNt 100% 100% 100%

10.3.1.2 Operating Expenses

The operating expenses reported by the Group ircdathries and other expenses related to emplgpedsel
cost (net of hedging effects), lease of aircrew aincraft, costs related to aircraft servicing, dlarg and
communications, aircraft maintenance and otheraipgy expenses. Other operating expenses include
administration and office costs, advertising costgsultancy services and insurance fees. Paymeats under
operating leases are recognised in the incomenstatieon a straight-line basis over the term ofi¢hse.

10.3.1.3 Jet Fuel Price Developments

The Group’s jet fuel costs have varied over the Bagars between 17% and 24% of total operatipgeses.
This illustrates that jet fuel cost contributesuastantial amount to the overall cost base. Sif€2 2jet fuel has
traded in a price range from USD 200 per tonne$®W,450 per tonne with most of the volatility oooug in
2008. Prices broke the USD 900 barrier in Febr@@@8, reaching USD 1,450 in July and were backvelo
USD 900 in October of that year. Average jet fugtgs for the year 2009 were USD 568 per tonneoagpared
to the average price of jet fuel of USD 1,008 pemne in 2008 In the first six months of 2010, the average
market price of jet fuel was USD 704 per tonne.

ltem 20. Jet fuel comparison 2007-09 and 1H 2848

Jet Fuel Comparison 2007 2008 2009 1H 2010
Average market price of jet fuel (USD/tONNE)...........coevvveieiiiiiiaiiias 711 1,008 568 704
Tonnes of jet fuel CONSUMEd...........ooiiiiiiiiii e 171,000 147,000 127,000 61,941
Total jet fuel expenditure (MISK).......c.vviiiiiiiiiiie e 9,769 15,703 13,250 6,644
Jet fuel cost as % Of FEVENUE...........iiiiiiiiiiii e 15% 22% 16% 17%
Jet fuel cost per ASK (ISK).....ooieeiieiiiie e 1,715 3,133 2,918 3,029
TUrNOVET (MISK). . e 63,477 72,199 80,321 38,168
ASK e 5,694,618 5,012,045 4,541,298 2,193,073

% See e.g. http://www.bloomberg.com/markets/comniesiiutures/
32 Company data and information derived from www.bib@rg.com
3 ASK is an abbreviation for Available Seat Kilorestr
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Of all the subsidiaries within Icelandair Groupglendair ehf. has by far the biggest risk exposasehe other
companies are in a better position to price inrtsleor transfer it to the counterparty. Icelandsdif. has
traditionally maintained the hedge ratio level bextw 40—-80%. When prices started falling by theafmsugust
2008 with increased momentum, the risk committeemenended to the Board of Directors that hedgegati
should be permitted to cross the policy’s lowerdeetimits. In addition to giving their consent, Beard of
Directors approved the purchase of put optionswet the exposure of the open swap and collaripasit
Since then, the hedge ratio has been kept belopwaley limits due to high opportunity costs. In1f) around
20% of the annual fuel consumption is hedged tective summer season. For further discussionChagter
2.1 Risk ManagemeandChapter 10.7.3.2 Derivative Financial Instruments;luding Hedge Accounting.

10.3.1.4 Financial Income and Expenses

Financial income comprises interest income on fundssted, dividend income, foreign currency gaars)
gains on financial instruments that are either ledrgainst interest bearing assets or liabilitiegancial
instruments not classified as hedges where changearket value over time are recorded in profitass.
Interest income is recognised as it accrues intpyofoss, using the effective interest methodvilend income
is recognised in profit or loss on the date that@noup’s right to receive payment is established.

Finance expenses comprise interest expense onviings) unwinding of the discount on provisions gign
currency losses, impairment losses recognisednamdial assets, and losses on financial instruntkatsre
either hedges against interest bearing assetsitiezbor financial instruments not classifiedlssiges where
changes in market value over time are recordeddfitpr loss. Foreign currency gains and lossesraported
on a net basis.

10.3.1.5 Income Tax

Income tax on the profit or loss for the year coisgs only deferred tax. Income tax expense is r@sed in
profit or loss except to the extent that it relategems recognised directly in equity or othempoehensive
income.

Current tax is expected tax payable on the taxabteme for the period, using tax rates enactedibstaintially
enacted at the reporting date, and any adjustrogaktpayable in respect of previous years.

Deferred tax is recognised in respect of tempodéffgrences between the carrying amounts of assets
liabilities for financial reporting purposes an@ thmounts used for taxation purposes. The followengporary
differences are not provided for: goodwill not detille for tax purposes, the initial recognitionasfsets or
liabilities that affect neither accounting nor thkaprofit, nor differences relating to investmeintsubsidiaries
to the extent that they will probably not revensehe foreseeable future. The amount of deferregttavided is
based on the expected manner of realisation desetht of the carrying amount of assets and liédxlj using
tax rates enacted or substantively enacted aefharting date. A deferred tax asset is recognisedrfused tax
losses and deductible temporary differences textent that it is probable that future taxable psakill be
available against which they can be utilised. Drefittax assets are reviewed at each reportingathatare
reduced to the extent that it is no longer probétide the related tax benefit will be realised.

10.3.1.6 Basis of Presentation of Financial Information in \Wat Follows

For a detailed overview of the consolidated finahtiformation on Icelandair Group for the year§2009 as
well as comparison between 1H 2009 and 1H 2016y tefChapter9 Selected Financial Information.

The selected consolidated income statement dathdorears ended 31 December 2007 and 2009 and the
selected consolidated balance sheet data as oé8aniber 2007 and 2009 have been derived from alitedu
consolidated financial statements prepared in aegwe with International Financial Reporting Staddaas
adopted by the European Union (“IFRS").

The selected consolidated income statement dathdorear ended 31 December 2008 has been deriwed f
our re-presented consolidated financial statenaneisared in accordance with IFRS as it was re-pteddn the
consolidated financial statement for the finangedr 2009.
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At year end 2009, the Group changed its accoumtiingedures regarding leased engines capitalisafitos.
different accounting procedures altered the balaheet and cash flow classification. When the Z@dl@nce
sheet and cash flow were published in the finarstetement, the 2008 figures were re-classifiee. rBisult of
the re-classification was that the total assetsiferyear 2008 were ISK 99,947 million in the 26id@ncial
statement as compared to ISK 98,830 million shawthé 2008 financial statement. The change in adaug
procedures regarding the capitalisation of leasggihes does not affect the classification of thesodidated
income statement.

The balance sheet and cash flow figures for the 3@@8 are derived from the financial statementlieryear
2009 from the 2008 comparative figures. Therefibig,hereby noted that the classification showntli@ year
2008 in the 2009 financial statement is not theesalassification as originally shown in the finalgtatement
for the year 2008.

The selected consolidated income statement, bakdrest and cash flow for the first six months ci@bave
been derived from our reviewed financial statenmeapared in accordance with IFRS. The selected
consolidated income statement for the six montlaee@r80 June 2009 has been derived from the re+gszse
and reviewed consolidated financial statement pezben accordance with IFRS, as it was re-preseintéue
consolidated financial statement for the firstsianths of 2010.

It must be noted that, as part of the financialruesuring plan of Icelandair Group, the Board afdators
proposed redefinition of the business model ofGheup, leading to subsidiaries being split betweenme and
non-core operations. Accordingly, SmartLynx Latdad the remaining shares in Travel Service araekis
non-core, leading to reclassification of these canigs’ financial results as discontinued operations

Amounts for the year 2008 have been re-presenttiteiprofit and loss statement for comparative
reasons. Note 6 in the Group’s Consolidated Firs8tatement for the year 2009 re-presents the
income statement of the non-core businesses in deded.

Amounts for the first six months of 2009 have bespresented in the profit and loss statement for
comparative reasons, including the operations a¥@lrService. Note 6 in the Group’s Consolidated
Financial Statement for the first six months of @@&-presents the income statement of the non-core

businesses in more detail.

Actual Results: Chapters 10.4 and 10.5

Actual results show the results as they were pteddn the audited, consolidated financial statasmen
for the years 2007 and 2009. However, the incortestent for 2008 was re-presented in the 2009
annual accounts and is published that way in thewong chapters.

Income Statement 2008: SmartLynx and the remaisirages (30%) in Travel Service are defined as
non-core, leading to reclassification of these canigs financial results for the year 2009 as
discontinued operations. Amounts for the year 288 been re-presented in the profit and loss
statement for comparative reasons.

Balance Sheet 2009: The Company’s Board of Dirsadecided in December 2009, as a part of its
financial restructuring plan, to consider two af $ubsidiaries, Bluebird Cargo and SmartLynx astass
held for sale. Also included is the 30% remainihgre in Travel Service. Total assets and liabdité
these companies are classified as held for sale.

Bluebird Cargo is classified as an asset helddt® at year-end 2009 and on 30 June 2010 but its
operations are fully included in the 2008 (re-présd), 2009 and 1H 2010 income statements. This is
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due to the fact that although the Group is divgsBtuebird Cargo, the Group will continue to operat
cargo operations from Iceland. The total operaitiegme of Bluebird Cargo for the years 2007, 2008,
2009 and the first six months of 2010 amountesté 2.7 billion, ISK 4.5 billion, ISK 5.1 billion ah
ISK 2.4 billion, respectively.

10.4 Actual Results for Years Ended 31 December 2007 ar&d08

The Company has been working with its commerciakbéslandsbanki hf., on improving its debt matyrit
profile and equity ratio. As part of the restruatgrplan, the Board of Directors has, in additioritte dilution of
Travel Service, proposed redefinition of the businmodel of the company, leading to subsidiariésgogplit
between core and non-core.

Accordingly, the main focus of the Group will be scheduled airline operations and tourism evoharagund
Iceland, and related services. SmartLynx Latvid, tie remaining shares in Travel Service are défagenon-
core, leading to reclassification of these compafirencial results for the year 2009 as discortthaperations.
Travel Service was not part of the Group in 200d @martLynx operations were immaterial so 2007 art®u
have not been re-presented.

Amounts for the year 2008 have been re-presentdwiprofit and loss statement for comparativearasThe
represented income statement reflects the coratipes, and the results of the non-core operatoase-
presented in the income statement under the lired MMofit (Loss) from discontinuing operations”.

Note 6 in the group’s Financial Statement for 2689resents the income statement of the non-caiadsses
in more detail. The net loss of ISK 7.5 billion2608 does not reflect the performance of the cperations as
the impairment of intangible assets totalling ISK Billion dominated the result. The EBITDA for thear,
which amounted to ISK 3.1 billion, gives a bettaication of how the core business performed.

Item 21. Income Statements for the years ended 31 Decer&@rahd 31 December 2008.

(mISK) 2007 2008** Change Change %
TrANSPOIT FEVEINUE........otiiiiiiiiiitii ettt b e er e e et s a e 35,949 41,885 5,936 17%
AIrcraft @and @irCrEW IBASE...........uiiveiiiiiciiie et 15,510 16,951 1,441 9%
Other operating revenue... 12,018 13,363 1,345 11%

OPEIALNG INMCOME ...ttt eieet ettt sttt eet st e st e et e et et e sbe et e asb et et estenn et eabeeneennesnesreans 63,477 72,199 8,722 14%
Salaries and related EXPENSES. ........cui ittt 20,008 20,275 267 1%
ATCTAFE FUEL ..ottt b e 9,769 15,703 5,934 61%
AIrcraft @and @IrCrEW IBASE..........cuiiveiiiiiciiie e et 7,353 8,921 1,568 21%
Aircraft handling, landing and communication.... 4,367 5,060 693 16%
Aircraft MaintENANCE EXPENSES........cuuiitiariiieieeste et aieei ettt eae et se e bt e e e as e sae st e sbe st sseeee b ensenaeas 5,128 5,499 371 7%
Other OPEratiNg EXPENMSES . ... ettt ittt st et st et e steatestees et et e eseeteestessesree st earesie st esbeaneseeessebeanesneas 11,375 13,687 2,312 20%

OPETALING EXPENSES. ..ttt ettt ettt et et eeneereas 58,000 69,145 11,145 19%

EBITDA ..ot 5,477 3,053 -2,424 -44%
Depreciation and amortisation.. -3,141 -10,404 -7,264

= TSRS 2,336 -7,351 -9,687

B T et ettt ettt e Rttt et f et et e e ten et e et et ereneereaeenearea 128 -8,985 -9,113

Net Profit/Loss from continuing OPeratioNS........ccccc. wovuieiiiieniiiieeiieieesi et 257 -8,905 -9,162

Net Profit (Loss) from discontinuing OPEratioNS...........eeieieaiiieeie it sie e 0 1,437 1,437

Net Profit/LOSS fOr the Year / QUAIET ........cccc. o 257 -7,468 -7,725

EBITDAR 11,056 8,821 -2,235 -20%

** Re-presented

The EBITDA for 2008 amounted to ISK 3.1 billion cpared to ISK 5.5 billion in 2007.
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Profits from the sales of aircraft amounted to K&K billion in 2008, as compared to ISK 1.8 billion2007.
Net loss result in 2008 was ISK 7.5 billion compuhte a profit of ISK 0.3 billion in 2007.

For further information on balance sheet items,Geapter 9.1.2 Balance Sheet

10.4.1.1 Operating Income

Operating income for 2008 was ISK 72.2 billion, negenting an increase of 14% from the year befdre.
largest factor of the increase in revenue was aggien of the ISK, which largely increased thensport
revenue of the Group by 17% between 2007 and 2008.

Transport revenue in 2008 was ISK 41.9 billion ammteased by 17% from the year 2007. Aircraft aincrew
lease amounted to ISK 17 billion in 2008 comparetbK 15.5 billion the previous year. Other opergti
revenue in 2008 totalled ISK 13.4 billion, increasil 1% from the year before.

10.4.1.2 Operating Expenses

The Group’s operating expenses include payrollratated expenses, aircraft fuel, aircraft and airclease,
aircraft handling, landing and communication, aftmaintenance expenses and other operating eapens

Operating expenses in 2008 totalled ISK 69.1 lnlkompared to ISK 58 billion in 2007. Salaries asldted
expenses rose by 1% from 2007. Aircraft fuel cosse by ISK 5.9 billion, which corresponds to a 62%
increase. The average price of fuel in 2008 was W®D8 per ton, as compared to USD 711 in Z0Aircraft
handling, landing and communication expenses isetdy ISK 693 million between years and aircraft
maintenance by ISK 371 million..

Aircraft and aircrew lease increased from ISK 7ildom in 2007 to ISK 8.9 billion in 2008, an inase of ISK
1.6 billion, or 21%.

Other operating expenses increased from ISK 11lidrbin 2007 to ISK 13.7 billion in 2008, an in@se of
20%.

10.4.1.3 Depreciation and Amortisation

Impairment of intangible assets amounted to ISKb@l#bn in 2008, all expensed in the fourth quartehe
Group's intangible assets have been allocateddividual subsidiaries. Impairment tests are conglliah
compliance with IFRS. A number of factors were taken into account wb@mducting the tests, including
future operating and investment plans, and requicstl of capital. Se€hapter 10.7.9 Impairmenfipr further
information on the methodology

Capital costs, and in particular risk premiumsréased between 2007 and 2008, as did the reqitechron
equity. Changes in the operating environment of tempanies, SmartLynx and Icelandair Cargo, negitiv
affected the Group since their allocation of goddeiid result in substantial write-downs. Intangitdssets
relating to SmartLynx increased in value by ISK BilBon during the year 2008 through equity agsuit of the
weakening of the ISK. The amount, which previowss entered as equity, was subsequently expensed in
profit and loss account.

In the re-presented income statement, all impaitraed losses related to SmartLynx are expensed tinele
discontinued operations.

A substantial impairment was also entered on adawiuAir Iceland. The primary reason for this whattthe
company’s aircraft fleet is capitalised in foreigmrrency and its book value did increase duringcth@se of the
year as a result of the weakening of the ISK. Tidsease was entered through equity. The book \aflad
assets, both tangible and intangible, must be stggbby future cash flow.

34 See e.g. http://www.bloomberg.com/markets/comniesifutures/
% Acronym for: International Financial Reporting Sdards. See further: www.ifrs.org
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10.4.1.4 Financial Income and Expenses

Net interest expenses increased between 2007 &8ld2@ to rising domestic interest rates, highenlgma and
a bigger balance sheet after the acquisition oédir8ervice. Tighter liquidity arising from a vetiiallenging
international economic environment in the fourtlaqer of 2008 added to this effect. However curyesftects
due to a weaker ISK in addition to gains from datiive positions had positive counter effects cayiire net
total finance cost to decrease somewhat from 20@D08.

10.5 Actual Results for Years Ended 31 December 2008 ar&D09

The Company has been working with its commerciakbéslandsbanki, on improving its debt maturitpfile
and equity ratio. As a part of the restructuringrplthe Board of Directors has, in addition todhetion of
Travel Service, proposed redefinition of the busineodel of the company, leading to subsidiariésgogplit
between core and non-core.

Accordingly the main focus of the Group will be scheduled airline operations and tourism evolviragyiad
Iceland, and related services. SmartLynx Latviathedemaining shares in Travel Service are defasedon-
core, leading to reclassification of these compsieancial results for the year 2009 as discamih
operations.

Amounts for the year 2008 have been re-presentdwiprofit and loss statement for comparativearasThe
re-presented income statement reflects the coratipes while the results of the non-core operatiare re-
presented in the income statement under the lired Mofit (Loss) from discontinuing operations”.

Note 6 in the group’s Financial Statement for 268®resents the income statement of the non-caiadsses
in more detail.

The year 2009 was a challenging year in internatiemiation. However, the operations of Icelanéif. and
Air Iceland were profitable, and both companiesorégd their best annual results in years. In aolajti
Loftleidir-Icelandic, Bluebird Cargo and Icelandaiel reported a net profit in 2009.

The Group’s loss of ISK 10.7 billion is the resoltparent company guarantees for SmartLynx fron72@Qisses
from oil hedges entered into by Travel Service famaincial costs due to excessive leverage of thenta
company dating back to 2006. Net loss from contiguiperations amounted to ISK 4.0 billion in 2089,
compared to a loss of ISK 8.9 billion in 2008.
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ltem 22. Income Statements, years ended 31 December 200Rlabdcember 2009.

(mISK) 2008** 2009 Change Change %
TTANSPOIT FEVEINMUE........otiiiiiiiiitii ettt st b b en e et nbeas 41,885 47,139 5,254 13%
AIrcraft @and @IrCrEW IBASE..........cuiiveiiiiiciiie ettt 16,951 19,425 2,474 15%
Other operating revenue . 13,363 13,757 395 3%

OPEIALNG INMCOME ...ttt etert bttt sttt eet et e st e et e et et e sbe et e esb et et eeneesnes et e eneennesneareans 72,199 80,321 8,122 11%
Salaries and related EXPENSES. ........cui ittt et 20,275 18,652 -1,623 -8%
AFCTAFE FUEL ..ottt b e 15,703 13,250 -2,454 -16%
AIrcraft @and @IrCrEW IBASE..........cuiiieiiiiiciiie ettt 8,921 12,797 3,876 43%
Aircraft handling, landing and COMMUNICALION. ...........ccviviieiiieiii e 5,060 5,881 821 16%
Aircraft MaintENANCE EXPENSES........c.uiiuiatieeeieesteee ettt ettt e e ebe e st e st e sae st e sbesaesaeeeebensenaeas 5,499 6,825 1,325 24%
Other OPEratiNg EXPENMSES . ... ittt ittt st e et st et e ste et st et et esseese et et e ssesree st easesie et esbesnesenesnebeaneaneas 13,687 14,782 1,095 8%

OPETALING EXPENSES. ..ttt ettt ettt ettt ettt e ee e eneeeeeneas 69,145 72,185 3,040 4%

EBITDA .otttk ettt b bbbt E e bR bt bbb 3,053 8,136 5,082
Depreciation and amOItISALION. ...........ciiriiiiriie ettt naeas -10,404 -6,652 3,752 36%

-7,351 1,483 8,834
-8,985 -4,468 4,517 50%
-8,905 -3,983 4,922 -55%

Net Profit (Loss) from discontinuing OPEratioNS..... ... oo eaiiie e s 1,437 -6,681 -8,119 -

Net Profit/LOSS fOr the Year / QUAIET........cccc. oo -7,468 -10,665 -3,197 43%

EBITDAR. .ottt ettt ettt ettt et e st e et et eat e sk e e r e e sen et e entenreenr e et e areeereeas 8,821 16,332 7,511 85%

** Re-presented

Icelandair Group’s foreign investments have cawi#fitulties for the Group. In 2009, ISK 4.2 billlowvere
expensed as a result of operating losses and mviffaeceivables and intangible assets of the iatairline
SmartLynx. In addition, expensed items relatinghe Czech airline Travel Service amounted to apprately
ISK 1.9 billion. Of this figure, losses on fuel lydg amounted to ISK one billion, and ISK 900 noifliresulted
from the sale of a share in the company belowatkbvalue® These expenses are presented as discontinued
operations. Neither company forms part of Icelan@aoup’s core business, therefore the Board oé®ars of
the company has therefore resolved to sell bothpamies.

EBITDA was ISK 8.1 hillion, as compared to ISK &illion in the year before. EBT was negative by 1818
billion, as compared to a negative ISK 9.0 billinrthe year before. Loss after tax in 2009 amoutad&K 10.7
billion, as compared to loss of ISK 7.5 billion2008. EBITDAR amounted to ISK 16.3 billion in 20G&;
compared to ISK 8.8 billion in 2008.

For further information on balance sheet items,Geapter 9.1.2 Balance Sheet

10.5.1 Operating Income

Operating income for 2009 was ISK 80.3 billion aswpared to ISK 72.2 billion in 2008. Transport newe in
2009 was ISK 47.1 billion, as compared to ISK 4dilBon in 2008. The difference in transport reveris
explained by Icelandair ehf., which increasedétgenue by ISK 5.0 billion between 2008 and 2008cait and
aircrew lease amounted to ISK 19.4 billion in 2@@®pared to ISK 17.0 billion in 2008. Other opergti
revenue totalled ISK 13.8 billion in 2009, as conggbto ISK 13.4 billion the previous year.

10.5.2 Operating Expenses

Operating expenses in 2009 totalled ISK 72.2 lnlkompared to ISK 69.1 billion in 2008. Salaried aglated
expenses decreased by 8% or ISK 1.6 billion fro@820

% For the full company announcement see:
https://newsclient.omxgroup.com/cdsPublic/viewDiscire.action?disclosureld=375177&messageld=448824
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Aircraft fuel costs decreased by ISK 2.5 billiorhish corresponds to a 16% decrease. The averaggegitfuel
in 2008 was USD 1,008 per ton, as compared to U&Dirb 2009.

Aircraft and Aircrew lease increased by ISK 3.9iduil in 2009 to ISK 12.8 billion in 2009, an inceeaof 43%.
Aircraft handling, landing and communication expsmcreased by ISK 0.8 billion between years. raiitc
maintenance increased by ISK 1.3 billion betweeary.eOther operating expenses increased from ISK 13
billion in 2008 to ISK 14.8 billion in 2009, an irease of 8%.

For further information on balance sheet and clsh items, se€hapter 9.1.3 Balance Sheet and 9.1.4
Statement of Cash Flows

10.6 Results for 1H Ended 30 June 2009 and 2010

Income Statement 1H 2009: SmartLynx and the remgishares (30%) in Travel Service are defined
as non-core, leading to reclassification of thesamanies’ financial results for first half of thear

2009 as discontinued operations. Amounts for tfe fialf of the year 2009 have been re-presented in
the profit and loss statement for comparative negsso

Bluebird Cargo is classified as an asset helddt® at year-end 2009 and on 30 June 2010. Its
operations are fully included in the 2008 (re-prtsd), 2009 and 1H 2010 income statements. This is
due to the fact that although the Group is divesBiuebird Cargo, the Group will continue to operat
cargo operations from Iceland.

Note 6 in the Group’s Consolidated Financial Staenfor the first six months of 2010 re-presents th

income statement of the non-core businesses in daied.
Operating income in 1H 2010 was ISK 38.2 billiom ancreased by 14% in the first half of 2009.

EBITDA was ISK 2.3 hillion (6.1%) in the first hadff 2010, as compared to ISK 1.5 billion (4.4%) in
the first half of 2009.

Depreciation was ISK 2.6 billion in the first sixomths of 2010 and decreased by ISK 220 million as

compared to the first six months of 2009.

Losses after taxes came to ISK 2.0 billion in &t §ix months of 2010, as compared to a losSHf |
5.0 billion in the first six months of 2009
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Item 23. 1H Income Statements, half years ended 30 June 2202010

(mISK) 1H 2009** 1H 2010
TTANSPOIT TEVENUE. ...ttt ettt et e e e s e st an e e s me e s ame e e ame e s ereeene e e nnneennneennneenaneean 18,763 22,016
AIrCraft and @IFCIEW IBASE......cuuiiuieie ettt ettt sb e st e st e teebeeneeenaeenaenns 9,064 9,719
Other OPEIALING FEVENUE. ... ..cueieeeeeieieseeeeeeeeeeeeeeeeeseeeesseeesseeeesseeesseeensseesseeeassessseessseeenseeessees 5,756 6,433

OPEIALING INCOIMIE....utiiiiiieiieie e eiieics cteetieete et e et e s eeteeteeeeeeeseeaseesteeaseesseeaseesseeseenseenseesenns 33,583 38,168
Salaries and related EXPENSES......c.ii ettt r e b e sbe s sbe s nre b sreeanee e 8,994 9,841
F o] - 0 {1 = PSSR USURRPSRR 5,549 6,644
Aircraft and aircrew lease 5,649 5,941
Aircraft handling, landing and COMMUNICALION............oieiiiriierieieee e e 2,545 2,783
AIFCTaft MAINTENANCE. ... eiitieiti ettt sb e s e st e s e st e ereessbeabestaesseesteeabeesreenneenes 2,855 3,400
Other OPEratiNG EXPENSES. ... eeeuvieeeiieeieeeteeeeeteeeeeeeeeseeesseeesssesesseeeeseeesseeasesessseessseesnseeensseense 6,526 7,232

OPEIALNG EXPENSES. ...cevviiiieitieiietieeais eeitesitesetesteesteesteesteasteeseeaseeaseesseenseesseesseessessseessesnsesees 32,118 35,841

EBITDA .ottt ettt b bt et a et et bbb Rt E et R bbbttt nn e e 1,465 2,327
Depreciation and amOrtiISALON. ........c.eiueiieiieiieie et se e et e e e ree s sreesreenbesreeaneesreens -2,427 -2,647

] 2 O SRS -962 -320

B T e ettt b bt £ttt etk b ettt r e nne e -2,630 -2,043

Net Profit/Loss from continuUiNg OPEratioNS.........  cococcvecuieiiiiesieesieseesieenieesee e siaesniesreeanee e -2,232 -1,646

Net Profit (Loss) from discontinUiNg OPEratioNS........coiuiiiiiiiieiie e sieseesiienieeseeaseeseeasbesreeaneenee -2,747 -400

Net Profit/LOSS fOr the YEar / QUAIET.......cccc. ettt e e e eaneas -4,979 -2,046

EBITDAR. ...ttt ettt ettt et a ettt b bt e st ettt ettt re et eb e e erene 5,779 6,629

** Re-presented

As shown in the table above, EBITDA was ISK 2.3idmil for 1H 2010, as compared to ISK 1.5 billioreothe
same period last year. EBIT was negative by ISK3#llon, as compared to a negative result of 1529
million over the same period last year. Loss afiges for 1H 2010 amounted to ISK 2.0 billion, ampared to
ISK 5.0 billion for same period 2009. EBITDAR amadeah to ISK 6.6 billion for 1H 2010, as compared$&
5.8 billion in the first half of 2009.

10.6.1 Operating Income

Operating income amounted to ISK 38.2 billion in 261L0, as compared to ISK 33.6 hillion for the sqmagod
in 2009, which represents an increase by 14% betwears. Transport revenues increased by ISK 8i8rbi
between the 1H 2009 and 2010, or by 15%. Aircnadt aircrew lease revenue amounted to ISK 9.7 hilliolH
2010, as compared to 9.1 billion in the first signths of 2009. Other revenue increased by 10% amuliated
to ISK 6.4 billion in the first half of 2010.

10.6.2 Operating Expenses

Total operating expenses amounted to ISK 35.8hiilin the first six months of 2010, as compareltbt 32.1
billion in the first half of 2009.

Salaries and related expenses increased by ISKilidh in 1H 2010 as compared to 1H 2009.

Aircraft fuel costs increased by ISK 1.1 billiontime first six months of 2010 as compared to tist §ix months
of 2009. Nevertheless, the average world pricaieff ih the first half of 2010 was USD 455 per tas,
compared to USD 688 per ton in the first six morh8009°” The increase in fuel costs in the first half o1@0

%" See e.g. http://www.bloomberg.com/markets/comniesiiutures/
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as compared to the first six months of 2009 isa&reld by higher frequency of flights through incea
capacity and negative impact of fuel hedges irfitkehalf of 2010.

Aircraft and aircrew lease expenses increased Ky million between the first six months of 204:@d 2009.
Aircraft handling, landing and communication expEgcreased by ISK 238 million between the first s
months of 2010 and 2009. Aircraft maintenance dost®ased by ISK 545 million between the firstisignths
of 2010 and the first six months of 2009.

For further information on balance sheet and clsh items, se€hapters 9.2.3 Balance Sheet 30 June 2010
and9.2.4 First Half Statements of Cash Flows 2009 200 Regarding cash flow of 1H 2006, the following
must be noted:

At year end 2009, the Group changed its accoumtiingedures regarding leased engines capitalisation.
The different accounting procedures altered tharwad sheet and cash flow classification. When the
first half of 2010 cash flow was published in theahcial statement, the first half 2009 cash flow
figures were reclassified. The change in accourginogedures regarding the capitalisation on leased
engines does not affect the classification of tesolidated income statement. The cash flow figures
for the first half of 2009 are derived from thesfihalf 2010 condensed consolidated interim firgnci
information. Therefore, it is hereby noted that ¢hsh flow classification shown for the first haif

2009 in the first half of 2010 financial statemastnot the same classification as originally shamn

the financial statement for the first half of 2009.
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10.7 Critical Accounting Policies and Estimates

The preparation of financial statements in conftymiith IFRS requires management to make judgements
estimates and assumptions that affect the applitati accounting policies and the reported amoohtssets,
liabilities, income and expenses. Actual resulty differ from these estimates. Estimates and ugohey]
assumptions are reviewed on an ongoing basis. iRasifo accounting estimates are recognised ip¢hied in
which the estimate is revised and in any futuréoplsraffected.

Significant areas of estimation uncertainty antaai judgements in applying accounting policieatthave the
most significant effect on the amount recogniseth@econsolidated financial statements are: busines
combinations, measurement of the recoverable arm@imash-generating units, utilisation of tax &sss
accounting for an arrangement containing a leas&jgions and valuation of financial instruments.

While the Group provides information on the apgiima of accounting principles being used in itsaficial
statements, the following paragraphs describeritiead accounting principles and estimates that@nsidered
most important for understanding the Group’s finahcondition, results of operations and cash flows

10.7.1 Basis of Consolidation

10.7.1.1 Subsidiaries

Subsidiaries are entities controlled by the GrdZgmtrol exists when the Group has the power, direct
indirectly, to govern the financial and operatiraigies of an entity so as to obtain benefits fiitgractivities. In
assessing control, potential voting rights thasprely are exercisable or convertible are takemactount. The
financial statements of subsidiaries are includetthé consolidated financial statements from the tteat
control commences until the date that control ceaBlke accounting policies of subsidiaries havenlodanged
when necessary to align them with the policies &etbpy the Group.

10.7.1.2 Investments in Associates

Associates are those entities in which the Growgpsignificant influence, but not control, over fivancial and
operating policies. Significant influence is pregahto exist when the Group holds between 20 anuebent
of the voting power of another entity. Associates@ccounted for using the equity method and atiallyg
recognised at cost. The Group’s investment inclusesiwill identified on acquisition, net of any acculated
impairment losses. The consolidated financial statés include the Group’s share of the total retseghgains
and losses and equity movements of associates equity accounted basis, from the date that sicpifi
influence commences until the date that signifiéafiience ceases. When the Group’s share of lessa=eds
its interest in an associate, the Group’s carrgimgpunt, including any long-term investments, isucedi to nil,
and recognition of further losses is discontinuecket to the extent that the Group has any obtigator made
payments on behalf of the investee.

10.7.1.3 Transactions Eliminated on Consolidation

Intra-group balances and transactions, and anyalisee income and expenses arising from intra-group
transactions, are eliminated in preparing the clifsted financial statements. Unrealised gainsragiffom
transactions with associates are eliminated agtirshvestment to the extent of the Group’s irgene the
entity. Unrealised losses are eliminated in theesauaty as unrealised gains, but only to the extattthere is
no evidence of impairment.
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10.7.2 Foreign Currency

10.7.2.1 Foreign Currency Transactions

Transactions in foreign currencies are translatetti¢ respective functional currencies of the Gimeptities at

exchange rates at the dates of the transactionsefey assets and liabilities denominated in foreigrrencies

at the reporting date are retranslated to the fomak currency at the exchange rate at that date=iin currency
differences arising on retranslation are recognisgaofit or loss.

10.7.2.2 Foreign Operations and Icelandic Subsidiaries wiEoreign Functional Currency

The assets and liabilities of foreign operationd Exelandic subsidiaries with functional currentlger than
Icelandic kronur, including goodwill and fair valadjustments arising on acquisitions, are translaie
Icelandic kronur at exchange rates at the repodatg. The income and expenses of foreign opesaton
converted into Icelandic kronur at exchange ratéseadate of the transactions. Foreign currentfgrdinces
arising on retranslation are recognised in othemgrehensive income. When a foreign operation isadisd of,
in part or in full, the relevant amount in the HgreCurrency Translation Reserve (FCTR) within égig
transferred to profit or loss as part of the profitoss on disposal.

When the settlement of a monetary item receivaible for payable to, a foreign operation is neifilanned
nor likely in the foreseeable future, foreign exopa gains and losses arising from such a mondtaryare
considered to form part of a net investment inraifm operation and are recognised in other congmsikie
income, and are presented within equity in the FCTR

10.7.2.3 Hedge of Net Investment in Foreign Operations

Foreign currency differences arising on the retedion of a financial liability designated as a pedf a net
investment in foreign operations are recogniseattier comprehensive income, to the extent thahéuge is
effective, and are presented within equity in t'R. To the extent that the hedge is ineffectivehs
differences are recognised in profit or loss. Wtienhedged net investment is disposed of, the aatesmount
in the FCTR is transferred to profit or loss ag péthe profit or loss on disposal.

10.7.3 Financial Instruments

10.7.3.1 Non-derivative Financial Instruments

Non-derivative financial instruments comprise ldegm receivables and deposits, trade and otheivedies,
cash and cash equivalents, loans and borrowingstrade and other payables.

Non-derivative financial instruments are recognisgiially at fair value plus, for instruments raitfair value
through profit or loss, any directly attributabfarisaction costs. Subsequent to initial recognitimm-derivative
financial instruments are measured at amortisetlusisg the effective interest method, less anyaiinmpent
losses.

Cash and cash equivalents comprise cash balandeshuleposits.

All other non-derivative financial instruments aneasured at amortised cost using the effectivedstenethod,
less any impairment losses.

10.7.3.2 Derivative Financial Instruments, Including Hedge é&ounting

The Group generally holds derivative financial instents to hedge its foreign currency, fuel pricd mterest
rate risk exposures. However, the Company hasctmsiderable extent, not been in a position tofoits risk
management policy from October 2008, as furthesudised irChapter 2.1 Risk Managememterivatives are
recognised initially at fair value; attributablamsaction costs are recognised in profit or losa@sred.
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Subsequent to initial recognition, derivatives iaesasured at fair value, and changes therein amiatad for as
described below. The Group holds no trading derieat

On initial designation of the hedge, the Compamynfaly documents the relationship between the hegigi
instrument(s) and hedged item(s), including thke m&nagement objectives and strategy in undertakiag
hedge transaction, together with the methods tilbb&used to assess the effectiveness of theihgdg
relationship. The Company makes an assessmentabtite inception of the hedge relationship as aibn an
ongoing basis, whether the hedging instrumentexgpected to be highly effective in offsetting theoges in
the fair value or cash flows of the respective leedigems during the period for which the hedgeeisighated,
and whether the actual results of each hedge dhinve range of 80—125 percent. For a cash flovgheif a
forecast transaction, the transaction should belyigrobable to occur and should present an expasur
variations in cash flows that could ultimately atfeeported net income.

10.7.3.2.1 Cash Flow Hedges

When a derivative is designated as the hedginguim&nt in a hedge of the variability in cash flaatsibutable
to a particular risk associated with a recognissstior liability or a highly probable forecastsaction that
could affect profit or loss, the effective portiohchanges in the fair value of the derivativeeisagnised in
other comprehensive income and presented in thgitgdeserve in equity. The amount recognised leiot
comprehensive income is removed and included ifitmoloss in the same period as the hedged dasisf
affect profit or loss under the same line itemhia statement of comprehensive income as the hattgedAny
ineffective portion of changes in the fair valuettod derivative is recognised immediately in profitoss.

If the hedging instrument no longer meets the gGatr hedge accounting, expires or is sold, teated,
exercised, or the designation is revoked, then éedgounting is discontinued prospectively. The wative
gain or loss previously recognised in other compnsive income and presented in the hedging reseeguity
remains there until the forecast transaction asfpeofit or loss. When the hedged item is a nomfaial asset,
the amount recognised in other comprehensive indermansferred to the carrying amount of the as$en the
asset is recognised. If the forecast transaction i®nger expected to occur, then the balancéhiero
comprehensive income is recognised immediatelydfitpor loss. In other cases the amount recognisedher
comprehensive income is transferred to profit sslim the same period that the hedged item affeofi or
loss.

10.7.3.2.2 Economic Hedges

Hedge accounting is not applied to derivative insients that economically hedge monetary assets and
liabilities denominated in foreign currencies. Cgasin the fair value of such derivatives are recsy in
profit or loss as foreign currency gains and losses

10.7.3.2.3 Other Non-trading Derivatives

When a derivative financial instrument is not hieldtrading, and is not designated in a qualifyiregige
relationship, all changes in its fair value areogrised immediately in profit or loss.

10.7.3.2.4 Compound Financial Instruments

Compound financial instruments issued by the Grmupprise convertible notes that can be convertethaoe
capital at the option of the holder, and the nundfeshares to be issued does not vary with chaingeeir fair
value.

The liability component of a compound financialtimsnent is recognised initially at the fair valufeacsimilar
liability that does not have an equity conversiptian. The equity component is recognised initiatyhe
difference between the fair value of the compoundrifcial instrument as a whole and the fair valuhe
liability component. Any directly attributable treaction costs are allocated to the liability anditgg
components in proportion to their initial carryiaghounts. Subsequent to initial recognition, thkility
component of a compound financial instrument issuead at amortised cost using the effective intarethod.
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The equity component of compound financial instrataés not re-measured subsequent to initial reitiogn

10.7.3.3 Share Capital

10.7.3.3.1 Ordinary Shares

Ordinary shares are classified as equity. Increateuaists directly attributable to the issue of pady shares are
recognised as a deduction from equity, net of aryeffects.

10.7.3.3.2 Repurchase of Share Capital

When share capital recognised as equity is repeechahe amount of the consideration paid, whicludes
directly attributable costs, is recognised as aidéoin from equity. Repurchased shares are cladsifs treasury
shares and are presented as a deduction frometpidl. When treasury shares are sold or reissued
subsequently, the amount received is recognised ascrease in equity, and the resulting surplusedicit on
the transaction is transferred to/from share premiu

10.7.4 Operating Assets

10.7.4.1 Recognition and Measurement
Items of operating assets are measured at cosidessnulated depreciation and accumulated impatriosses.

Cost includes expenditure that is directly attrithilé to the acquisition of the asset. The coselifconstructed
assets includes the cost of materials and dirboulla any other costs directly attributable to bimg the assets
to a working condition for its intended use, anel tlosts of dismantling and removing the items astbring the
site on which they are located. Cost also may delinansfers from other comprehensive income ofggiry or
loss on qualifying cash flow hedges of foreign eaay purchases of operating assets. Purchasecdsefthat is
integral to the functionality of the related equigmhis capitalised as part of that equipment.

When parts of an item of operating assets haverdifit useful lives, they are accounted for as s¢épitems
(major components) of operating assets.

Gains and losses on disposal of an item of operatisets are determined by comparing the procesus f
disposal with the carrying amount of operating tssaad are recognised net within “other operatevgnue” in
the statement of comprehensive income.

10.7.4.2 Aircrafts and Flight Equipment

Aircrafts and flight equipment, e.g. aircraft erggrand aircraft spare parts, are measured at desest
accumulated depreciation and accumulated impairiosses. When aircraft are acquired, the purchdse is
divided between the aircraft itself and enginescrift are depreciated over the estimated usdéubfithe
relevant aircraft until a residual value is metgles are depreciated according to flown cycleseldn engine
is overhauled, the cost of the overhaul is cagitaliand the remainder of the cost of the previeashaul that
has not already been depreciated, if there isiargkpensed in full.

10.7.4.3 Subsequent Costs

The cost of replacing part of an item of operatisgets is recognised in the carrying amount oiténe if it is
probable that the future economic benefits embodittd the item will flow to the Group and the casdtthe
item can be measured reliably. The carrying amofittie replaced part is derecognised. All othetcase
recognised in profit or loss as an expense asriedur

10.7.4.4 Depreciation

Depreciation is calculated over the depreciabletarhavhich is the cost of an asset, or other amsubstituted
for cost, less its residual value.
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Depreciation is recognised in profit or loss oriraight-line basis over the estimated useful liwEsach item of
operating assets since this most closely reflbgt€kpected pattern of consumption of the futuomemic
benefits embodied in the asset. Leased assetgpreaiated over the shorter of the lease termlaid wseful
lives unless it is reasonably certain that the @naill obtain ownership by the end of the leasenteFhe
estimated useful lives for the current and compagateriods are as follows:

Useful Life

Aircraft and flight equipment 4-20 year
Engines Cyclé&s
Buildings 17-50 years
Other property and equipment 3-8 years

Depreciation methods, useful lives and residualesiare reviewed at each financial year end andidj if
appropriate.

10.7.5 Intangible Assets

10.7.5.1 Goodwill and Other Intangible Assets with IndefigtUseful Lives

All business combinations are accounted for byypglthe purchase method. Goodwill represents amsoun
arising on acquisition of subsidiaries. In respgdtusiness acquisitions, goodwill represents ifference
between the cost of the acquisition and the fdirevaf the net identifiable assets acquired.

Goodwill is stated at cost less any accumulatediimpent losses. Goodwill is allocated to cash-gatireg units
and is tested annually for impairment. Negativedyat arising on an acquisition is recognised dihg profit
or loss. Goodwill, trademarks and slots with indieé useful lives are stated at cost less accueulat
impairment losses.

10.7.5.2 Other Intangible Assets

Other intangible assets that have finite usef@diare measured at cost less accumulated amantisatd
accumulated impairment losses. Amortisation is getzed in profit or loss on a straight-line basisrathe
estimated useful lives since this most closelye#f the expected pattern of consumption of theaéutconomic
benefits embodied in the asset. The estimated lusefs for the current and comparative periodsasdollows:

Useful Life
Software 3 years
Customer relations 7-10 years
Favourable aircraft lease contracts 2-3 years
Other intangible assets 6-10 years

Amortisation methods, useful lives and residualigalare reviewed at each financial year-end andstdj if
appropriate.
10.7.5.3 Subsequent Expenditure

Subsequent expenditure is capitalised only whawcieases the future economic benefits embodi¢iein
specific asset to which it relates. All other exgliture is expensed as incurred.

% An aeroplane cycle is one complete takeoff andifamsequence. Depreciation on engines and eng@seves are calculated by count of
cycles. Aeroplane cycle are not affected by flightirs, only take off and landing, therefore engitiksation is better when the cycles have
more flight hours.
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10.7.6 Prepaid Aircraft Acquisitions

Prepaid aircraft acquisitions consist of pre-payts®@m Boeing aircrafts that are still to be deladrBorrowing
cost related to these pre-payments is capitaliasddon the interest rate on the directly relatexhting.

10.7.7 Leased Assets

All leases are operating leases and the leasetsassenot recognised in the Group’s statemennahtial
position.

10.7.8 Inventories

Goods for resale and supplies are measured abwer bf cost and net realisable value. The cosivantories
is based on first-in first-out principle and incksdexpenditure incurred in acquiring the inven®iiebringing
them to their existing location and condition. IKedlisable value is the estimated selling pricénéordinary
course of business, less the estimated costs gfletion and selling expenses. Aircraft equipmertigitalised
at the foreign exchange rate ruling at the datecqtiisition.

10.7.9 Impairment

10.7.9.1 Financial Assets

A financial asset not carried at fair value throygbfit or loss is assessed at each reportingtdadetermine
whether there is objective evidence that it is iimgzh A financial asset is impaired if objectiveidance
indicates that a loss event has occurred aftenttial recognition of the asset, and that the legsnt had a
negative effect on the estimated future cash floinhat asset that can be estimated reliably.

An impairment loss in respect of a financial assetisured at amortised cost is calculated as tferefitce
between its carrying amount and the present vditizecestimated future cash flows discounted abset’'s
original effective interest rate. Losses are re¢gaghin profit or loss and reflected in an allowamccount
against receivables. Interest on the impaired assginues to be recognised through the unwindfrpe
discount. When a subsequent event causes the awfaomairment loss to decrease, it is reverseouttin
profit or loss.

If, in a subsequent period, the fair value of apaired available-for-sale debt security increasekthe increase
can be related objectively to an event occurringrahe impairment loss was recognised in profioss, then
the impairment loss is reversed, with the amounthefreversal recognised in profit or loss.

10.7.9.2 Non-Financial Assets

The carrying amounts of the Group’s non-financ&sdeds other than inventories and deferred taxsaaset
reviewed at each reporting date to determine wingtigge is any indication of impairment. If any Buc
indication exists then the asset’s recoverable amisiestimated. For goodwill and intangible asteds have
indefinite lives or that are not yet available e, recoverable amount is estimated at each negalate.

The recoverable amount of an asset or cash-gemgnatit is the greater of its value in use andaitsvalue less
costs to sell. In assessing value in use, the atuhfuture cash flows are discounted to theirgiregalue using
a post-tax discount rate that reflects current iaakssessments of the time value of money andske specific
to the asset.

An impairment loss is recognised if the carryingoammt of an asset or its cash-generating unit excied
estimated recoverable amount. Impairment losseseamgnised in profit or loss. Impairment lossengmised
in respect of cash-generating units are allocatetltd reduce the carrying amount of any goodalithcated to
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the units and then to reduce the carrying amoutti@bther assets in the unit (group of units) pnaarata
basis.

An impairment loss in respect of goodwill is noteesed. In respect of other assets, impairmene$oss
recognised in prior periods are assessed at epoltirgg date for any indications that the loss dexsreased or
no longer exists. An impairment loss is reversdtiefe has been a change in the estimates usedeionihe the
recoverable amount. An impairment loss is revemsdy to the extent that the asset’s carrying amadoes not
exceed the carrying amount that would have beermated, net of depreciation or amortisation, if no
impairment loss had been recognised.

10.7.10Non-Current Assets Held For Sale

Non-current assets, or disposal groups comprisisgta and liabilities, that are expected to bevereal
primarily through sale rather than through contiiguiise, are classified as held for sale. Immedidteiore
classification as held for sale, the assets, ompoorants of a disposal group, are re-measured oradaace with
the Group’s accounting policies. Thereafter gefethk assets, or disposal group, are measurdek dbwer of
their carrying amount and fair value less costelh &ny impairment loss on a disposal group fissallocated to
goodwill, and then to remaining assets and lidbdlibn pro rata basis, except that no loss is atiatto
inventories, financial assets and deferred taxtssadich continue to be measured in accordande tvé
Group’s accounting policies. Impairment lossesritiail classification as held for sale and subsetgains or
losses on re-measurement are recognised in prdéiss. Gains are not recognised in excess of amutative
impairment loss.

10.7.11Employee Benefits

10.7.11.1 Defined Contribution Plans

Obligations for contributions to pension plans @eognised as an expense in the statement of censive
income when they are due.

10.7.11.2 Share-Based Payment Transactions

The grant date fair value of share-based paymeatdsno employees is recognised as an employeasxpe
with a corresponding increase in equity, over theqal in which the employees become unconditionatititied
to the awards. The amount recognised as an expeadgisted to reflect the actual number of awéwdsvhich
the related service and non-market vesting contditare met.

The fair value of employee share-based paymentdsiammeasured using a binomial lattice model.
Measurement inputs include share price on measumetiage, exercise price of the instrument, expected
volatility based on weighted average historic ititgtadjusted for changes expected due to pubksigilable
information, weighted average expected life ofitteruments based on historical experience andrgkaption
holder behaviour, expected dividends, and thefris&-interest rate based on government bonds. cgeavid
non-market performance conditions attached torthesactions are not taken into account in detengifair
value.

Share-based payment arrangements in which the Gemgpres services as consideration for its owritgqu
instruments are accounted for as equity-settlecesbased payment transactions, regardless of hewdhity
instruments are obtained by the Group.

10.7.12Provision

A provision is recognised in the statement of fiziahposition when the Group has a present legal or
constructive obligation as a result of a past evamd it is probable that an outflow of economiadfés will be
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required to settle the obligation. Provisions agtedmined by discounting the expected future clasirsfat a
pre-tax rate that reflects current market assessnaéithe time value of money and the risks spetifithe
liability.

10.7.12.1 Onerous Contracts

A provision for onerous contracts is recognised mtie expected benefits to be derived by the Gfap a
contract are lower than the unavoidable cost oftimgéts obligations under the contract. The primniss
measured at the present value of the lower oftpeated cost of terminating the contract and thpeeted net
cost of continuing with the contract. Before a ps@mn is established, the Group recognises any immgat loss
on the assets associated with that contract.

10.7.12.2 Overhaul Commitments Relating To Aircrafts under ©mting Lease

With respect to the Group’s operating lease agre&nehere the Group has a commitment to mainkegn t
aircraft, provision is made during the lease teomtlfie obligation based on estimated future coshajbr
airframe and certain engine maintenance checksakjng appropriate charges to the statement of
comprehensive income calculated by reference tatingber of hours or cycles operated during the.year

Provisions are entered into the statement of fiilduposition among non-current and current payables

10.7.13Deferred Income

Sold unused tickets, fair value of unutilised fregquflyer points and other prepayments are predeagaleferred
income in the statement of financial position.

10.7.13.1 Frequent Flyer Program

Frequent flyer points earned or sold are accouiateds a liability on a fair value basis of thewsees that can
be purchased for the points. The points are resegras revenue when they are utilised or whenekpiye.

10.7.14 Operating Income

10.7.14.1 Transport Revenue

Passenger ticket sales are not recognised as eevatilitransportation has been provided. Soldrmaéible
documents not used within twelve months from thetm@f sale are recognised as revenue. Sold ndt nsa-
refundable documents are recognized as revenuentwths after expected transport. Revenue from amail
cargo transportation is recognised after transportdnas been provided.

For customer loyalty programmes, the fair valuéhefconsideration received or receivable in respkttte
initial sale is allocated between the award cre@iiesjuent flyer points) and the other componefthe sale.
Awards can also be generated through transportagionices supplied by the Group. Through transgorta
services the amount allocated to the points isne¢éid by reference to the fair value of the sesvioe which
they could be redeemed, since the fair value optiets themselves is not directly observable. fhHiirevalue of
the services is estimated taking into account dpeeted redemption rate and the timing of such etepe
redemptions. Such amount is deferred and revermeedgnised only when the points are redeemedtand t
Group has fulfilled its obligations to supply thengces. The amount of revenue recognised in those
circumstances is based on the number of pointdhthat been redeemed in exchange for servicesyeetatthe
total number of points that is expected to be redzk

10.7.14.2 Aircraft and Aircrew Lease

Revenue from aircraft and aircrew lease is recaghis profit or loss when the service has beenigealvat the
end of each charter flight.
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10.7.14.3 Other Operating Revenue

Revenues include revenues from tourism, sales@rés and hotels, sold maintenance revenues édaa ot
revenues. Revenue is recognised in profit or Idssnahe service has been provided or sale compbgted
delivery of product.

Gain on sale of operating assets is recognisedbiit pr loss after the risks and rewards of owhgrdave been
transferred to the buyer.

10.7.15Lease Payments

10.7.15.1 Operating lease payments

Payments made under operating leases are recognipeafit or loss on a straight-line basis oves tarm of the
lease. Lease incentives received are recognised extegral part of the total lease expense, dwetdrm of the
lease.

10.7.16lncome Tax

Income tax on the profit or loss for the year coisgs only deferred tax. Income tax expense is r@sed in
profit or loss except to the extent that it relategems recognised directly in equity or othemgpoehensive
income.

Current tax is expected tax payable on the taxabteme for the period, using tax rates enactedibstaintially
enacted at the reporting date, and any adjustrogaktpayable in respect of previous years.

Deferred tax is recognised in respect of tempodéfgrences between the carrying amounts of assets
liabilities for financial reporting purposes an@ thmounts used for taxation purposes. The followengporary
differences are not provided for: goodwill not detille for tax purposes, the initial recognitionasfsets or
liabilities that affect neither accounting nor takaprofit, nor differences relating to investmeintsubsidiaries
to the extent that they will probably not revensé¢hie foreseeable future. The amount of deferregtavided is
based on the expected manner of realisation desetht of the carrying amount of assets and ligdslj using
tax rates enacted or substantively enacted atparting date.

A deferred tax asset is recognised for unusedassel and deductible temporary differences, textent that it
is probable that future taxable profits will be idafale against which they can be utilised. Defettiaedassets are
reviewed at each reporting date and are reductitbtextent that it is no longer probable that #lated tax
benefit will be realised.

10.7.17Discontinued Operations

A discontinued operation is a component of the @i®business that represents a separate majoofline
business or geographical area of operations tisab&an disposed of or is held for sale, or is aididry
acquired exclusively with a view to resale. Clasaiion as a discontinued operation occurs upgoogial or
when the operation meets the criteria to be class#s held for sale, if earlier. When an operaisoriassified
as a discontinued operation, the comparative stienf comprehensive income is re-presented agif t
operation had been discontinued from the statt@tbmparative period.

10.7.18Earnings per Share

The Group presents basic and diluted Earnings PareSEPS) data for its ordinary shares. Basic EPS
calculated by dividing the profit attributable todmary shareholders of the Company by the weightetage
number of ordinary shares outstanding during ttae,yadjusted for own shares held. Diluted EPS tsrdeéned
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by adjusting the profit or loss attributable toioaty shareholders and the weighted average nuaflmedinary
shares outstanding, adjusted for own shares haldhé effects of all dilutive potential ordinaryases.

10.7.19New Standards and Interpretations Not Yet Adopted

A number of new standards, amendments to standadisterpretations are not yet effective. Nontheke
standards will have a material effect on the cadatgd financial statements of the Group.

10.7.20Segment Reporting

An operating segment is a component of the Groapdhgages in business activities from which it mann
revenues and incur expenses, including revenues)gehses that relate to transactions with anfiefG@roup’s
other components. An operating segment’s operagiaglts are reviewed regularly by the CEO to make
decisions about resources to be allocated to thmesat and assess its performance, and for whichetés
financial information is available. The major reuerearning assets of the Group are the aircrat, fthe
majority of which are registered in Iceland. Sitize Group’s aircraft fleet is employed flexibly ass its route
network, there is no suitable basis of allocatinghsassets and related liabilities to geograplsieghments.

Inter-segment pricing is determined on an arm’gtleasis.

Segment results, assets and liabilities includestdirectly attributable to a segment as well asétthat can be
allocated on a reasonable basis. Unallocated itemprise mainly investments and related revenamdand
borrowings and related expenses, corporate assgisemd office expenses, and income tax assetaildies.

Segment capital expenditure is the total cost mclduring the period to acquire property, plart aquipment,
and intangible assets other than goodwill.

10.8 Determination of fair values

A number of the Group’s accounting policies analdisures require the determination of fair valee,tfoth
financial and non-financial assets and liabilitieair values have been determined for measuremelfbia
disclosure purposes based on the following methétien applicable, further information about the
assumptions made in determining fair values islaésd in the notes specific to that asset or ligbil

10.8.1 Operating Assets

The fair value of operating assets recognisedrasidt of a business combination is based on maeiats.
The market value of aircrafts and properties isabtémated amount for which they could be exchargethe
date of valuation between a willing buyer and dimgl seller in an arm’s length transaction aftesper
marketing wherein the parties had each acted krgelbly and willingly. The fair value of items of
equipment, fixtures and fittings is based on theketsapproach and cost approaches using quoteckinaiikes
for similar items when available and replacemest echen appropriate.

10.8.2 Intangible Assets

The fair value of intangible assets acquired insitiess combination is based on the discountenhastd
royalty payments that have been avoided as a rekthie trademark being owned. The fair value beot
intangible assets is based on the discounted t@msh &xpected to be derived from the use and eaéntle of
the assets.
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10.8.3 Inventories

The fair value of inventories acquired in a businesmbination is determined based on its estimsaéihg
price in the ordinary course of business less #tienated costs of completion and sale, and a redaseprofit
margin based on the effort required to completesatidhe inventory.

10.8.4 Receivables

The fair value of receivables is estimated as teegnt value of future cash flows, discounted attlarket rate
of interest at the reporting date. The fair vakidétermined for disclosure purposes.

10.8.5 Derivatives

The fair value of forward exchange contracts iseldasn their listed market price, if available. listed market
price is not available, then fair value is estindatg discounting the difference between the cotteddorward
price and the current forward price for the residnaturity of the contract using a risk-free intgreate based on
government bonds.

The fair value of interest rate swaps is basedrokdr quotes. Those quotes are tested for reasamedyd by
discounting estimated future cash flows based erigims and maturity of each contract and usingetar
interest rates for a similar instrument at the meament date.

Fair values reflect the credit risk of the instrunnand include adjustments to take account of tedicrisk of
the Group entity and counterparty when appropriate.

10.8.6 Non-Derivative Financial Liabilities

Fair value, which is determined for disclosure jmsgs, is calculated based on the present valugwef
principal and interest cash flows, discounted atrttarket rate of interest at the reporting dateespect of the
liability component of convertible notes, the maniae of interest is determined by reference rialar
liabilities that do not have a conversion option.

10.8.7 Deferred Income

The amount allocated to the frequent flyers pamsstimated by reference to the fair value ofdiseounted
services for which they could be redeemed, sineddin value of the points themselves is not diyect
observable. The fair value of the discounted sessfor which the points, granted through a custdmgity
programme, can be redeemed takes into accounkfieeted redemption rate and the timing of such etege
redemptions. Such amount is recognised as defarcede.
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11 INFORMATION ABOUT THE COMPANY

11.1 Name, Incorporation and Registration

The legal and commercial name of the company iahckir Group. The Company is registered at thas®ey
of Enterprises in Iceland, under the registratiomher 631205-1780. Icelandair Group’s domicile and
headquarters are at Reykjavik Airport, 101 ReyHljaldeland, and the telephone number is +354 58080

Icelandair Group hf. is a public limited compangonporated in Iceland which operates pursuanteo th
Icelandic Act No. 2/1995 on Public Limited Compani&he date of incorporation was 20 December 2005.

11.2 History

The predecessor of Icelandair Group traces itsnmothe year 1937 when Flugfélag Akureyrar wasdtaa in
Akureyri on the north coast of Iceland. In 194% tdompany moved its headquarters to the capitgkjRek,
and changed its name to Flugfélag islands, whiteh Essumed the international trade name Icelandair

Another important milestone was passed in 1944 nwheee young Icelandic pilots, returning from fflig
training in Canada, founded Loftleidir, which latezcame known as Icelandic Airlines. Initially, bot
companies concentrated on Icelandic domestic aiicgs. However, in 1945 Flugfélag islands madéiriss
international flight to Scotland and Denmark. Leiir began international operations in 1947, asd i
pioneering low-fare services across the North-Aitacommenced in 1953.

In 1973, it was agreed to merge both Flugfélagidaand Loftleidir under a new holding company giidir.
In October 1979, Flugleidir assumed all the opatptesponsibilities of its two parent companiesl decided
to use Icelandair as its international trade naméy, retaining the Flugleidir name in the Iceland@mestic
market.

On the company’s 50th anniversary in 1987, a bleakigh agreement was signed with the Boeing Compmany
renew the fleet of Icelandair that served inteoral flights with a new route network. A new getiiena of
Boeing jets, Boeing 757-200 and 737-400, replabedtder fleet gradually from 1989 to 1993, andhthe
single type fleet of Boeing 757 was establisheth@years preceding 2003.

In January 2003, Flugleidir became a holding corgpaith 11 subsidiaries in the travel and tourigttistry in
Iceland, Icelandair (the airline currently knownleslandair ehf.) being the largest subsidiaryaAlugleidir’'s
annual general meeting in 2005, the company’s naagechanged to FL Group and in October 2005,
fundamental changes took place by which investraetitities became FL Group’s main focus. FL Group’s
acquisitions and corporations were divided intougisy Icelandair Group ehf. being one of them cosimgi of
Icelandair (currently known as Icelandair ehf.glémdair Technical Services, Icelandair Ground i8esvand
Icelandair Cargo.

Icelandair Group was founded on 20 December 208&enthe name Icelandair Group ehf., and was wholly
owned by FL-Group. In February 2006, the Board wé&ors of FL-Group announced its intention to lis
Icelandair Group ehf. on the Iceland Stock Exchagerently known as NASDAQ OMX Iceland), but
postponed it because of unfavourable market camditiAt that time, Air Iceland, Iceland Travel dodlandair
Hotels were transferred to Icelandair Group ehfvere Bluebird Cargo, Icelandair Shared Servicér{igkur-
fjarmalathjonusta ehf.), Icelease, IG Invest aretép®

%9 ICECAP insurance PCC Limited is owned by Icelan@bup and was formed in 2001 to facilitate thedemvriting some of the Group’s
insurance. The insurance includes Hull Deductirdeious insurance for flight crew and managemeanpleyer’s liability and travel agency
bonds. The ICECAP insurance is managed by Heritegegance Management Ltd. in Guernsey
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At a shareholders’ meeting held on 15 November 26@5Company was altered from being a privatetéichi
company (ehf.) to a public limited company (hf.Jaiccordance with Article 107 of the Private Limited
Companies Act No. 138/1994. After that transitithre company obtained its current name, Icelandeu hf.

In October 2006, Icelandair Group Holding fifa, company led by three core investors, acquireldhdair
Group hf. from FL-Group with the support and adwféslitnir Bank. Icelandair Group Holding purchdsall
the shares in Icelandair Group hf. that month. lahgest owners expressed their will to involve Hertinvestors
and list the company on the Iceland Stock Exchdageently known as NASDAQ OMX Iceland). Icelandair
Group Holding was subsequently listed under theenbm®landair Group Holding hf., ID No. 591006-21586d
trading in the company began in December 2006.

The only assets of Icelandair Group Holding hf.evenares in Icelandair Group hf. The two companies
merged in accordance with an agreement made bagratsbiders’ meeting of the companies on 28 and 29
December 2006. The shareholders of Icelandair Gkalding hf. received shares in Icelandair Groupiththe
nominal value of ISK 1,000,000,000 as paymentlieirtshares in Icelandair Group Holding hf.

Following the merger of the two companies, it wasided to use the name Icelandair Group hf. wighaledic
ID No. 631205-1780. As a result of the merger,dondhir Group Holding hf. was delisted in early 2@eér
approval from the shareholders, and Icelandair @tduwas listed on 12 February that year. The Camgpin
its current form, was subsequently listed on theSRAQ OMX Iceland, and trading in the Company’s sisar
began in February 2007.

On 3 June 2007, Icelandair Group celebrated 7Gsya&fasuccessful operations in scheduled flightisess
making the name Icelandair one of the longest sgrairline names in the world.

During the second half of 2007, Icelandair Groupasded to the Czech Republic by acquiring a mgjorit
shareholding in Travel Service a.s. Later that y#er Group acquired the remainder of Latvian raarli
SmartLynx after having originally acquired a majpstake in SmartLynx in 2006.

After the turmoil in late 2008, significant changeaterialised in the shareholder structure of theu@ in 2009.
Islandsbanki acquired 42% of the shares in Icela@@up through an enforcement of a pledge ofeshheld
by shareholders in the Group. Islandsbanki wastgtdaan exemption from having to make a mandattiey o
for the remaining share capital by the Financigieuisory Authority. It was announced that the Greowould
continue to be listed on NASDAQ OMX Iceland andtitiee bank’s stake would be sold in an open and
transparent sales procedure as soon as po$sible.

The Board of Directors of the Group has decidesinglify the business model of the Group to reflectew
strategy. The future focus of the restructured @mwill be on the operations of Icelandair ehf. dcelandic
Tourism along with thélub and Spokeoncept that has been a pivotal part of Icelatslairline (currently
known as Icelandair ehf.) business model for tweades. For further information on the restructuohthe
Group, se€hapter 27 FINANCIAL RESTRUCTURING OF ICELANDAIRCER.

Icelandair Group is well positioned to fortify p®sition as the largest travel service companygétaind.
Through its subsidiaries, the Group will continaeatm to develop its position in international @avel,
domestic air travel, the domestic hotel market earibus areas of air travel and general touristises at home
and abroad.

4% Jcelandair Group Holding was established on 150t 2006.

“1 For further information about the share capitacefandair Group, se@hapter23.1 About the Share Capital

“2 For further information about the FME’s decisisagChapter 21.5 Known arrangements which may change@wmf the issuerAll the
FME’s decisions are available on the FME's websitew.fme.is. A direct link to the decision in guiest is
http://fme.is/lisalib/getfile.aspx?itemid=7358.
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11.3 Key Milestones
1937 One of the predecessors of the Group, Flugfélagéyar, was founded in Akureyri.
1943 Name changed to Flugfélag islands (Air Iceland) headquarters moved to Reykjavik.
1944  Loftleidir (later also known as Icelandic Airlinesas founded.
1945  Flugfélag islands made its first internationaglfii; Loftleidir follows in 1947.
1953 Loftleidir pioneers low-fare services across thatN Atlantic.
1973 Loftleidir and Flugfélag islands merged to forfadteidir (Icelandair).
1979 Flugleidir assumed operating responsibilitiestetivo parent companies; Icelandair became
its international name.
1992 Flugleidir was listed on the Icelandic stock exudpa (currently known as the Main Market of
NASDAQ OMX Iceland hf.).
1993 Total renewal of the older aircraft fleet whichgba in 1989 was finalised.
1997 Flugfélag Nordurlands and Flugleidir's domestighit operations merged to form Air Iceland
(Flugfélag islands), a wholly-owned subsidiary aidteidir.
1998 Icelandair Hotels (Flugleidahotel) was foundee; tiotels that had been part of Flugleidir
became a distinct subsidiary.
2000 Icelandair Cargo (Flugleidir Frakt) was founddtk targo business of Flugleidir became a
distinct subsidiary.
2001 Icelandair Ground Services (IGHlGgthjonustan Keflavikurflugve)lwas founded; IGS
became a distinct subsidiary.
2002 Loftleidir-Icelandic was founded; the wet lease @harter arm of Icelandair became a distinct
subsidiary.
2003 Flugleidir became a holding company with 11 sulasids in the travel and tourist industry in
Iceland; Flugleidir's operations were divided im¢elandair ehf., Icelandair Technical Services and
Icelandair Shared Services. Icelandair ehf. wasattgest subsidiary.
2004 Flugleidir acquired an 8.4% holding in easyJet(plarent ownership is 0%).
2005 Flugleidir became FL Group. The holding compangamced its emphasis on investment.
This was followed by increased investment actisig@d the acquisitions of Bluebird Cargo and
Sterling Airlines A/S.
2005 Fundamental changes took place in October wharsl@gtments became the focus of FL
Group and its airline and tourist service operatiorere divided between two subsidiaries: Icelandair
Group and FL Travel Group.
2006 In February, the current structure of Icelandaio® was formed. On 15 October that year,
Icelandair Group Holding hf. was established andhensame day acquired Icelandair Group hf.
Icelandair Group Holding was listed on Main MarkéNASDAQ OMX Iceland on 14 December. On
28 December the merger of Icelandair Group Holdingd Icelandair Group was approved by the
shareholders of Icelandair Group and the followdag by the shareholders of Icelandair Group

holding. The Merger was effective as of 1 Noven@p6.
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2006 In June, the Latvian charter airline Latcharteswaquired.

2006 Airline Services Estonia (ASE), Estonian accouaydiirm acquired.

2007 Icelandair Group Holding hf. was delisted on 91y and Icelandair Group hf. listed on the
Main Market of NASDAQ OMX Iceland on 12 February.

2007 A 50% share of Travel Service, the largest priyadevned airline in the Czech Republic was
acquired. Travel Service became an associate meshtiee Group as of November and became a
subsidiary and was included in the consolidategrimt financial statements as of April 2008.

2007 Icelandair Hotels announced a Franchise AgreemithtHilton Hotels Corporation for the

252 room 4-star Nordica Hotel in Reykjavik.

2008 Icelandair Group hf. increased its share in Tr&azlvice by 30% to hold a total of 80% of the
share capital in Travel Service. Later that yeeeldndair Group divested a 14% share in Traveli&erv
and held a 66% share at year-end 2008.

2008 Iceland Travel launched the VITA brand to sellidewariety of leisure tours to Icelanders
travelling abroad.

2008 A new name and appearance were unveiled in Septentien Latcharter became SmartLynx.
2009 islandsbanki acquired 42% of the shares in lcarGroup hf.

2009 A share capital increase in Travel Service dildtedandair Group’s share in Travel Service to
50.1% from the previous 66%. The Company sold &%Ghare in Travel Service in November and
holds a 30.0% share in Travel Service.

2009 A shareholders’ meeting gave the Board of Direcémuthorisation to increase the share capital
of the Company by up to ISK 4 billion by means atbscriptions to new shares.

2010 At the end of March 2010, Icelandair Group hf. #sdargest lenders, islandsbanki and the
Resolution Committee of Glitnir Bank, announced thay had reached an agreement on the best way
to finalise the financial restructuring of Icelaird@aroup.

2010 On 14 April 2010, a volcanic eruption commencethimglacier Eyjafjallajokull in Iceland.

The volcanic ash from the eruption had a severadanpn flight schedules around the world.

2010 On 14 June, the Enterprise Investment Fund (Eiéetahdic: Framtakssjédur Islands), an
investment company owned by 16 Icelandic pensiodg$uentered into a binding agreement with
Icelandair Group on an ISK 3 billion investmentiie Group. The agreement was concluded with
normal reservations regarding the results of dligettice, which the Fund performed. The EIF has
subscribed to New Shares in the nominal amourskf1.2 billion at the price of ISK 2.5, for a totl
ISK 3 billion.

2010 On 15 June, The Pension Fund of Commerce (PCElandic: Lifeyrissjodur
Verslunarmanna) entered into a binding agreemetht kselandair Group hf. on investing ISK 1 billion
in the Group in return for a 10.1% share in thenpany. The PCF has subscribed to New Shares in the

nominal amount of ISK 400 million at a price of 1S5, for a total of ISK 1 billion.

2010 On 21 October the Company announces that the fimlamstructuring is completed and the

documentation process finalised.
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12 BUSINESS OVERVIEW

12.1 Icelandair Group

12.1.1 Purpose and Mission

Icelandair Group has been listed on the NASDAQ ON{and hf. since February 2007. The Group is mgvin
from being a holding company and has redefinedf ilsean operating company with subsidiaries fodusethe
international airline and tourism sectors. This ksa major strategic shift for the Group going fard:

The Group has two main business areas:

+ Route Network: This business segment is focused on the well-ksit&ldl international and domestic
route networks based on thieib and Spokeoncept that the Group and its predecessors hawaaped
for the last decades.

+ Tourism Services:With focus on support to the route network as aslbffering value-added service

to tourists in Iceland and Icelanders travellingoaiol.

The roots of the Group lie in the business idetuifing the geographical location of Iceland betwE@rope
and North America into a business opportunity. ieart of the Group lies with the Icelandair ehfiteo
network, which creates revenues from various seusoeh as the home market, the tourism markeetarid
and the large international transatlantic market.

Leasing and charter services provide a strategension to this network, bringing global operatiom@ch and
specialised knowledge to manage capacity withirGheup and for third party customers.

The Group is adapting to this new environment.

The future focus of the restructured Group willdvethe operations of Icelandair ehf., Icelandiaigra and the
Hub and Spokeoncept that is a pivotal part of Icelandair ehbhusiness model.

Item 24. The core Icelandair Group going forward

] ICELANDAIR 22
FLUGFELAG ISLANDS \ CARGO #
7 Toctand

IH T rA
g rceianodinnorecs | Wi FJARVAKUR

Iceland Travel

LOFTLEIDIR ICELANDIC I\

Vindabudir ehf. ID No. 680807-2560, a company fullyned by the Resolution Committee of Glitnir Bank)
directly acquire 100% of the share capital of Simark for ISK 1 (one) as SmartLynx has no valueldodair
Group will continue to guarantee SmartLynx opersideasing obligations.

The Resolution Committee of Glitnir Bank and islabanki incorporated an SPV, a special purpose kehic
(hereinafter “SPW ehf.”) which will acquire Trav@ervice and Bluebird Cargo from Icelandair Group. A
binding agreement on the divestment and the incatjpm of SPW ehf. was signed on 12 August 2010.
However, the documentation process was not condladd contracts signed until on 21 October 201i0e T
contract has reservations and SPW ehf. will na¢ datrol of the divested companies until theserredions
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have been fulfilled. For an overview of the reséiores refer tacChapter 27.2 Overview of the Financial
Restructuring.

Icelandair Group will continue to own and managdn@est, but it will be controlled by SPW ehf. Howvee,
Icelandair Group has made an agreement with SPWwehich will receive economic benefits from IG &st.
The total proceeds to Icelandair Group from the s&Bluebird Cargo, Travel Service, and the ecdnom
benefits of IG Invest to SPW ehf. amount to ISK Fildon. The ISK 7.6 billion in proceeds contrilastto
reducing the debt of Icelandair Group by ISK 7 lidn. There is no cash contribution involved ir thsset
divestment.

If SPW ehf. receives more than ISK 7.6 billionaiidition to interest amounting to REIBOR + 3%, friisn
assets when it sells them before September 20 Bv€TService, Bluebird Cargo and the economic henef
from IG Invest), Icelandair Group will receive 503f6any potential yield that is higher than ISK Biion. On
the other hand, if SPW ehf. receives a lower amthart ISK 4.0 billion before September 2015 from $ale
(of Travel Service, Bluebird Cargo and the econonaicefits from IG Invest), Icelandair Group musy W
ehf. ISK 0.5 billion. The contracts state that F\8 ehf. has not sold its assets before Septemidér, 20e banks
can extend the period until September 2017.

m vFL }\ﬁl”ﬁéégfyo ‘*z SMART

Item 25. Businesses divested in the financial restructuring

The Group’s management emphasises the importarzalaboration between its subsidiaries as highéidhn
the segmentation of the Group into the Route Ndtwamid Tourist Services. The business segmentatiesses
the importance for subsidiaries to focus on a Giwige approach to their daily operations.

Item 26. The business concept of the Group

—

Route Network Tourism Services

Business
Development Hub and Spoke Concept Hotels and Restaurants

Scheduled Airlines Travel Agencies

Cargo — Domestic Tourism
Technical Services Financial Services
Ground Services Aircraft Charter, Leasing and Trading

Group
Finance

\\

The Group’s mission is to operate an integratedoit of companies within air travel and relatedvgsss,
providing quality services built on over 70 yeaegperience and knowledge from its subsidiariestheumore,
its mission is to create value for our customeis ather stakeholders by focusing on efficiency #exibility,
as well as synergies between its companies.

This is best achieved through a combination offélewing efforts:

+ To focus on air travel and offer tourism serviceamled with related operations that best serve our

clients.
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+ To focus on organic growth and business developimgseizing opportunities within its business
segments.

+ To improve efficiency and consolidate operationgxehappropriate.

+ To achieve greater synergy between the companies.

+ To continue to reduce seasonality in the Group&rations by actively expanding the shoulder season
into both spring and autumn.

+ To make flexibility an even more integral part loé toperations and the services provided by our

companies.

12.1.2 Management

The management team of Icelandair Group is leaithé¥Executive Board. The Executive Board is conegrisf
Bjorgolfur J6hannsson, Chief Executive Officer, Bbigs Bogason, Chief Financial Officer and Sigthor
Einarsson, Deputy CEO.

The Group’s management emphasises the importarmalaboration between its subsidiaries as highéidhn
the segmentation by the Group into the Route Nétwaod Tourism Services. The business segmentation
stresses the importance for subsidiaries to foous Group-wide approach to their daily operations.

The Executive Board leads a team of specialistssevtask is to harness the potential synergy effecgsinise
the overall operational network and ensure efficferancial management of Icelandair Group and its
subsidiaries. In addition, the Executive Board diasct access to the day-to-day operations of sabkidiary,
with the focus on strategy, finance, and businesgldpment enhancing Group synergies. The managemen
team also formulates and ensures compliance tsybfidiaries with the overall strategy of the Gr.odip
operational companies of the Group have their iddial management, with executives in charge ofitby
business, supported by the Group management. §dms ¢f subsidiary managers is at all times in cliagson
with the Group-level management and contributeattyréo the overall insight and functionality ofth
organisation.

Item 27. Corporate structure

Board of Directors

CEO Bjorgo6lfur J6hansson

Business Development Route Network Tourism Services
Sigpér Einarsson
Hub and Spoke Concept Hotels and Restaurants
Scheduled Airlines Travel Agencies
Cargo — Domestic Tourism

Technical Services Financial Services

Group Finance
Ground Services Aircraft Charter, Leasing and Trading

Bogi Nils Bogason
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12.1.3 Operations and Markets

In its operations, Icelandair Group focuses on owprg operating efficiency by implementing toolsawist
control: focused distribution, marketing, sales eexknue management at the subsidiary level. Funthe, the
Group has shown strength at a time that has bdatilgdor many airline and tourism-related indies$t The
Group has an experienced workforce with expertigbe airline, transportation and tourism sectéhe Group
has consistently been able to renew itself andihapidapt to change, which has been one of itsskeyngths.

The aviation industry is heavily regulated bottidrms of operating licences and route rights. Aveator
Certificates (AOC's) are granted by local aviatarthorities in the home country of the operatdine-with the
local regulatory system. Route rights are baseithtennational bilateral agreements between theaipes
home country and the destination country. Suchtsighe based on the Chicago Convention on thedrasaf
the air’® As route rights, other licences and certificatestmsed on different legislation from country to
country, it is the opinion of the management thate is an intrinsic value in having such compahgsed in
different countries, thus granting access to atgraariety of rights. The impact of such rightsehces and
certificates is briefly described in the profile flach company in this document, and further infdiom can be
found inChapter 1.2 Risks Related to the Airline and Teuriadustry The companies within the Group that
can be affected by route rights, other licencescantificates are Icelandair ehf., Icelandair Cawyo Iceland
and Loftleidir-Icelandic.

At the heart of Icelandair Group’s strategy is mgple of diversification across geographical araa well as
product offerings. This has a direct impact on@reup’s structure. The Group’s choice of subsidsand their
service offerings reflects this strategy of divicsition, as evidenced by a presence in Siberi@a®ia, Africa
and South America in addition to the transatlan&twork.

In all these different markets, the Group offersdety of aviation and tourism-related serviceshsas dry-
lease of aircraft, hotel accommodation, financ@ses for smaller airlines, incoming tourism ¢eland and
aircraft maintenance in addition to universal segsgito travellers travelling to, from and via lecela

The purpose of this strategy is increased stabilitgrms of revenues, both with regard to anneakenality
and economic cycles. Seasonal fluctuations in déraam counterbalanced by activities in the southern
hemisphere where demand is countercyclical to Euesl North America.

As economic cycles traditionally affect differeméas with varying degree of severity and with aetiag,
Icelandair Group has positioned itself in markelscl are less interdependent than for example Euampl
North America. As a result, the Group has manageddintain its business in South America and Oeeani
during the current economic crisis.

At different times during the economic cycle, ttend for various types of services changes. During
downturns, when most companies are scaling dowratipes, demand increases for less labour intensive
services and services which, from the customeasicgioint, may be considered as outsourcing. Goathpbes
of this type of service are dry leasing of airceaftl integrated engineering and maintenance plgnbiaring
the upswing, when companies need greater capauityhe flow of goods between countries swells, dethfar
larger capacity aircraft and air cargo servicesdases. The Group is well positioned for seizinthsu
opportunities with its current cargo airlines aedding companies.

The table below depicts the revenue distributioGaup companies for the years 2007, 2008 (re-pted
2009 and the first six months of 2010. (Icelea€elrivest and IceCap are excluded from the tabtbas
individually represent around 0.1%-0.8% of reveimtueach period)

43 Further information can be found on http://wwwddat/icao/en/trivia/freedoms_air.htm
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Item 28. Revenue distribution 2007, 2008 (re-presented), 20@91H 2010

2007 2008** 2009 1H 2010
[o=T - U o F- 11 SO 52.4% 55.5% 56.5% 56.0%
AT ICEIANG.......eeeeee et enean 5.7% 5.3% 4.9% 4.6%
Icelandair HOEIS ......cooueuereiceeereeeeee e e e 3.4% 3.1% 3.1% 2.7%
T3] F= g To F= 11 g O T o [ 1S 9.8% 11.8% 10.1% 10.7%
Icelandair Shared SEIVICES ........ccoeriiieireeeee e 0.8% 0.7% 0.8% 0.9%
To7=] F= g o I 1= 1YY ST 2.9% 2.9% 3.8% 3.5%
LOHEIBIN ICEIANTIC......cviieeiceeer et 16.1% 11.2% 12.5% 12.6%
12110 T=T o 11 I OF= o o TS 3.5% 5.0% 5.2% 5.1%
[G Sttt a e e b ettt ettt 4.5% 4.0% 3.0% 3.0%
IG Invest, IceCap and ICEIEASE.......cuvciveeree e 0.7% 0.3% 0.1% 1.0%
1o - | TP 100% 100% 100% 100%

** Re-presented

As is evident from the table, Icelandair ehf. hasmbcontributing more than 50% of the Group revesinee
2007. Furthermore, the other companies contribuedadively constant percentage of Group revenaesdch

period in question.

12.2 Business Segments: Route Network

This business segment is focused on the well-askeal international route networks based orHbb and
Spokeconcept. Three companies are categorised as pamhgf the Route Network business segment:

Icelandair ehf., the international, full-servicéiae with a hub in Iceland;

Icelandair Cargo, a full-service air freight compan

Icelandair Ground Services, which handles airlized passenger services at Keflavik Airport.

These companies work closely together and havehgigrical ties. The main common task of the fogreup
is to run a profitable airline network operatiorttwgjrowth potential while supporting local tourigmiceland.
This is done through sales and marketing activitypehalf of all companies, as well as through pigci
emphasis on revenue management and cost contolgihout the operation.

Icelandair’s route network, which forms the badithe Group’s scheduled airlines operations, hasvgrin
recent years and has the potential to grow fuiititerinternational markets as evidenced by newe® i
Stavanger (Norway), Bergen (Norway) and SeattleiNamerica) in 2009 and to Brussels (Belgium) and
Trondheim (Norway) in the summer of 2010.

Domestic tourism services have been growing stgaitiié current situation is mixed, partly due te th
devaluation of the local currency and increasedckatarg efforts abroad, although the number of &tari
travelling to Iceland has been increasing. Howether volcanic activity in the south of Iceland ahd ensuing
flight disruptions had a negative effect on thealdourist industry.

12.2.1 Route Network: Icelandair ehf.

12.2.1.1 Purpose and Mission Statement

Icelandair ehf. is a key component on the schedaildide side of Icelandair Group. The Icelanddif. enission
is to operate a first-rate airline and maintaieléble quality service through the experience lamaivledge
gained in over 70 years of operations. Icelanddirams to be the airline of choice for travebtuod from
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Iceland and a unique and exciting alternative fotravel across the North Atlantic through efficty and
flexibility.

12.2.1.2 Operations

In 2009, Icelandair ehf. carried 1.3 million pasgens on its scheduled flights between Iceland, feiend
North America to a total of 25 destinations. In @0the company operates a fleet of 13 Boeing 7&cradt
during the summer season for its scheduled opesatio

The Icelandair ehf.’s business strategy is baseth@geographical position of Iceland on the flighite
between northern Europe and North America. By coinigiin its aircraft, passengers visiting Iceland,
passengers departing from Iceland and passengegdlimg across the Atlantic via Iceland, Icelamddif. has
been able to expand its network steadily. Icelanelafi. has historically connected 15-20 Europetescio 5-8
North American cities through the hub in Icelandtsnsummer schedule. However, 11 destinationsunojie
and 4 in North America make up the winter routemoek for 2010-11. The network is based on a 24-hour
rotation with morning and afternoon connectionfceland.

[tem 29. Icelandair ehf. Route Network in 2010
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In 2009, Icelandair ehf. introduced Stavanger (NonwBergen (Norway) and Seattle (North Americ4) ithe
network and announced services to Brussels (Belgamd Trondheim (Norway), beginning scheduled fiigh
June 2010.

Icelandair ehf. divides its customer base intoghrain markets:

+ Passengers from Iceland
Icelandair ehf. offers Icelandic customers direttesluled flights to 15-20 destinations in Europé an
North America. The routes carrying the most passenig the network are London, Copenhagen, Oslo,
Stockholm and Boston. Demand for travel from Icdldnopped significantly in 2009 following the
financial crisis. The Company estimates that pagsenfrom the home market will account for around
20% of Icelandair ehf.’s total passenger numbe0it0. The Icelandair ehf. frequent flyer program

(Vildarklubbur) has over 150,000 members in Iceland
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Passengers to Iceland

The number of tourists visiting Iceland grew fro2ya00 in 1981 to almost 500,000 in 2009, an
increase of about 12% annualfyThe vast majority of these tourists travel to loelavith Icelandair

ehf. The company has fuelled this increase thrabhgldevelopment of a route network with a high
frequency of flights to Iceland and through stromarketing efforts in Europe and North America. This
market segment has grown both in passenger nurahdrgroportionally in 2009 as a result of
Icelandair ehf. strategy changes due the econoavimtiirn. With the focus firmly on tourism to
Iceland, Icelandair ehf. carried a record numberafellers to Iceland in the summer of 2009, and

passengers to Iceland accounted for 51% of Icelaptf’s total passenger numbers in 2009.

Transatlantic passengers travelling via Iceland

Transatlantic traffic is a key factor in Icelandahf.’s operation. Due to the immense size of iésket
and management’s estimate of the market shareblgdicklandair ehf. (1%), it serves as a gigantic
reservoir of passengers. In its "via" marketingldadair ehf. focuses on city pairs with limitededi
flights. With its centrally located hub and quickriaround times at Keflavik International Airpdnet
company is able to offer competitive prices anéhfiptimes. Via passengers accounted for 30% of

Icelandair ehf.’s total number of passengers in9200

12.2.1.3 Marketing Efforts

Icelandair ehf. has experience in selling its patsliglobally on the general consumer market. Arairlgnes,
Icelandair ehf. attracts an unusually high peragsntar about 75% of its customers, from outsidbdime
market. In, 2010 Icelandair ehf. reaches its custsrthrough four main channels:

Websites in local languages in all key markets
Icelandair ehf. gets approximately 10 million \dsiter year to the different Icelandair ehf. welssite

The Icelandair ehf. website is today the biggelgtssehannel in the Icelandair ehf. network.

Own sales offices in key markets
Call-centres are staffed by people who speak tted languages in key markets. Additionally,
Icelandair ehf. has agreements with general sglests in approximately 20 countries all over the

world who organise and take care of Icelandair s activities in their markets.

Sales through more than 12,000 travel agents
Icelandair ehf. uses the Amadeus CRS system, vériables travel agents to book tickets with

Icelandair ehf. instantly at their offices or onhsdes.

Internet Club

600,000 active members receive special offers misdmation on a regular basis.

4 See the website of the Icelandic Tourist Boargh:Hevww.ferdamalastofa.is/displayer.asp?cat_id=503
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12.2.1.4 Revenue Management and Distribution

The foundation of the distribution of Icelandairf.&hproducts throughout the world is its partn@psh the
Amadeus booking and distribution engine and nunenoterline agreements with other airlines. At $hene
time, Icelandair ehf. can sell airline tickets antker services with airlines and service providerll parts of
the world.

A key ingredient of a successful airline is itserue management, the strategy of maximising revbpue
controlled booking and pricing. Icelandair ehf. igenew and advanced revenue management systemasnd
recently added further resources to the managermbase implementations have yielded significanenexe
improvements.

The company’s load factSrfollows the seasonality in demand. Icelandair eperates more aircraft during the
high season and the load factor is highest duhiegstimmer peak. In the present economic situatibith has
seen worldwide demand dropping, Icelandair ehf.fbagsed on passenger revenue more than load $actor

12.2.1.5 Flight Operations

Icelandair ehf. operates under an Air Operatorsifidate issued by the Icelandic Civil Aviation Adrity and
is as such considered European Aviation Safety &ggéBASA) compliant. Icelandair ehf. is considetede
an Icelandic carrier and has route rights in acaocd with this status.

In addition to aircraft flown on its scheduled netky Icelandair ehf. operates aircraft on behakaftleidir-
Icelandic and Icelandair Cargo, thus securing egoe® of scale. The Group foresees the utilisaticth®
current aircraft fleet for the next 7-10 years.

Iceland has a long aviation history, and Icelandhfr employs experienced aviators. Icelandairshtirrent
union agreements with its pilots and cabin attetslare valid until the end of 2010.

Icelandair Technical Services provides maintenamektechnical services for the Icelandair ehf.tfeeel is an
integral part of Icelandair ehf. Most of the woskperformed at the Service Centre at Keflavik Aitpbut
maintenance is increasingly carried out abroad usecaf increased international flight operations.

12.2.1.6 Management

Birkir H6lm Gudnason is the CEO of Icelandair é¥if. Gudnason was appointed to his post in June 2868.
finished his BSc degree in business economics dmdngstration in 1998 at Aalborg University, Denaand
gained an MBA in international business and econsrfiom same university in 2000. He has worked for
Icelandair ehf. since then in various managemesitspa Iceland, the USA and Europe.

12.2.1.7 Recent Changes and Improvements
In reaction to the world wide economic downturrg banking crisis in Iceland in 2008 and the subsefju
turmoil in 2009, Icelandair ehf. has undergone sé&mechanges in the past quarters to strengthenatket
position:

Trimmed management—streamlined and more efficigatnisation

Extensive changes were made in Icelandair ehfgsrianagement, and the organisation was

streamlined significantly with fewer managerial gioss.

Major cutbacks owing to fuel prices and economisisr
Capacity was cut by 20% from during winter 2007-a88 by approximately 10% in 2009 compared to

2008. The cutbacks meant lay-offs of 380 employResmajor cutbacks have taken place in 2010.

45 A measure of the amount of utilisation of the ltatzailable capacity of a commercial transport khilt is useful for calculating the
average occupancy on various routes of airlines.
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Renovation of fleet with new interiors
The interior appearance of the Boeing 757 fleetiteassn transformed with new seats and personal

entertainment systems in all aircraft.

New look and a new image of Icelandair ehf.'s sEwi
Late in 2008, Icelandair ehf. changed its servmcept, launched a new class, Economy Comfort, and

made various other changes, such as food serginebpard sales, crew uniforms, etc.

Improved day-to-day operations
A new network control centre was formed to handlg-tb-day route network operations. This has

improved punctuality and services.

12.2.1.8 Competition

Icelandair ehf. faces competition in all its maskdtowever, the company has shown the ability eevgand
profit in a competitive environment. Icelandair elkfby far the largest operator offering flightstween Europe
and Iceland. It is one of two airlines that offehsduled flights between Iceland and North Ameaitgear
round. Based on this, the management believesdablaindair ehf. is well positioned to meet increhse
competition in the market, and it sees an oppagtfor Iceland as a travel destination to tap it large
customer base of the foreign airline operatorsramgehe market periodically.

Operating on three different and independent pagsemarkets (The North Atlantic market, From Icelan
market and To Iceland market) gives the companyynoations in network and revenue management. Apart
from marketing and sales efforts, demand for awet mainly depends on the economy, exchange rates,
destination popularity and the cost of flying. Catarg in different markets makes the company ledgserable
to fluctuations in demand for any particular markegment. This was firmly established in autumn8&@d in
2009 when Icelandair ehf. coped successfully withriear collapse of its home market while the Tob\dia
markets flourished.

The company’s main competitors in Iceland are lalBxpress and other charter operators. IcelandeSsp
offers daily flights to London and Copenhagen dighfs up to twice a week to several other destmatduring
the peak season as well as offering regular flightsew York. SAS operates a route from Oslo tdalce
several times a week and various carriers, sutluttisansa, usually operate a few flights to Icelamthe
summer peak season. Delta Air Lines recently ancediits intention to operate daily flights from JEKNew
York to Keflavik commencing in the summer of 2011.

12.2.1.9 Future Strategy

The company'’s short-term focus is on simplifyinggesses and products and reducing unit costs vitikin
business model. The improved cost structure hagext@pportunities, and operational results foffitlse half of
2010 were better than anticipated in the 2010 budntinued emphasis is placed on a lean orgéamiesdt
structure, quick decision making and flexibilityth® company works constantly on optimising theeou
network and looks at new markets.
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12.2.2 Route Network: Icelandair Cargo

12.2.2.1 Purpose of the Company

Icelandair Cargo is a low-asset company, leasirgyadt and buying capabilities from other sourddse
freighters are placed on Icelandair’s ehf. Air Gyters Certificate (AOC) and crews are leased froataindair
ehf. Aircraft maintenance, warehousing, cargo hagdind part of cargo sales are outsourced.

12.2.2.2 History
Icelandair Cargo was established in late 1999 autide largest air freight service provider in lcgla

12.2.2.3 Management

Gunnar Mar Sigurfinnsson is the Managing Directiolicelandair Cargo. Mr Sigurfinnsson was appoirttedis
current position in May 2008. He started at Iceln®omestic in Vestmannaeyjar, the islands offgbeth
coast of Iceland, in 1986, and in 1994 he becanes%ad Marketing Manager for Icelandair Domestic.
1997, he became Sales Manager for Icelandaireldermany and was based in Frankfurt. Mr Sigurfons
became Director of Sales Planning and Control B02@nd in 2001 he became General Manager of the
Germany, Netherlands & Central Europe region. 185208e became the SVP of Sales & Marketing for
Icelandair ehf.

12.2.2.4 Operation

The company bases its business on scheduled sebéteeen Iceland, Europe and North America supddry
charters and wet leases (ACMI). In addition to reéirlg and selling space on its own freighters,didair
Cargo sells the cargo hold space on Icelandaiisghdssenger aircraft. Icelandair Cargo has fiveiBgp 757-
200 freighters in its fleet. The company uses Baaircraft to operate its schedule and three caigoaft to
operate its ACMI products. The scheduled flights laased on seven flights per week to Liege in Belgi
where five flights operate through East Midlandd ane through Humberside (both in the UK) en rdote
Liege. North America (New York, JFK) is served tevia week from Liege through Iceland. The network of
freighter aircraft is enhanced with up to 25 destons in the Icelandair ehf. passenger network.

12.2.2.5 Market and Current Market Position

Icelandair Cargo is one of the carriers on the fied Brom Iceland market offering direct servicesiare than
25 destinations with its own cargo fleet as wellcdandair ehf. passenger aircraft. The compafersits
customers competitive and quick global servicesufh extensive interline and special pro rata agesgs with
other airlines. The operation is supported by tingketworks in Europe and in the USA. Sales ardentzy
Icelandair Cargo staff in Iceland; New York, USakes care of sales for all the Americas. The compas its
own subsidiary, Icelandair Logistic, which seesdtes in the Benelux countries, while General SaggEnts
(GSAs) oversee other markets. The company has @Sdiklarger and growing markets in Asia and instno
countries in Europe.

Approximately 90% of the exports consist of freshfeod, whereas imports include produce, high-peolducts
and spare parts. There was a sharp decline in o Iceland in 2008 due to the economic crisisich had
an adverse effect on the company’s bottom linea Assult, management had to focus on cutting cgptaci
improve utilisation and put more effort into exofEor a number of years, Icelandair Cargo hasechexpress
freight for TNT, DHL and FedEx to and from Iceland.

12.2.2.6 Recent Changes and Improvements

Since autumn 2008, the Company has increasedcits fon the home market instead of focusing on threhN
American market. The flexibility of the schedulesh@een increased to meet growing uncertainty inathein

Leipzig and Brussels abolished as destinationsaosalation of TNT flights from Liege to New York.

Reduction in cargo demand met by increasing utiiseof Icelandair ehf.’s passenger flights.
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Available tonne kilometres (ATK) reduced by 45%ading to a significant lowering of variable cost

per flight.

12.2.2.7 Future Strategy

The role of Icelandair Cargo is to be one of thgjoairlines operating to and from Iceland base#ostrong
network, utilising its strong schedule over the tidktlantic for fill-up freight. Icelandair Cargas focusing on
meeting customer requirements with speed, goodcssisecure solutions and highly experienced aadifepd
employees.

12.2.3 Route Network: Icelandair Ground Services

12.2.3.1 Purpose of the Company

Icelandair Ground Services (IGS) provides comprsivenairport ground handling services for airlimesl
passengers at Keflavik International Airport.

12.2.3.2 History

IGS was formed in 2001, but airport and ground afiens in Iceland have been a part of the airliperation
since the foundation of Icelandair Group’s predsces

12.2.3.3 Management

The Managing Director of IGS is Gunnar S. Olsen.Qfsen was appointed Managing Director when the
independent company was formed to handle Icelamdihiis ground services in Keflavik in 2001. He hatd
various managerial positions within Icelandair Graw Iceland and abroad in recent years.

12.2.3.4 Operation

IGS provides aircraft ground handling servicesdibtypes of aircraft, a first-class flight kitchemd bonded
stores, a state-of-the-art cargo centre and aurastadivision in the Leifur Eiriksson Air Terminghll these
units are organised and settled as profit-makiritggun

12.2.3.5 Market and Current Market Position

IGS is a service provider enabling airlines andepttustomers to obtain all services required thincane service
provider. IGS competes with two other suppliergm@fund handling services at Keflavik Airport (theot
suppliers are the companies Vallarvinir ehf. anduflug ehf.) The company has been profitable tghmut its
history, with the exception of its year of foundati(2001). Icelandair ehf. is by far the largegrd of IGS,
although the company has also been contractednay atrlines.

12.2.3.6 Recent Changes and Improvements

Since the onset of the global economic turmoil00&, the Company has responded by actively redubing
number of employees as well as implementing adtosdoard cost reductions, including:

Number of employees has been reduced by 203 s0®2 r2presenting a 34% decrease that will lead to

substantial cost savings going forward.

Reduction in the number of operating locations emhplete overhaul of all computer systems with the

aim of increasing efficiency and steadily lowertasts relating to IT and telephones.
Detailed overview of purchasing methods.

Renegotiation of lease which has lowered annualaests temporarily by 25% on average.
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12.2.3.7 Future Strategy

IGS has contracts with most airlines using KeflaAikport. Opportunities for growth go hand in hanih
growth in the number of flights and the number a$gengers passing through the airport.

12.3 Tourism Services

The business segment Tourism Services comprisdeltbwing subsidiaries:

Air Iceland, a turboprop operator which operatethlstmmestically and internationally to Greenland.
The company is in cooperation with the Faroes@airhtlantic Airways and sells seats to the Faroe
Islands on flights operated by Atlantic Airways.

Loftleidir-Icelandic, the capacity solution provide

Icelandair Hotels, the domestic hotel chain.

Iceland Travel, a travel agency, tour operator @gegtination management company in Iceland.
Icelease, the aircraft trading arrangement company.

Icelandair Shared Services (Fjarvakur-fiarmalathgha ehf.), the accounting and financial support

company of the Group.

The main focus of this business segment is intenmaltand domestic tourism as well as support fonst
thereof.

12.3.1 Tourism Services: Air Iceland (Flugfélag islands)

12.3.1.1 Purpose

Air Iceland is a dynamic airline with the goal a&ating a flexible yet powerful airline servicingetWest
Nordic countries and being responsible for schatldtamestic flights as well as routes from Icelamd t
Greenland. Air Iceland sells flights to the Farskamds all year round on flights operated by the&se airline
Atlantic Airways.

12.3.1.2 History

Air Iceland was formed in 1997 when Icelandair Deti,emerged with Flugfélag Nordurlands; the airlireces
its roots back to 1937.

12.3.1.3 Management

The Managing Director of Air Iceland is Arni Gunsaon. Mr Gunnarsson was appointed to his curresitipo
in March 2005. He previously worked as DirectoSafes and Marketing at Air Iceland, Managing Dioecf
Ferdaskrifstofa islands / ITB, Managing Directod@éland Travel and as Director of Icelandair Hayid. He
worked for the German Tour Operator FTI in Minishdirector of Risk Management in 1993-97. Mr
Gunnarsson holds an MSc in economics from Augshumigersity, Germany.

12.3.1.4 Operations

Air Iceland offers flights to seven destinationghin Iceland, thereby covering all major towns adlas a
number of the smaller ones. Air Iceland flies frR@ykjavik to: Akureyri, Egilsstadir and isafjérduir Iceland
flies from Akureyri to: Grimsey, Thorshéfn and Vagjordur.

Air Iceland offers flights to five destinations @reenland. Air Iceland flies all year round to Kalilk and to
Nerlerit Inaat, both on the east coast of Greenl®ualing the summer, Air Iceland offer flights tafdarsuaq,

Icelandair Group hf. | Registration Documergig



llulissat and Nuuk, the capital of Greenland. Aieland sells flights to Faroe Islands all year mban flights
operated by the Faroese airline Atlantic Airways.

Air Iceland operates six Fokker 50 and two DASHO® hircrafts.

12.3.1.5 Market and Current Market Position

Air Iceland holds a strong position on the Icelamdibmestic air transport market and has operatgfitadsly in
recent years. Demand has been stable on its matesrand is expected to remain so. The busiestsaue to
Egilsstadir and Akureyri. Despite the financiakgiin Iceland in the past months, the frequendiigtits on
domestic routes has been stable. The total turrafthie company increased in 2009 from the previ@as,
and the company is showing positive results forséaenth consecutive year.

In 2009, the total number of passengers carriedlibiceland was approximately 380,000.

12.3.1.6 Recent Changes and Improvements

The company divested its Twin Operations effectieen 1 June 2008. A positive result from the sale h
materialised, and as a consequence, Air Icelatlidstirs the fruit of fixed income stemming frone tlease of
crew and aircraft while it does not bear the rikheir operation.

Air Iceland has renegotiated the vast majoritytefixed contracts with its largest suppliers, utlihg the credit
card companies and in relation to servicing thekeoircraft.

12.3.1.7 Future Strategy

Air Iceland plans to grow and increase profitabibity offering the best possible services to théaludic market
and the tourism market in Iceland. Demand is gaodll destinations in Iceland and in Greenland,rtiost
promising external market. Air Iceland aims to b@ists position as an airline servicing the Westdhc region.

12.3.2 Tourism Services: Loftleidir-lcelandic

12.3.2.1 Purpose of the Company

Loftleidir—Icelandic is a capacity solution compdny the international passenger airlines and tparator
industries.

12.3.2.2 History

Loftleidir-Icelandic was formed as a subsidiaryiadlandair (Flugleidir—currently Icelandair ehfr) 2002,
although international charter operations had Ipeghof the general operations of the airline dad i
predecessors for decades. It has developed framg laeinarketing vehicle operating in the internalohCMI
(Aircraft Crew Maintenance and Insurance) and @rnartarkets, to become a capacity solution provitlke.
company has expanded its horizon beyond the airiyyads traditionally operated under the Iceland&hC.*°

In early 2006, the Group acquired a majority shalgihg in the Latvian charter operator LatChartétifes as
part of Loftleidir-Icelandic’s strategy of strengtting its position in the Baltic and CIS region auftling the
Airbus family into its worldwide ACMI product line&Subsequently, LatCharter (now SmartLynx) was place
directly under the control of the Group and becamséster company of Loftleidir-Icelandic, ratheanhts
subsidiary. Further information on SmartLynx carfdnend inChapterl2.4.2 Discontinued Businesses:

12.3.2.3 Management

Gudni Hreinsson has been Managing Director of keddtt-lcelandic since 2006. Mr Hreinsson joineddtidir
in 1997 as a marketing representative in Salesr@loartid from 2000—-03 he worked at The Icelandic Web

6 Abbreviation for Air Operator Certificates.
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Agency. From 2003, he was the Director of Marketndoftleidir-lcelandic. Mr Hreinsson holds a batir's
degree in humanistic informatics and communicatiom Aalborg University, Denmark.

12.3.2.4 Operation

The company currently operates AM (Aircraft and Manance), ACMI (aircraft, crew, maintenance and
insurance) and full charter contracts in Europeicaf the Middle East and North and South America.
Furthermore, Loftleidir-lcelandic has establishiself as a business class operator serving orfeeahbst
prestigious operators in the USA, A&K (AbercromBi&ent), by operating first-class flights arouncttivorld
on which all seats are business class. The Commamjour Boeing 757-200 and four Boeing 767-30Craft,
two of which are operated under Icelandair's AOC.

12.3.2.5 Market and Current Market Position

Despite current difficult market conditions duglte economic slowdown, especially in the wide-botdyket,
wide-ranging aircraft market knowledge has putdbmpany in a good position to place the aircrathinfleet.
Currently, all aircraft are placed on contractyafying duration. In mid-2003, Loftleidir-Icelandéxided its
first wide-body aircraft when it introduced a Bogin67 to its fleet, which opened up new marketss Téd to
an increase in the proportion of ACMI projectstat expense of all-inclusive projects, which hapéeito
increase profitability and reduce sensitivity todaexternal fluctuations. This trend has continwét longer
term AM leases becoming ever more prominent ircthrapany’s contract portfolio.

The company has had success in establishing isdlie European market and enjoys increasing litgibi
both the North and South American markets. Furtioeerrthe company has been successful in penettaing
CIS (Commonwealth of Independent States) marketeviiemand for western built aircraft continuesrovng

12.3.2.6 Recent Changes and Improvements

The economic downturn has brought new opportunitesoftleidir Icelandic.

In 2007, Loftleidir-Icelandic management made atstgic decision to place emphasis on marketing its
services to customers operating in those partseoivorld where the aviation infrastructure may be
considered underdeveloped. Operating in such rediequeaths more favourable profit margins in line
with the increased risk. Additionally these regidmst were considered less developed have proven fo
the most part to be less affected by the globassion.

The fact that Loftleidir-lcelandic had put so mweffort into developing new markets where there
remained a requirement for western type aircraygd a vital role in the Groups ability to transfer
capacity between sister companies in the autun2008. When Icelandair ehf. prepared for the
economic downturn, it became clear that it woultefan overcapacity of 1-2 aircraft. These aircraft

were subsequently placed by Loftleidir-lcelandi¢hia Russian Far East and South America.

This illustrates that one of the major strengthkefandair Group lies in having different typescofpanies
working in different fields and markets. This giwbse Group the ability to turn threats to one sdiasy
company into opportunities for another.

12.3.2.7 Future Strategy

Three of the Company’s aircraft are located in \zeieda, three in Russia and two in Papua New Guifiea.
company is exposed to some counterparty risk dtigetconcentration of projects in these three atsit

Loftleidir has a contract with SmartLynx regardithg lease of two aircraft, where Loftleidir leasas aircraft
from SmartLynx. The contracts are on an arm’s letgtsis and they will not be affected by the dinvesit of
SmartLynx from the Group.
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However, Loftleidir-lcelandic currently seeks tcelits extensive market knowledge to widen its spectof
services further, so that continued growth in rexeand profitability can be secured. In additiothi® current
charter, ACMI and AM operations, the company hasaased its brokering activities, both in termswwénging
for third-party dry and wet leases and aircraftdering.

12.3.3 Tourism Services: Icelandair Hotels

12.3.3.1 Purpose of the Company

Icelandair Hotels prides itself on being a reliadplality hotel provider in Iceland, by presentirgtban
international brand (Hilton Reykjavik) and well a&slished domestic brands (Icelandair Hotels andaEdd
Hotels).

12.3.3.2 History

The airline Loftleidir started to operate a smaltdi at Keflavik Airport in 1962 and built Hotel Eéeidir in
1966 in Reykjavik. After being a part of the aidia general operations for over 30 years, the tetalwas
turned into a separate and distinct subsidiary9@Bl

12.3.3.3 Management

The Managing Director of Icelandair Hotels is Magfféhorey Hjalmarsdéttir. Ms Hjalmarsdottir was ajoped
in July 2005 having first joined Icelandair Hot@is1994. She has worked in the hotel industry sit®@1 and

has held management positions with hotels in legl&witzerland and Japan. She received her MBA fiten
University of Surrey, England, in 2003

12.3.3.4 Operations

Icelandair Hotels run the Hilton Reykjavik Nordi@alcelandair hotels and 13 Edda hotels. All thielsp apart
from five outside Reykjavik, are fully operated lieglandair Hotels. They are run in accordance wiffanchise
agreement which allows them to use the Icelandaield trademark. Edda Hotels is a chain of 13 sunfotels
which all sit on the doorsteps of the country’stiiegural wonders and historic sites. Most of EHdé¢els’
properties are boarding schools during the wintedandair Hotels rents all the properties thafsis for its
operations.

12.3.3.5 Market and Current Market Position

The number of tourists visiting Iceland has growmiore than 88% over the last 10 years accordirgeto
Icelandic Tourist Boafd, and Icelandair Hotels has more than doubledaitmcity in the last five years. The
main competitors of Icelandair Hotels are more i@@diytlocated 3 and 4 star hotels in Reykjavik; thain
competitors of the countryside hotels are the FHsel chain and Icelandic Farm Holidays. The maHeet
expanded, due to both the growth in tourism inmegears and also increased capacity.

12.3.3.6 Recent Changes and Improvements

The management of the company has taken directuresai the last 18 months to increase operational
efficiencies.

Measures have been taken to secure the compamtiswed strong position by signing on two new
hotel properties in the city centre, as well axipiag to expand the network in the countryside.

The management of Icelandair Hotels has renegdtateontracts with suppliers, and company-wide
cost control measures have been put in place.

To significantly reduce maintenance costs, the mament has renegotiated almost all contracts

relating to maintenance, resulting in lower costs.

47 See http://www.ferdamalastofa.is/displayer.asp?dab03
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Effective online and Channel Management—new wedsitenched as business is shifting from travel

agents to on line. Emphasis on own production tieguin direct bookings.

Reinforced cooperation with biggest clients: Iceld@mavel and Icelandair ehf.

12.3.3.7 Future Strategy

With a clear focus on cost and aggressive marketiedandair Hotels expects to return to profitiypithis year
and grow over the next few years. It is lookingsely at developments in Reykjavik with the intentaf being
an active partner in hotel operations in the cémtee.

12.3.4 Tourism Services: Iceland Travel

12.3.4.1 Purpose of the Company

Iceland Travel is among the largest travel agenties operators and destination management compami
Iceland, offering a wide range of high quality seeg for travellers from all over the world. Icetefravel
organises various vacation packages, schedules, tay tours and activities, as well as planningf@ences,
events and incentive programs.

12.3.4.2 History

For over 30 years, the company has grown and predpkeland Travel is a member of many domestit an
international associations, including the Icelarifiavel Industry Association, the Iceland Convemtémd
Incentive Bureau, the United States Tour Operaisspciation (USTOA), the Japan Association of Ttave
Agents (JATA), and many more.

In August 2008, a new outgoing department, VI Ayas launched within Iceland Travel. Its goal isatke
advantage of opportunities that arise through tmpany’s partnership with Icelandair ehf.

Despite operating under difficult circumstancesceland, mainly due to the ongoing economic recess/ITA
has grown steadily in its first year, multiplying humber of employees and customers.

12.3.4.3 Management

Managing Director of Iceland Travel is Helgi Eysigson. Mr Eysteinsson came to the company in J068 2
after having formerly worked as Sales and Markebirgctor for outgoing tour operator, Urval Utsywhen the
company was owned by Icelandair ehf.’s predece&$agleidir. Mr Eysteinsson received a degree isifess
administration from The University of Iceland in9

12.3.4.4 Organisation

Iceland Travel has five profit units and two sugijmgy units. Three profit units focus on the leisorarket and
one focuses on the MICE (Meetings -Incentives -€mrices -Events) market. One profit unit focuses on
Icelanders travelling abroad.

12.3.4.5 Operation and Market Position

Iceland Travel produces, markets, distributes afid package tours to foreign tourists in Iceldbdpecialises
in advanced services and working with almost a#tised vendors operating in the tourist industigétand,
from car rentals to hotels and accommodation pergidprofessional guides, etc. Iceland Travel'd-wel
educated, experienced and creative team is théokiey high standards of service and successfulabipa. The
aim is to offer high quality services at compettjrices at all times.

“8 Further information can be found on http://wwwavits
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Iceland Travel provides travel and MICE servicefcgland. The focus is on profitable packages anteasing
focus on internet sales channels. About 75% oflmbITravel’'s customers are contracted customenigio
travel wholesalers and Icelandic companies andutishs.

VITA's mission is to offer a variety of leisure tuto Icelanders travelling abroad through a higality service
offered at a competitive price. VITA takes advaetafjopportunities that arise through the company’s
partnership with Icelandair ehf., thereby offerangecure and attractive option for Icelanders sgebervices
and assistance for organised groups and individuas such as vacation tours, golf and ski trips ety breaks.

12.3.4.6 Recent Changes and Improvements

The management of Iceland Travel has directediad towards lowering fixed costs, e.g. rent arfid@tosts.

The company has focused on lowering salaries apdreses both by amending the work schedules of
its employees as well as by reducing the numbsuwfmer personnel.

As demand for Iceland Travel's key products hasiltelining, it was decided to place emphasis on
servicing the incoming cruise ship market. Follogvintensive sales and marketing efforts, Iceland

Travel has gained significant revenue growth fraoise ship operations.

12.3.4.7 Future Outlook and Strategy

Iceland Travel is focusing its attention more efifegly on using the Internet as a sales channehighlighting
products that have the highest margins, such dsdnd conference and incentive markets, and onmamkets
such as the Far East (China).

MICE units will focus more intensively on the evemarket and will be approaching the domestic aatgo
market with new services. This will entail a higlygrality of service and greater emphasis on salds a
marketing, as well as a stronger focus on highemgimgrojects and clients. The leisure outlook204.0 is
promising in the opinion of Iceland Travel's manamgt.

Iceland still has a great deal of potential asstidation for tourists, conferences and incentiasshe
infrastructure is improving. New hotels, routegqas and activities are being brought to the masket the
knowledge needed to provide a professional setvitke market is developing. Iceland Travel’s nuissi to
lead that market growth.

12.3.5 Tourism Services: Icelease and IG Invest

12.3.5.1 Purpose of the Company

Icelease and IG Invest are aircraft trading arraxegg companies which tie together and utilise thewkedge,
experience and business contacts within Icelar@aup in the business of buying, selling and legsiincraft.
12.3.5.2 History

Icelease was formally founded in early 2005 aspausge business unit specialising in aircraft mgdiG Invest
was established in April 2006 as a holding compfanycelease assets.

12.3.5.3 Management

Kéri Kérason is the Managing Director of Iceleand BG Invest. Mr Karason was appointed ManagingExior
of Aircraft Trading and Leasing on 1 June 2006 jéieed the Group in 1994 and was most recenthGRE® of
Icelease. He holds a cand.oecon degree from theetsity of Iceland.
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12.3.5.4 Operation

Whenever Icelease arranges an aircraft purchasaydimited liability company a Special Purpose i&h
(SPV), a.k.a. Special Purpose Company, is set ap-operation with outside investors. Icelease rgasa
special holding company, IG-Invest, which agairdsahe shares of the SPVs. Icelease aims to |bas@rtraft
to financially sound airlines on a long-term leageeement that fully covers the aircraft investneampany’s
operations. The SPVs will eventually be sold ouicefandair Group with the attached leasing contndeen
market conditions are right, with the aim of yiglgia profit. By attaining long-term lease agreermgettie
company increases the likelihood of being ablextbvehen the market cycle is favourable. Additidpal
Icelease arranges back-to-back aircraft tradingrevaircraft are sold immediately upon purchassgethy
eliminating the need for the SPV structure.

The rate of return on aircraft leasing is most gimesto the purchase price and residual valuenadiacraft when
it is sold off. Aircraft prices are cyclical duetire fact that supply is mostly fixed while demardnges
frequently; also, the residual value of an aircimfbfluenced by its age and characteristicsirgpreferences
and regulations.

Icelease has been involved in 32 aircraft transast{26 purchases and 6 sales) since its foundatimse deals
have so far taken place in Europe and in Asia.

The current portfolio consists of six passengesraft and 4 future deliveries of passenger airaxéft an
additional three purchase options.

Following the financial restructuring, Icelandaira@p will continue to own and manage IG Invest, ibutill be
controlled by an SPV, a special purpose vehiclergiimafter “SPW ehf.”) incorporated by the Resaoluti
Committee of Glitnir Bank and islandsbanki. Howeueelandair Group has made an agreement with SFW e
which will receive economic benefits from IG InveBhe total proceeds to Icelandair Group from thle sf
Bluebird Cargo, Travel Service, and the economitefies of IG Invest to SPW ehf. amount to ISK 7ilidn.

The ISK 7.6 billion in proceeds contributes to reidg the debt of Icelandair Group by ISK 7.6 bitlidrhere is
no cash contribution involved in the asset divestme

If SPW ehf. receives more than ISK 7.6 billionaisidition to interest amounting to REIBOR + 3%, friign
assets when it sells them before September 20 Bv¢TService, Bluebird Cargo and the economic henef
from IG Invest), Icelandair Group will receive 50%f6any potential yield that is higher than ISK Biion. On
the other hand, if SPW ehf. receives a lower amthart ISK 4.0 billion before September 2015 from hle
(of Travel Service, Bluebird Cargo and the econobpeinefits from IG Invest), Icelandair Group musy g&W
ehf. ISK 0.5 billion. The contracts state that \8 ehf. has not sold its assets before Septemldér, 20e banks
can extend the period until September 2017.

For further information about the future of 1G-IsteseeChapter 27 FINANCIAL RESTRUCTURING OF
ICELANDAIR GROUP

12.3.5.5 Market and Current Market Situation

Aircraft leasing is a large-scale worldwide brawétinancial services. During the past 25 years,iimber of
aircraft owned by leasing companies has been origaeBoth the world fleet of aircraft and the poation of
the fleet owned by leasing companies have increiasgide. According to IATA, about 35% of the wodd
commercial fleet is owned by leasing compafiesircraft are critical assets for airlines and thmsy about
USD 115 hillion annually in leases. Many compaitiage recognised opportunities to enter the airteafting
business. These companies include General ElebP@icpler Chrysler and Royal Bank of Scotland.

4% For further information, visit: http:/Aww.iatagiNR/rdonlyres/E8540392-628B-41E8-B094-
154209398078/0/0OlmosMancilla_Financing.pdf
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12.3.5.6 Future Strategy

Icelease is aware that the success of its opesaisdnighly dependent on the market cycle. The @ampntends
to utilise the market cycle to maximise its retamequity. The company seeks long-term leasingraot# on its
aircraft, preferably 5-10 year contracts, excepiases when the market is very weak. Having a teng-
contract on the aircraft increases the odds tleatrtarket will peak while the asset is under comtiacorder to
be able to sell an asset with an attached leasingact in a peak market, the company needs todiEdt to
make up for the difference between current masadihg rates and the contract lease rate. Itfisutfto time
the market peak, and therefore the company redtsceserall risk by entering into long-term contsmnstead
of running the risk of a contract expiring when tharket is at a low and no lessee can be found.

The company will actively search for equity partm its aircraft investments. The company idealighes to
have less than a 50% stake in each investment.

12.3.6 Tourism Services: Icelandair Shared Services

12.3.6.1 Purpose of the company

Icelandair Shared Services handles accountingrtisgp@nd salary processing for the companies withi
Icelandair Group.

12.3.6.2 History

Icelandair Shared Services was established in 2002.

12.3.6.3 Management

The Managing Director of Icelandair Shared Servisddagnus Kr. Ingason. Mr Ingason has been thee@én
Manager of the Company Shared Services sincedtsporation at year end 2002. He joined Flugldiait 998
and was previously Director of Flugleidir's accangtdepartment. Mr Ingason received his cand.ofeon the
University of Iceland in 1993 and became a cedifi@blic accountant in 1999.

12.3.6.4 Operations

Icelandair Shared Services operates a support thegratrfor finances with the shared services conasat
cornerstone and was one of the largest companieslend specialising in this area of businesssBhrvice
involves accounting, collection, payments, paytalk reporting and preparation of financial statetegin
addition to other specialised services for managgtise group.

12.3.6.5 Future Strategy

Icelandair Shared Services aims to continue preseeothing and simplification with unit-cost redoctas a
main target and to push forward timelines for pedtion of financial data, both internal and extérimeorder to
increase the value of financial information wittie Group.

12.4 Discontinued Businesses

The Board of Icelandair Group has decided to siiyphie Group’s business model in order to reflechange in
the business environment. The future focus of hadé Group will be on the operations of Icelandsif.,
Icelandic Tourism and thidub and Spokeoncept as well as related services. Under theptany discontinued
businesses will be divested.

All three companies that were acquired in the y2aG5-08 were never fully integrated into the opers of
Icelandair Group Therefore, there has been no mbassmergy between the three companies and thapsro
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Other subsidiaries of the Group have been pati@business model and partly operate, for exarplag the
same information systems and the same Aircraft &juer Certificate and under the same flight operatinit.
Bluebird Cargo, SmartLynx and Travel Service hagreem been part of these integrated operations.

Discontinued businesses comprise:

Bluebird Cargo

o Inthe Group’s consolidated balances sheet fopénmd ended 30 June 2010 the company
was categorised as assets and liabilities heldsfar.

o Bluebird Cargo is part of the Group’s consolidatebme statement for the period ended 30
June 2010 and directly affects the EBITDA of the@.

0 The total operating income of Bluebird Cargo faz tkears 2007, 2008, 2009 and the first six
months of 2010 amounted to ISK 2.7 billion, ISK #illion, ISK 5.1 billion and ISK 2.4
billion, respectively.

SmartLynx

o Inthe Group’s consolidated balance sheet for g#red ended 30 June 2010, the company was
categorised as assets and liabilities held for. sale

0 SmartLynx is categorised as a discontinued busimedss nopart of the Group’s
consolidated income statement for the period el@edline 2010 and does miitectly affect
the EBITDA of the Group.

Travel Service
o Inthe Group’s consolidated accounts for the peended 30 June 2010, the 30% share of the
company was categorised as assets and liabiligigsfor sale.
0 Travel Service is categorised as a discontinuethbss and is ngiart of the Group’s
consolidated income statement for the period el@edline 2010 and does mtitectly affect
the EBITDA of the Group.

For further information on the financial restrudigy of the Group, se€hapter 27 FINANCIAL
RESTRUCTURING OF ICELANDAIR GROUP

12.4.1 Discontinued Businesses: Bluebird Cargo

12.4.1.1 Purpose of the Company

Bluebird Cargo is a transportation services pravidperating a fleet of narrow-body freighter aaftran air
cargo sales agency, and related peripheral services

12.4.1.2 History

Founded in the 2000, Bluebird Cargo commencedtfligterations in March 2001 with a single Boeing-38D
freighter aircraft. Services were initially offered a route from Iceland, via the UK, to Cologney@any, in
co-operation with the international express pacoghpany United Parcel Service, UPS. The operatiew g
steadily by one aircraft per year and by early 2@l6ebird Cargo was operating five B737-300 fréggh
aircraft. Bluebird Cargo was acquired by the FL @ran 2005 and subsequently became part of tharidair
Group.
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12.4.1.3 Management

Skadli Skalason is the General Manager of Bluebiadgd. Mr Skdlason worked for Flugflutningar, a Garg
GSA company, from 1995 until the company was mesgigldl Bluebird Cargo in 2006, first as Station Mgaa
and then as Managing Director from 1996. Mr Skihasas appointed Managing Director of Bluebird Cairgo
February 2008. He received a degree in mechanicgheering from the University of Iceland in 1991.

12.4.1.4 Operations

In addition to air freight services to and fromlézel, Bluebird Cargo operates aircraft on a wetddaasis. The
wet lease part of the operation accounts for apprately two thirds of the total revenue, with tlemaining
30% generated by the carriage of general cargoddram Iceland. The main general cargo clientBlogbird
Cargo are Icelandic freight forwarders, most majtarnational freight forwarders and many largddodic
exporters.

12.4.1.5 Market and Current Market Position

Bluebird Cargo has carved out a niche operatingtdtaul freighter flights in time-sensitive marketghin
Europe. As such, the company enjoys a fairly faable market position. The target customer grousists of
express service companies, post offices and artiperating their own overnight networks within &pe.
Competition within this segment is mostly limitexdther European airlines operating freighter afitasf
similar size and capacity, of which there are nahyn

12.4.1.6 Future Strategy

The future growth strategy of Bluebird Cargo isdzhen a two-pronged approach to the market. Onrtlee
hand, potential lies in providing aircraft and fagight capacity to the various segments of thdraight industry
on a global basis, including wet lease servicaslhier airlines, contract operations for freightWarders, and
dedicated services to express parcel corporatidnshe other hand, the company will continue taagvath the
Icelandic air freight market, building on the siyérs outlined above.

12.4.2 Discontinued Businesses: SmartLynx

12.4.2.1 Purpose of the Company

Smart Lynx is a charter and wet lease airline bas&ldga, Latvia. The company has an Air Operators
Certificate issued by the Latvian Civil Aviation thority (LCAA). Latvia is a member of the Européanion
(EV) and the LCAA is a full member of the Europd@anation Safety Agency (EASA). As a result Smartikyn
has full traffic rights within the EU.

12.4.2.2 History

The company was founded by a team of Russian atviabhgpilots and engineers in 1996 under the nafne o
LatCharter. At the start, the company operated Bngsuilt equipment such as TU-134 aircraft on ACiid
charter bases within Europe. A decision was ma@®@? to modernise the fleet and introduce AirbG2@\
aircraft. The Icelandair Group acquired a majositareholding in the company in 2006 and subseqguent!
purchased the remaining shares in 2007. In 20@7cdmpany introduced B767-300ER into the fleet.sEhe
aircraft were the first wide body aircraft to bgistered in Latvia. The company was rebranded aa@tkgnx in
September 2008.

12.4.2.3 Management

Omar Benediktsson is the CEO of SmartLynx. Mr Békisdon was the CEO of Islandsflug from 1997 until
2004 when the company merged with Air Atlanta India and he became the CEO of the joint company. He
was the Managing Director of Island Tours in Gernna®86—92 and was subsequently involved in several
companies as an investor and a board member. Med#ideson was one of the founders of Icelandaiu@ro
Holding hf. when it was established in October 20486 holds a degree in business administration tiam
University of Iceland.
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12.4.2.4 Operations

In 2009, SmartLynx had ten aircraft in operatiamo B8767-300ERs and eight A320-200s. SmartLynx sffer
three forms of service. The company operates airtehservices for tour operators in the domesticket in
Latvia, wet-lease projects in Europe and South Asaeand dry-lease projects, including maintenance.

12.4.2.5 Current Market Position

SmartLynx is focused on two different markets: ltteal outbound tourist market in Latvia and thesinational
ACMI market. The local tourist market in Latvia haslapsed in the last year due to an unpreceddimaxcial
crisis in the country. Despite this fact, SmartLytid has sufficient work for one aircraft operagiin Riga. All
other aircraft in the SmartLynx fleet are basedalr Most of these aircraft are operated undeSthartLynx
AOC and are leased with crew and maintenance. Thte bowever are leased with partial maintenanp@aeri
only.

12.4.2.6 Recent Changes and Improvements

In reaction to the worldwide economic downturn #me banking crisis in Iceland in 2008, Smart Lyras h
undergone some key changes in the past 12 mongiietwgthen its position:

Management changeMr Omar Benediktsson has replaced Mr Gardar FgraerCEO. Mr Thorir
Kristinsson has replaced Mr Marko Halla as VP Maii@gnce.

Commercial restructuringCommercial responsibility for the B767 fleet haeb transferred to
Loftleidir-Icelandic and focus put on Airbus opéoats. A subsidiary company has been established in
Italy in order to take advantage of the current igahe Italian market following the demise of Alia

and Myair.

Operational development$he maintenance department has been restructitedihg the
appointment of Mr Kristinsson and all supplier gants have been renegotiated to take into
consideration the lower utilisation resulting froilne drop in demand due to the current economic

climate.

12.4.2.7 Future Strategy

Smart Lynx will continue to focus on both the dotiemarket and projects further afield. It is fazes that
demand in Latvia will be slow for the coming seabaihit is the opinion of the management that wilsbe
counter-balanced by an increase in demand in pidms of the world, particularly South America gkfdca.

SmartLynx has been experiencing financial diffimgdtsince the autumn of 2008. To meet the financial
challenges, the company has amended its leasenagmée Guaranteed lease amounts have been lowered t
USD 19.7 million at the end of June 2010. The gu@s given by SmartLynx are in regard of leasereays
on aircraft. If SmartLynx cannot pay its lessohg guarantees will fall on Icelandair Group Thatldchappen if
SmartLynx could not lease its unused aircraft totl@r company.

Loftleidir has a contract with SmartLynx regardithg lease of two aircraft, whereby Loftleidir leaseo
aircraft from SmartLynx. The contracts are on an’alength basis and they will not be affected g t
divestment of SmartLynx from the Group.

The single largest factor in the decision makingcpss regarding the future of the operations ofr8yax is
the parent guarantee that currently amounts to WSD million. It is the opinion of the managemend éhe
Supervisory Board of Directors of SmartLynx thag thost viable way forward is to continue the operest of
SmartLynx and re-evaluate the decision on a morithgis going forward. This opinion is based pritgarn
financial considerations since a shutdown of therafions of SmartLynx at the current point in timeuld not
rid the parent company of the guarantees it hasmaikn.
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However, there remains a threshold for which aedé#iit route must be taken, e.g. if:

The financial projections for 2010 do not matesaland become adversely affected by the economic

turmoil in Latvia and if further contract cancetats occur.
If such an event were to arise, it would only tak@roximately one month to close down the operation

of SmartLynx.

The management will continue to work on eliminatihg parent company guarantee through negotiations.

12.4.3 Discontinued Businesses: Travel Service

12.4.3.1 Purpose of the Company

Travel Service is the biggest Czech private airieaand one of the fastest growing charter airioepanies in
Central Europe. Travel Service providing chartigghfis, scheduled low cost flights under the Smairigs/

brand, ACMI leases and private flights. The complay an Air Operators Certificate issued by thecGz&ivil
Aviation Authority (CCAA). The Czech Republic is@ember of the European Union (EU) and the CCAA is a
full member of the European Aviation Safety AgefEXASA). As a result Travel Service has full traffights
within the EU.

12.4.3.2 History

Travel Service was founded in 1997 to service thec@ charter market using TU-154 aircraft. Western
equipment was introduced the following year witRaeing 737-400. A new fleet was introduced in 208@&n
Travel Service became the first airline in Eastgend Central Europe to take delivery of new genenai737-
800 aircraft. The company continued to grow rapidbtablished a subsidiary in Budapest in 2001naoved
into new headquarters at Prague Airport in 2002004, a new subsidiary, SmartWings, started lost-fights
using the Travel Service fleet.

In 2007, a 50% share of Travel Service, the largasately owned airline in the Czech Republic, waguired
by Icelandair Group. Travel Service became an dssomember of the Group as of November and beeame
subsidiary and was included in the consolidategrimt financial statements as of April 2008.

In 2008, Icelandair Group increased its share avék Service by 30% to hold a total of 80% of thare capital
in Travel Service. Later that year, Icelandair Graivested a 14% share in Travel Service and héléPa share
at year-end 2008.

In 2009, a share capital increase in Travel Semilceed Icelandair Group’s share in Travel Sertiz®0.1%
from the previous 66%. The Company sold a 20.1%esimaTravel Service in November and now holds a
30.0% share in Travel Service.

12.4.3.3 Management

Roman Vik is the CEO of Travel Service. Mr Vik grueded from the University of Economics, Prague.
Following graduation, he worked for TOSHIBA Eurogean exclusive representative in the computentquhb
area until he founded Travel Service airlines iA7.9

12.4.3.4 Operation

The business model of Travel Service is designeiapt to the changes in local demand by combithiag
Central European summer leisure market and cougtdical ACMI markets around the world.

During the summer months, the primary focus of €r&ervice is to provide charter flights in Centalrope,
along with scheduled low cost flights under the 8iéngs brand. This operation is based in Pragu&;saw,
Katowice and Budapest. Because of the cyclicalreatfithe European holiday market, Travel Serveee r
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deploys part of the aircraft fleet for seasonal Addases during the winter months. In 2008, aitonsfre
placed in Canada, Vietham, Ukraine, Greece, Itaty Bajikistan. The Travel Service fleet in 2009 quized 13
modern Boeing 737 aircraft (eleven Boeing 737-82 two Boeing 737-500s) and two modern busindss je
Cessna 680 Citation Sovereigns. In addition, Tr®ezlice leased one Airbus A320 from its sister gany
SmartLynx and one B767-300ER from its sister comdaoftleidir-lcelandic.

12.4.3.5 Market and Current Market Position

Travel Service operates both in the Central Européarter market and in the global ACMI market &l as
the Eastern European and Commonwealth of Indepéstates (CIS) VIP corporate jet segment.

12.4.3.6 Recent Changes and Improvements

During the slowdown of the economy in Europe, mafithe main rivals of Travel Service have ceased
operating. This is true both in the low-cost andrédr business.

As a result, gaps have appeared in the market emgITService has been able to successfully exploit
these opportunities. As an example, two aircrafetaeen placed in the Spanish market following the
demise of Futura Airlines, while aircraft are beadged to the Smart Wings fleet following the
bankruptcy of SkyEurope.

This type of organic growth has also extended tiéoneighbouring market of Poland, where a new

operation has been set up to better serve thatemark

12.4.3.7 Future Strategy

The company is focused on achieving internal grawits core markets of charter flights in Europel &1P
flights in the CIS market. It is the opinion of thranagement that the company is well placed toddkantage
of the opportunities created by the recent falémand and the consequently lower lease ratesaafaiand
other elements necessary for the operation.
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13 LITIGATIONS

Icelandair Group has no governmental, legal ortiatidnal proceedings, including any such procegslinhich
are pending or threatened, of which the Group iarawduring the period covering the previous 12 timon
which may have, or have in the recent past hadfiignt effect on the Group and/or the Group’s fiogl

position or profitability.
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14 OPERATING ASSETS

14.1 Aircraft, Buildings and Equipment

The information on aircraft, buildings and equipmare published in accordance with the auditechfire

statements as of 31 December 2009, as no matbaabes have materialised since year end 2009 as is
discussed in what follows. Financial information2hJune 2010 has been reviewed by the auditdreof
Group; all financial information on year-end 20G8tbeen audited.

Item 30. Icelandair Group’s aircraft, buildings and equipitnas of 31 December 2009

Aircrafts Other
(mISK) and flight property and
equipment Buildings equipment Total

Cost

Balance at 31 December 2008..............coceoviiiniiiiniieecn e 38,830 3,443 2,798 45,071

Additions during the year............... 1,941 47 238 2,226

Sales and disposals during the year...........ccccecveiieiiicnieeiic e -1,555 0 -58 -1,613

Exchange rate difference...........cccoeoiiiiiiiciiiicee e 1,162 74 18 1,254

Assets classified as held for sale.............oooeeieiiiiiieeeieeeeeccieeees -8,835 -897 -294 -10,026

Balance at 31 December 2009............ccccceiiiiie wvreeieiiene e 31,543 2,667 2,702 36,912
Depreciation and impairment losses

Balance at 31 December 2008.. 7,043 356 874 8,273

Depreciation for the Year..........coceeiiiiiiiiiee e 4,055 141 415 4,611

Depreciation for the year of discontinued operations.................c.c...... 150 35 43 228

Sales and disposals during the year............ccccccovveiiiniiiiins -1,085 0 -49 -1,134

Exchange rate difference.........c.ccoooeiiieiiiiiinicieeee e 371 4 9 384

Assets classified as held for sale............ooooeeieiiiiiieeeeeeeeeecieeees -2,228 -74 -162 -2,464

Balance at 31 December 2009.........cccccvveeeeies eeeeeeeeeeeee e 8,306 462 1,130 9,898
Net

At 1 January 2009.......cccccueiiiiriiee e e 31,787 3,087 1,924 36,798

At 31 December 2009........cccuiiiiiiieiiieiies e 23,237 2,205 1,572 27,014
Depreciation FatioS.........cooveeieeieeeiee et 5-25% 2-6% 13-33%

No major investments in aircraft or buildings waad®a in 1H 2010 apart from reclassification of tigl®
aircraft amounting to ISK 4.1 billion. There are plans for changes in planned material tangiblediassets,
including leased properties, or changes in any mejoumbrances thereon. The balance of aircraiftibgs

and equipment as of 30 June 2010 was at ISK 30y88idn and is explained in the following table.

Item 31. Aircraft, buildings and equipment—development ia fiist six months of 2010 (mISK)

Balance 1 January 2010 27,014
AdAItIONS 1N TH 2000, ... e eeeeieieie et e et ettt e e e e e e e et b et e e e e et ae b e e et e e ee e e 1,072
Reclassification Of Siglo @IrCIaft.............viiiuiiriii e e e 4,182
(D= o] (ol P-4 o] O U TRPTPT -2,647
EXchange rate differEnCe. ... ... oo e e e e 770
Balance at 30 JUNE 2010, .. ....uiiiitieiiiii et ettt e e et e e et e e et e e e e e e e e e e et eeann e e 30,391

0 SIGLO aircraft comprise three Boeing 757-200 aiftcthat are part of IG Invest ehf. a subsidiaryoefandair Group hf.
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14.2 Buildings

On 30 June 2010, the book value of Icelandair Ghmijglings amounted to ISK 1,796 million and td&dse
obligations amounted to ISK 5,729 million. The msignificant buildings are listed in the table helo

Item 32. Icelandair Group’s material buildings, as of 306J2010

Book Value (mISK)

Hotel Nordica, Sudurlandsbraut 2, REYKJAVIK. ......cc..iiuiiiiiiiiiiii et Leased
Hotel Loftleidir, Reykjavik Airport, REYKJAVIK. .........ccuiiiiiiiiiiieiie ettt Leased
Hotel Hérad, Midvangi 57, EQIISSIAAIN. ........c...iiiiiiie ettt et Leased
Icelandair Sales Office, BOSION, USA.........coiiiiiiiiiii e Leased
Icelandair Sales Office, LONAON, UK..........cooiiiiiiiiieiecie e s Leased
Icelandair Sales Office, Copenhagen, DENMAIK.............cuiiiiii ittt seee e ee e Leased
Icelandair Sales Office, Frankfurt, GEIMANY..........c.uii ittt e et e e e e s sieeeenneeeaas Leased
Maintenance hangar at Keflavik AIMPOI............oiiiiiii et 632
Freight centre at Keflavik @irPOIT.............iii ettt sbb e et e e an e e e sneeeennes 339
Office building at REYKJAVIK AIMPOI. .......co ittt et e et e st e e e sba e e e asbe e e s eabeessnneeeaas 271
Service building at KeflaviK AIMDOIT............oiiiiiiiie ettt 204
Hangar 4 and other buildings at Reykjavik Airport... e ————— 234
Skatuvogur 13A, Reykjavik e 116

10 ] = | PR PSPRRSORPRY 1,796

14.3 Aircraft and Flight Equipment

The total fleet of Icelandair Group’s subsidiaii®84 aircraft. The fleet is listed in the tablédve The table
excludes the aircraft of Bluebird Cargo and SmamiLgs these two companies are classified as desetfor
sale in the consolidated balance sheet on 30 Jut& Mformation on the assets of Bluebird Cargd an
SmartLynx are discussed @hapter 14.5 Operating Assets Held for Sale.

Item 33. Entire fleet of Icelandair Group as of 30 June 2010

Icelease Icelandair Loftleidir

Total Icelandair Icelandair Cargo Icelandic Air Iceland
Boeing 757-200.......c.cieiiiiieeiiieeeiie e e eeaen 21 9 3 5 4
Boeing 757-300.......ccciiiiiiieeiieeeiiie e 1 1
Boeing 767-200..........ceeeriiieeeiieeiii e e e eaaen 4 4
FOKKEr F-50......oeuiiiiiiiiiiiiii e 6 6
Dash 8-100...........uuieiiiiiiiiiieieeeiiii e 2 2
TOtAl .. 34 10 3 5 8 8

On 30 June 2010, the book value of all owned dirarad flight equipment amounted to ISK 26,781 iiil
Total lease obligations relating to aircraft aright equipment were 1SK 31,391 million. No matedhbnges
have occurred in the value of owned aircraft si®@eune 2010, and no material changes have bete aalue
of lease obligations since 30 June 2010.

Icelandair Group hf. | Registration Documerit]]1



[tem 34. Own aircraft as of 30 June 2010

Own Aircraft

1071 = T o - PRSP 4 - B757-200
Icelandair..........cccccoeeveenne 1-B757-300
Air Iceland 6 - Fokker
Air Iceland 2 - Dash
IG Invest/Icelandair 3-757-200
L0 = L USRS 16
ltem 35. Leased aircraft as of 30 June 2010
Leased Aircraft
[T F= T o F= T PP UPPPRPIN 5-B757-200
(o721 F=TgTo F= 1] = T o TSP 5 - B757-200
(0] 11 L= o [T g o= F= g o Lo PP UPRPRPINE 4 - B757-200
(0] 11 L= o [T g o= F= g o Lo PP UPRPRPINE 4 - B767-200
0 7= L2 18

14.4 Other Operating Assets

The combined value of all operating assets, exofyuildings, aircraft and flight equipment amouiot$SK
1,101 million on 30 June 2010.

Item 36. The most significant operating assets as of 30 2008

Book Value (mISK)

Interiors and equipment at Nordica Hilton HOtEl...............oiiiiiiiiiiiiieee e 311
Interiors and equipment at Loftleidir HOTEI............ooiiiiiiiii i 92
Interiors at office building at Reykjavik AirPOIt...........couiiiiiiiiiie et 265
INteriors at KeflaVik AINPOI........uiiii ittt sttt ee bbb e et e e et e beesabeenbeeneeaans 124
Airport equipment at Keflavik AITPOIT. ........oouiiiiiiee ettt ens 211
ANWOTK AN PAINTINGS. ...ttt ettt ettt e e sb e ea bt st et ne e et e e b e e sbeeesbe e e e aneenes 98
B 1o | T O TP PO TR TP PP TPTPO 1,101

14.5 Operating Assets Held for Sale

The following table shows own aircraft owned by &bird Cargo on 30 June 2010, a total of one Boé8¥y
300 and two Boeing 737-400. These three aircrafchassified as assets held for sale in the catetell
balance sheet on 30 June 2010. SmartLynx doesmoany aircraft.

Item 37. Own aircraft held for sale of 30 June 2010

Own Aircraft

][5 o1 (o N 1-B737-300
][0T o 11 (o R PPN 2 - B737-400
0 7= L =20 3
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Bluebird Cargo and SmartLynx together lease 12&irdBluebird Cargo leases 3 Boeing 737-300 dfrenad
one Boeing 737-400 aircraft. SmartLynx leases &48r320 aircraft.

Item 38. Leased aircraft held for sale as of 30 June 2010

Leased Aircraft

BIUBDING. ... e 3 - B737-300
BIUBDING. ... e 1-B737-400
SIMANTLYNIX 1. ettt ettt ettt e ettt e e e e ettt e e e e et e e e e e e nnbeee e e e nnbeeeee e e e aneaeeeeeeaanreeeaaaaanns 8 - Airbus 320
TOUAL H. et ettt e 12

14.6 Major Encumbrances

In some of the loan and financing agreements déickir Group, there are negative covenants whicidc
place impediments to and constraints on the Compamerations and its assets. islandsbanki hasrtaye
on all of the Group’s buildings listed in Item Z#hd different lenders have pledges in all of theupts own
aircraft listed in Item 34. For further informatiaefer toChapter 25.3 Liquidity Risk and Covenants in Loan
Contracts.

In addition to these specific encumbrances, maag Bgreements include claims of no encumbrancesanye
part of present and future assets, no further ahteorrowings, off-balance-sheet funding or guséeas and no
merger, consolidation or joint ventures.

All of these issues need the prior consent of ¢énelér. Further items include prohibition of extdinary
dividends or distributions, share buyback, certa@thods of disposal of material assets and negplidges.
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15 THE GROUP

Icelandair Group is the parent company of thirteelnsidiaries listed in the following table, whiabnaprise the
Group. They are all included in the consolidatedificial statement of the Group as of 30 June ZDii®table
sets forth certain information regarding these glitases as of 30 June 2010. The proportion of aship is the
same as the proportion of voting power held. Fonlers of employees by subsidiary, see the nexttehaphe
subsidiaries in turn own 25 subsidiaries that #irmeluded in the consolidated financial statensent

Brand Name

Legal Name Ownership

ID Number Managing Director
Address Operations

15.1 Continued Operations

Air Iceland

Flugfélag Islands ehf. 100%

530575-0209
Reykjavik Airport, 101 Reykjavik, Iceland.

Iceland Travel

Iceland Travel ehf.

410791-1379

Skutuvogur 13a, 104 Reykjavik, Iceland.

Icelandair

Icelandair ehf.

461202-3490

Reykjavik Airport, 101 Reykjavik, Iceland.

Icelandair Cargo

Flugleidir-Frakt ehf.

471299-2359

Brautarholt 10-14, 105 Reykjavik, Iceland.

Icelandair Ground Services (IGS)
Flugthjonustan Keflavikurflugvelli ehf.
551200-3530

Keflavik Airport, 235 Reykjanesbeer, Iceland.

Icelandair Hotels
Flugleidahétel ehf.
621297-6949

Reykjavik Airport, 101 Reykjavik, Iceland.

Icelandair Shared Services
Fjarvakur-fiarmalathjonusta ehf.
521202-2620

Reykjavik Airport, 101 Reykjavik, Iceland.

Arni Gunnarsson
Schediildomestic carrier, sells flights to the Faeroe
Islands and operates scheduled flights to Greenland

100%
Helgi Eysteinsson
Tour opmraénd travel agency in incoming and
outgoing tourism.

100%
Birkir H6lm Gudnason
Inteti@nal full-service airline with hub in Iceland.

100%
Gunnar Mar Sigurfinnsson
Logisticompany, leasing and outsourcing space,
handling and sales.

100%
Gunnar Olsen
Groumahdling for airlines and passengers at Keflavik
Airport.

100%
Magnea Thérey Hjalmarsdéttir

Marketsnd operates two hotel chains and a flagship
Hilton hotel.

100%
Magnus Kr. Ingason

Handldge accounting, reporting and salary processing
for companies within Icelandair Group and also msffe
services to third parties.
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Icelease
Icelease ehf.
670505-0140

Reykjavik Airport, 101 Reykjavik, Iceland.

IG Invest
IG Invest ehf.
490905-0730

Reykjavik Airport, 101 Reykjavik, Iceland.

Loftleidir-Icelandic
Loftleidir-Icelandic ehf.
571201-4960

Reykjavik Airport, 101 Reykjavik, Iceland.

Icecap™

Icecap Insurance PCC Limited
670309-9910

Heritage Hall, Le Marchant Street,
St Peter Port, Guernsey,

Channel Islands GY1 4HY.

15.2 Discontinued Operations

SmartLynx

SmartLynx Airlines SIA
40003056133

Mazrudas, Marupe settlement
Riga District, LV-2167, Latvia.

Bluebird Cargo

Blafugl ehf.

460899-2229

Lynghals 4, 110 Reykjavik, Iceland.

100%
Kéri Karason

Buyingelling and leasing aircraft. Arrangement of
aircraft trading transactions.

100%
Kéri Kérason

Buyingelling and leasing aircraft. Arrangement of
aircraft trading transactions.

100%
Gudni Hreinsson
Capacipyovider for the international airline and tour
operator industry.

100%
Managed by Heritage Insurance Management.
To insure certak of Icelandair Group.

100%
Omar Benediktsson
Operates under atvian AOC with a fleet of eight
Airbus 320-200 and two Boeing 767-300.

100%
Skali Skalason

Transportatiaervice provider, fleet of freighter
aircraft, air cargo sales agency.

Furthermore, on 30 June 2010, the Group held a 30%re in Travel Service, but the company is not a

subsidiary of Icelandair Group.

Travel Service
Travel Service A.S

K letiSti 1068/30, 160 08 Praha 6, Czech Republic.

30%

Roman Vik

Operates charter flights to and from Prague and
Budapest and also owns and operates the low cost
airline Smart Wings.

1 |ICECAP insurance PCC Limited is owned by Icelan@bup and was formed in 2001 to facilitate theemwriting of part of the
Group'’s insurances. They include Hull Deductiblerious insurances for flight crew and managemenpleyer’s liability and travel
agency bonds. The ICECAP insurance is managed htage Insurance Management Ltd. in Guernsey.
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16 EMPLOYEES

16.1 Number of Employees

The Company believes that one of its principalrgjths lies in its employees. Its operations reqaivéde range
of knowledge and specialised personnel within auiettechnology, international marketing, financel an
management. The average positions for the fullyy2807-09 and the first six months of 2010 aregutes!
below.

In the year 2009, a significant reduction was madbe number of employees within the Group. Redunoetes
were made to meet the changed market conditionscaliodver costs going forward. Icelandair and 1@8uced
the number of their employees by 15% and 25% réisiedg and other subsidiaries reduced their nunadfer
employees significantly as is depicted in the tddgow. It must be noted that SmartLynx and Tr&eaivice
increased the number of employees significantlynf@D08 to 2009, mainly through hiring new cabinixcre
members. Both companies, SmartLynx and Travel 8epare categorised as discontinued operationarend
shown in a separate table later in this chapter.

Item 39. Average number of employees — Continuing Operations

2007 2008 2009 1H 2010

L0 = o PSPPI 1,464 1,368 1,163 1,150
L S 601 530 400 382
(1] = g To Eo T O 1o o SOOI PPPPP PR 67 58 52 40
1CEIANMAIT HOTEIS. ...ttt e et e e e e e 276 289 249 290
ICEIANG TFAVELL ...ttt ettt e e et e e et e e e e e 92 101 99 99
[0 14 [T o 1 [oT=] =T o oS TTUPTPRN 9 9 10 11
Y (o1 - Ty o PSP PPPPTI 316 306 259 250
Icelandair SHArEA SEIVICES........uuiiiiiiiiie ettt et e e ettt e e e e aat e e e e eeaaanas 102 97 95 95
1CEIANDAIT GFOUP. ...ttt e e e e e et et e et e 15 15 15 15
BIUEBBIIG. ...ttt e e e e e et e e e e e e e et e e e e e e e ett e e e e e raas 66 75 70 67
TOML. oo eeeee oo ee oo ee e e e et T 3007 2848 2412 2399

Item 40. Average number of temporary employees — Continuipgr&ions

2007 2008 2009 1H 2010
Average number of tempPOrary EMPIOYEES. ........oviiiiiiiiieiiiiiie et 274 287 261 192

The vast majority of the Group’s employees are thasdéceland, representing around 92% of the Greup’
employees. Outside of Iceland, the largest grougngfloyees are based in North America and Scanidinav

Item 41. Geographic breakdown of the average number of erapbb— Continuing Operations

2007 2008 2009 1H 2010

ICRIANG .o ee e eeeee e et e e eeee e e e e ee et eeee e et et ee et e e et 2,785 2,642 2,233 2,205
NI .ottt e et e oo e e ettt e et e et 222 206 180 194
TOMAL. v eeeeeeeee oo e et e e e e ee et e e oot ettt ettt ettt et et et e et e ee et ee e T 30077 2,848 2412 2,399

The largest share of the Group’s employees congpgsaund crew accounting respectively for 52% efttital
number of employees in the first six months of 2010
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Item 42. Average number of employees by function — Contigu@perations

2007 2008 2009 1H 2010

L1 TP PPURRTINN 414 385 280 279
(O ol (PP P PP OPPPPTTTPTPTPIN 476 404 364 283
[T (o]0 Lo I o (=TT 1,455 1,436 1,184 1,263
SalES AN MATKELING. .. cteeetie ettt e e et e e et e 213 226 225 231
AdMINIStration and OthET............uiiiiii e 448 395 359 343
B TSSO — T 3,007 2846 2412 2399

Item 43. Average number of employees — Discontinued Operatio

2007 2008 2009 1H 2010

SIMAMLYNIX e+ eveveeeeeeeeee e eees e s seeeeeteseeeseeseeeeeeeeeseeeeseeeeseseeeeeees et sesteseeee et er et eeereeeereere 137 187 165 139
TIRAVEl SEBIVICE. ....uiiit e e ettt 545 673 661 664
Total T 682" 860" 826 803

The employees of SmartLynx and Travel Service amgely based in the Czech Republic (Travel Senaoel)
Latvia (SmartLynx).

Icelandair ehf. plans to increase its flight opiera by 17% in 2011 and expects that the incredtereate
around 200 new jobs in Icelandair ehf. For furtildormation about new destination and the incréase
Icelandair ehf. flight operations refer @hapter 10.2 Developments in the Global and Lodding Markets and
the Economy.

16.1.1 Arrangement for involving the employees in the capal of the Company
At the date of this Registration Document Icelan@aioup has no arrangements in place for involvimg
employees of the Company in the capital of the Camygp

Following the publication of this Registration Dagent, employees of the Company and shareholderbavil
offered the opportunity to subscribe to new sharébe Company. The plan is to offer shares foominal
value of ISK 1,000,000,000 to employees and shadehmofor a purchase price of ISK 2.5 per share.
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17 INVESTMENTS

17.1 Introduction

The investments of Icelandair Group are mainlyiiaraft, flight equipment and aircraft engines. Yiaee
presented at cost less accumulated depreciatiomgradrment loss. When aircraft are acquired, theipase
price is divided between the aircraft itself angiers. Aircraft are depreciated over the estimataful life of
the relevant aircraft until a residual value is nigtgines are depreciated according to flown cydsen an
engine is overhauled, the cost of the overhauhstalised and the remainder of the cost of theipus
overhaul that has not already been depreciatethyifis expensed in full.

Item 44. Total investments of Icelandair Group full year®2609 and 1H 2010 (mISK)

10,000
Other Operating Assets
1,646
8,000 ——
1,875
6,000 —
4,000 —— 7571 - 3,635
6,033
2,000 +——— ] ——————— — 1,091
2,287
1,444
0 T T T )
2007 2008 2009 1H 2010

The principal investments of 2007-10 have beemfiad with the cash flow of the Group.

The following tables show all material investmentthin the Group in each of the years 2007-09 aeditst
six months of 2010, total amount invested and peage of the total capital expenditure for each.yea

17.2 Acquisitions

Between 2007 and 2010, Icelandair Group made ofj@r mequisition when Icelandair Group acquired Blav
Service. The following table shows the timeline anabunts regarding the transactions. The acquisitias
funded internally from the Group’s cash flows.

Item 45. Acquisition of Travel Service

Date of transaction Action Holding Price (mISK)
@ o1 (o] o 1Y 2 0O TR Buy 50.0% 960
LADET 2008 eee e ee e e e e see e Buy 30.1% 1,153
30 DeCemMDEr 2008.......cco ittt ettt Sell -14.0% -160
B0 JUNE 2009....ceiieeiietee ettt ettt b bbb e b e et b et Dilution -16.0% 0

30 NOVEMDET 2009ttt e s Sell -20.1% =277
TOMAL ettt ettt ettt e aereer ettt e b eneereasetatennane 30.0% 1,676

On 30 June 2010, the remaining 30% share in TiS&rlice was classified as an asset held for sdtesin
consolidated balance sheet of Icelandair Group.
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17.3 Acquisitions of Other Assets Held for Sale

The following table shows when transactions retatmBluebird Cargo were executed. Bluebird Cargs w
categorised as an asset held for sale in the ddasad balance sheet of Icelandair Group on 30 206 and
the Group held a 100% share of the Company on 86 2010.

Item 46. Acquisition of Bluebird Cargo

Date of transaction Action Holding Price (mISK)
17 AUQUST 20050ttt st et e ee e s bt nnen Buy 100% 4,129
L L= | 4,129

The table below shows when transactions relatirgnmartLynx were executed. SmartLynx is categoraedn
asset held for sale in the consolidated balancet stiécelandair Group on 30 June 2010 and the Ghald a
100% share in the Company on 30 June 2010.

Item 47. Acquisition of SmartLynx

Date of transaction Action Holding Price (mISK)
L JUNE 2006......cuceiimieeiineeetriseie st Buy 100% 960
24 Sept 2007.... Buy Final payment 88
Lo €= IO OO SO STS TS R T TPTTORROO 1,048

A binding agreement to sell Bluebird Cargo, TraSetvice and the economic benefits of IG Invesgftotal
value of ISK 7.6 billion and SmartLynx for ISK 1n®) was signed on 12 August 2010 as part of tlanéial
restructuring of Icelandair Group as explaine€iapter 17.7 Divestmenbglow. However, the documentation
process of the financial restructuring was not dathed and contracts signed until on 21 October 2010

For further information please s€hapter 27.5 Asset Divestments and Financial Treatrof Divested Assets

17.4 Current Investments

In the first half of 2010, total acquisition of opéing assets amounted to ISK 1.1 billion and tote¢stments
amounted to ISK 2.5 billion.

Item 48. Investments of Icelandair Group in the first sixntits of the Year 2010

Year Investment ISK millions % of capex
2010 1H (NS TS 0= L= o= Lt 7 PR 160 7%
2010 1H Seats and entertaiNnmMeNt SYSLEMS.......... ceeeacceeiiiieie et e e 135 6%
2010 1H Engine overhaul - OWN @irCraft......... ..o coeeeiiiiiiiiei et 437 19%
2010 1H (0] 10 1=T g [ oo = U SU PP PPR PP 245 22%
2010 1H (@] 10 =T g L) Eolo] = TP UP PR 114 10%
2010 1H Total acquisition Of OPErating ASSEtS.........ccuavririiieiiieiee et 1,091 100%
2010 1H Acquisition of long-term cost (engine leased) IG€0.........cccccvveveeeiiieeciee e 1,396

2010 1H Acquisition of intangible assets IG COre........cccccivvveiiieeeiiee e eee e 48

2010 1H L0 = PP P PP PP PP PP PP PPPPRPPN 2,535

The single largest contributing factor is the asdigin of long-term costs relating to IcelandaioGp’s leased
engines. It is important to note that acquisitiohibng-term costs and of intangible assets areatsgorised as
capital expenditure (CAPEX) since provision hasadly been made for the payments in the P&L statemen
expensed as aircraft maintenance.
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17.5 Historical Investments

Total investments in 2009 amounted to ISK 5.9 dmillof which CAPEX amounted to ISK 2.3 billion. Engi
overhauls amounted to ISK 840 million, representimgund 37% of total CAPEX in 2009, and refurbishie
aircraft seats and the instalment of new entertaimtraystems in Icelandair ehf. aircraft amountel$t6 383
million.

The CAPEX in 2008 and 2009 was unusually high dderg-term investments that were made in refuibgsh
the seats and entertainment systems and the at&talbf winglets in the fleet of Icelandair ehh&total one-
off investment in 2008 and 2009 due to seats atettaimment systems amounted to ISK 613 milliod EBK
383 million respectively.

Item 49. Investments of Icelandair Group in the year 2009

Year Investment ISK millions % of capex
2009 ITS - SPAIE PAIS...cieiiiiieieiee et e e e e e e e e e e e e e s s e nnmnr e e e e e et e e e aeaaeeaananas 399 17%
2009 Seats and entertainmeENt SYSIEMS..........ceeeeceriier e ee e e e 383 17%
2009 Engine overhaul - OWN @irCrafl.............uuceccciiiiiic e 840 37%
2009 (©1 =T g [ C 3 o = T UUPOTRPPROTIN 242 11%
2009 OtNEI — NMON-COTE..... ittt ettt ettt et e et esmeesaneee e, 324 14%
2009 Ground handling EQUIPIMENT..............eiii i e ee e e e e e 99 4%
2009 Total acquisition Of OPErating ASSELS...........ceeeeieiiiiiiieeeiiiiieeeeiicieeeeesesieeeeeeeaeaeaaans 2,287 100%
2009 Acquisition of long-term cost (engine leased) IGEOr............cccoceeeeeiiiiieeiee e 3.025

2009 Acquisition of long-term cost (engine leased) N@TEC..............cccooiiieeeeeriiiiieeen e 18

2009 Acquisition of intangible assets IG COre......cccueeiiiiiiiiiiiiee e 86

2009 Acquisition of intangible assets NON COre....ccco..viieiiiiiiiiieieiiee e 6

2009 10 L 5,922

Acquisition of long-term costs associated with &ghengines amounted to ISK 3,543 million of whishgd-term
costs associated with the core business of Iceia@daup amounted to ISK 3 billion.

Total investments in 2008 amounted to ISK 7.9dnilland were largely attributable to CAPEX investtaen
Other investments accounted for 39% of capital rdjtere, amounting to ISK 2.3 billion in 2008. Othe
investments mainly stem from investments made bsr8mynx, Travel Service and Bluebird Cargo and were
unusually high in 2008, largely attributable tepaid aircraft acquisitions of aircraft for Tra&s#rvice.

As in previous years, engine overhauls were thgektrsingle factor, amounting to ISK 1.6 billioguealling
around 27% of all CAPEX investments in 2008.
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Item 50. Investments of Icelandair Group in the year 2008

Year Investment ISK millions % of capex
2008 ITS - SPAIE PAIMS...iiiiiiiieiei e cemmmme e e e e e e e e e e s e e e s s s s e aae e e e teasaeaaeeaeenananas 439 7%
2008 Seats and entertainmENt SYSIEMS........o.ceeeeceiiiee s ee e e e e 613 10%
2008 Engine overhaul - OWN @irCrafl.............uucecciiiiii e 1,619 27%
2008 (01a 1T e [ Tolo ] £ J S TP P TP TP PRI 920 15%
2008 101 =T [0 £ 1N\ o] o [Tox= VPPV PTPRPR 31 1%
2008 OLNEI = NMON COTE...ceiiiii ittt sre e e bbb e e seneeas 2,342 39%
2008 INEriors at KEF @IMPOIt........ccciiiiiiiiie s it ee et e e raane e e s e e e e s eanaaee s 13 0%
2008 Ground handling EQUIPIMENT............uvuii i et e e e e e et e e s eeaaae e e e e saseeesesaaeeeaeaans 56 1%
2008 Total acquisition of operating assets 6,033 100%
2008 Acquisition of long-term cost (engine leased) IGEOr............ccccceeeeviiiiieeieiiiiiieeee 1,667

2008 Acquisition of long-term cost (engine leased) NQITE..........ccceeeevvvvveeeeeiciiieneeenn, 43

2008 Acquisition of intangible assets IG COre......cccueeiiiiiiiiiiiiie e 132

2008 Acquisition of intangible assets N@DIE............ccceviuiiieeieiiieiie e ea e eiaeeas 33

2008 Lo T — e, 7,908

Total investments in 2007 amounted to ISK 9.2 dmillof which acquisition of operating assets acoedifior
ISK 7.5 billion. Engine overhauls for the core a@mns of the Group accounted for 13% of the CAREX
2007, while other investments and prepaid airaedfuisitions related to SmartLynx, Travel Serviod a
Bluebird Cargo accounted for 19% of Capex.

Item 51. Investments of Icelandair Group in the year 2007

Year Investment ISK millions % of capex
2007 ITS - SPAIE PAIMS...iiiiiiiieieie i cemmmme bt e e e e e e e e s e e e s s s s raaare e e eeaaaeaeaeaeenananns 586 8%
2007 [l =T (o - PR P PP RPPPPPPP 832 11%
2007 Seats and entertainmeNnt SYSIEMS......... .. ceeeeieiei e e e 622 8%
2007 Engine overhaul - OWN @irCrafl..............uooo e 1,008 13%
2007 (01 01T e [ oo ] =PRSS 947 13%
2007 L1 T aTo 3= 11\ o] o [Tt U 72 1%
2007 (@)1 01T Gl (6] 0 c o] (=TT 1,428 19%
2007 e ST 1] (] - S 707 9%
2007 [ O U] (o - TP 1,179 16%
2007 INtEriors at KEF @IMPOIL........cooi ittt ren e e e e e as 125 2%
2007 Ground handling equipment................ 65 1%
2007 Total acquisition of operating assets 7,571 100%
2007 Acquisition of long-term cost (engine leased) IGEOr............cccoceeeeiiiiieeieiiiiiieeee 1,227

2007 Acquisition of long-term cost (engine leased) NQITE...........cceeeevvvvveeeeeiciieeeeenn, 0

2007 Acquisition of intangible assets IG COre......cccueeuiiiiiiiiiiiiie e 389

2007 Acquisition of intangible assets N@DIE..............ccovvviieieeiiiiireee st a e eeiveeas 30

2007 TOMAL. .ttt ettt ekt ee e ettt e ekt e e ettt e e e e nnee s 9,217

The investments in FIS, FIT and FIC aircraft amednib 36% of CAPEX in 2007. The aircraft were aoegi
from their lessors and sold for a profit within theeme year as is depicted in the following table.
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Item 52. Sold aircraft in the year 2007

Year Selling price (mISK) Profit (mISK)
FIS = AIFCIAMt......ceic e 2007 944 246
FIC - AIFCIaft. ... 2007 1,701 574
FIT = AIFCTA .ottt 2007 1,124 301
1 LSRR 3,769 1,121

17.6 Future Investments

The company plans to complete the refurbishmeitedéndair ehf.’s aircraft in 2010. The companyl fiflance
theses investments with internally generated fuNdsother material investments are planned.

The Group has an agreement with Boeing regardiagtinchase of four Boeing 787-Dreamliner aircrafbé
delivered in the years 2012—14. In note 46 to thresolidated financial statement of Icelandair Gréarghe
year 20009, it is stated that the Group has an aggaewith Boeing regarding the purchase of two Bgé&i37-
800 aircraft to be delivered in 2010. These twoiBgaircraft were for the use of Travel Service angl
therefore no longer commitments for future investtador Icelandair Group. The same applies to ooeirigy
787-Dreamliner which Travel Service had on ordet igrtherefore no longer a commitment for Icelandai
Group.

17.7 Divestments

As a part of the binding agreement on the finamastructuring of Icelandair Group signed on 12 #stg?010,
the Group divested its shareholding in SmartLymavEl Service, Bluebird Cargo along with the ecoimom
benefits of IG Invest. However, the documentatioocpss was not concluded and contracts signedamgil
October 2010. Detailed information on the divestatities and the financial restructuring can bentbin
Chapter 27 FINANCIAL RESTRUCTURING OF ICELANDAIRJEMR.

The asset divestment is based on the followingraptans:

Vindabudir ehf. ID No. 680807-2560, a company fulyned by the Resolution Committee of Glitnir
Bank, will directly acquire 100% of the share capdf SmartLynx for ISK 1 (one) as SmartLynx has
no value. Icelandair Group will continue to guassnSmartLynx operational leasing obligations.

The Resolution Committee of Glitnir Bank and islabanki incorporated an SPV, a special purpose
vehicle, (hereinafter “SPW ehf.”) which will acqeiffravel Service and Bluebird Cargo from Icelandair
Group. A binding agreement on the divestment ardrtborporation of SPW ehf. was signed on 12
August 2010. However, the documentation processnwaisoncluded and contracts signed until on 21
October 2010. The contract has reservations aid &#. will not take control of the divested
companies until these reservations have beenlédfiFor an overview of the reservations refer to
Chapter 27.2 Overview of the Financial Restructgrin

Icelandair Group will continue to own and managdn@est, but it will be controlled by SPW ehf.
However, Icelandair Group has made an agreemehtS#W ehf., which will receive economic
benefits from IG Invest. The total proceeds tododhir Group from the sale of Bluebird Cargo, Ttave
Service, and the economic benefits of IG InveSRW ehf. amount to ISK 7.6 billion. The ISK 7.6
billion in proceeds contributes to reducing thetdgflicelandair Group by ISK 7.6 billion. Thererie

cash contribution involved in the asset divestment.
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If SPW ehf. receives more than ISK 7.6 billionaiidition to interest amounting to REIBOR + 3%,
from its assets when it sells them before Septe@®&b (Travel Service, Bluebird Cargo and the
economic benefits from IG Invest), Icelandair Grauifp receive 50% of any potential yield that is
higher than ISK 7.6 billion. On the other handSHW ehf. receives a lower amount than ISK 4.0
billion before September 2015 from the sale (ofvE€t&ervice, Bluebird Cargo and the economic
benefits from IG Invest), Icelandair Group must |E8W ehf. ISK 0.5 billion. The contracts state that
if SPW ehf. has not sold its assets before Septeftkib, the banks can extend the period until
September 2017.

For further information on the asset divestmerferreo Chapter 27.5 Asset Divestments and Financial
Treatment of Divested Assets.

For further information on the balance sheet e$fect the consolidated balance sheet of Icelandaings
regarding the divestment, refer@apter 27.2 Pro Forma Balance Sheet.

Notice is drawn to the fact that the financial ditahis sub-chapter is not extracted from the és'suaudited

financial statements. The data in this chaptemsudited and based on management calculationsedefiom
negotiations with the creditors of the Group.
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18 PROFIT FORECAST

On 30 April 2010, the Group announced in its ingegtresentation for Q4 2009 and its annual re$oit2009
that the EBITDA projection for the year 2010 wasreated to amount to ISK 7.6 billiofi.

Q4 2009 Investor Presentation and Company Annouenestated the following:

+ The Group projects the EBITDA for 2010 to be 1S Billion.

+ The 2010 results will largely depend on the sudoéssmpletion of the financial restructuring okth
Group.

+ The effects of the volcanic eruption remain to éersand have not yet changed the overall EBITDA
goals for 2010.

On 13 August 2010, the Group made public its secpradter and half-year results for the year 2710.a press
release made public the Group announced:

+ “The volcanic activity in Eyjafjallajokull had a gere impact on operations, as the Company reported
earlier. In our assessment, the negative impattteoflight restrictions amounted to approximateKI
1.5 billion. In our opinion the Company’s staff sted extraordinary flexibility and nerve, which iedt
illustrated by the EBITDA from continuing operat®im the first half of the year, which exceeded the
budget in spite of the impact of the volcanic eiuptAs a result, the decision has been made to
increase the EBITDA forecast for the year from IBR billion to ISK 8.5 billion in 2010, which

corresponds to a 12% increase from the previoudyighed forecast. ”

Furthermore, it was stated in the press releade tha

+ “Despite difficult external conditions, the Compé&niotal income increased in the first half of trear
in excess of added capacity. The improved operatidhe Company is reflected in increased EBITDA
in the first half of the year by ISK 862 millionh& EBITDA ratio was 6.1%, as compared to 4.4% in

the first six months of last year.”

The EBITDA projection for the year 2010 was revisgavards from ISK 7.6 billion to ISK 8.5 billion af the
publication of the second quarter and half-yeanltedor the year 2010.

On 21 October 2010 the Company revised its profiedast again and made public a press releasathahg
other, stated:

+ “The operations of Icelandair Group have been stthis year and the company has outperformed its
original financial forecast for the year. To refléitat, Icelandair Group has revised its EBITDA

forecast for the year from ISK 8.5 billion to 9.8ibn for the full year. “

Therefore the current EBITDA projection for the y2810 has been revised upwards from ISK 8.5 to 93K
billion for the full year.

52 See https://newsclient.omxgroup.com/cdsPublic/Bimelosure.action?disclosureld=399884&messageld4@31
%3 See https://newsclient.omxgroup.com/cdsPublic/Gimslosure.action?disclosureld=413731&messageld3489
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18.1 Basis of the Profit Forecast

Budgets for the year 2010 were prepared at theoétite year 2009. The budget process is basedose cb-
operation between individual subsidiaries and th@agement of the Group. Each subsidiary submitsats
budget proposal before year end 2009 for the buglmt2010. The management of each subsidiary litases
forecast on the value of external variables (thenrpenciple assumptions are: jet fuel price depetent,
exchange rates, interest rates, inflation rates) st forth by the Group management team andmeskagement
experts.

However, the management of each subsidiary hastdiomtrol of other variables. The principle asstions are
changes in supply of its products, individual pricof products and availability of services rendere

The budget for each subsidiary is presented t®td#rd of Directors of the subsidiary in questiondpproval.
Furthermore, the budget is presented by the managesih the subsidiaries to the Group management for
approval and finally for the approval of the BoafdDirectors of the Group.

The budget process is based on a synchronised dubtiyfy as every subsidiary puts its budget forvaral
standardised manner. This means that the budgetfidr subsidiary can easily be compared on a sibalsis to
the budgets of other subsidiaries.

The following table depicts the basis of the cucseforecast used for the profit estimate of theuprin the year
2010. Currency fluctuations are beyond the comfohanagement and are based on general marketaksea

Item 53. Currency forecast for budget purposes. The indewsltbe exchange rate index.

Apr-10 May-10  Jun-10 Jul-10 Aug-10 Sep -10

UsD 124.83  124.83 124.83 122.06 122.06 122.06 122.06 122.06 122.06 122.06 122.06 122.06 122.75
EUR 17477 17477  174.77 170.88 170.88 170.88 170.88 170.88 170.88 170.88 170.88 170.88 171.85
GBP 198.88  198.88  198.88 194.46 194.46 194.46 194.46 194.46 194.46 194.46 194.46 194.46 195.56
NOK 20.39 20.39 20.39 19.93 19.93 19.93 19.93 19.93 19.93 19.93 19.93 19.93 20.05
SEK 17.29 17.29 17.29 16.91 16.91 16.91 16.91 16.91 16.91 16.91 16.91 16.91 17.00
DKK 23.49 23.49 23.49 22.97 22.97 22.97 22.97 22.97 22.97 22.97 22.97 22.97 23.10
CHF 115.37  115.37 11537 112.81 112.81 112.81 112.81 112.81 112.81 112.81 112.81 112.81 113.45
CAD 112.00 112.00 112.00 109.51 109.51 109.51 109.51 109.51 109.51 109.51 109.51 109.51 110.13
JPY 1.30 1.30 1.30 1.27 1.27 1.27 1.27 1.27 1.27 1.27 1.27 1.27 1.28
CzK 7.20 7.20 7.20 7.04 7.04 7.04 7.04 7.04 7.04 7.04 7.04 7.04 7.08
LVL 248.67  248.67  248.67 243.14 243.14 243.14 243.14 243.14 243.14 243.14 243.14 243.14 244.53
Index 225 220 220 220 221.25
EUR/USD 1.40 1.40 1.40 1.40 1.40 1.40 1.40 1.40 1.40 1.40 1.40 1401 1.40
GBP/USD 1.59 1.59 1.59 1.59 1.59 1.59 1.59 1.59 1.59 1.59 1.59 1.59] 1.59
GBP/EUR 114 114 114 114 114 1.14 1.14 1.14 1.14 1.14 1.14 114 1.14
USD/CZK 17.35 17.35 17.35 17.35 17.35 17.35 17.35 17.35 17.35 17.35 17.35 17.35| 17.35

Likewise, interest rate levels and the inflatioterare beyond the control of management.

Item 54. Interest rate and inflation forecast for budgetposes

LV/WI  NVT/CPI USD EUR GBP ISK SEK CHF CAD JPY
2010 3.5 5.5 1.1850 1.4100 1.4341 7.0000 1.3025 0.7075 1.3892 0.7063
2011 2.9 1.2875 1.6790 1.9597 6.5000 1.6475 0.7825 1.3360 0.5638
2012 1.9280 2.2990 2.7350 6.5000 2.4280 1.1090 1.9950 0.6260
2013 2.4115 2.6090 3.1915 6.5000 2.8090 1.4140 2.4210 0.7250
2014 2.7785 2.8460 3.4865 6.5000 3.0620 1.6800 2.7415 0.8390

It must be stressed that different factors carcaffee operations of Group subsidiaries. Howevard are
several factors that impact all subsidiaries; thegiple assumptions are interest rate levels hedrtflation rate.
All subsidiaries use the same levels for thesefactind they are highlighted in the tables above.

18.2 Management and Auditors statement

The management of the Group and the Board of Qire@onfirm that the profit forecast made publiclén
August 2010 and the revised forecast which was mabéc on 21 October 2010, are correct at the daissue
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of this Registration Document. The profit forecasts prepared in accordance with the Company’s atitay
policies and on a basis comparable with those stttk consolidated financial statements of the @Gamy for
the financial years ended 31 December 2007, 20026a609.

An auditor’s report confirming that the profit fa@st has been properly compiled on the basis sta@dhat the
basis of accounting used for the profit forecasbissistent with the accounting policies of Icel@indroup is
available inChapter 3.2 Statutory Auditor’s Statement.
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19 ADMINISTRATIVE MANAGEMENT, SUPERVISORY BODIES AND S ENIOR
MANAGEMENT

19.1 Board of Directors

The Group’s Board of Directors consists of five nbems, each of whom is elected at the Annual General
Meeting for a term of one year. There are threeeResBoard members. The Board of Directors of the
Company has supreme authority in the Company’srgéaéairs between Shareholders Meetings and
endeavours to keep its organisation and operatior®urse. The Company’s Board of Directors directs
company affairs and sets its objective and futis®m, dealing with the annual budgets and compaggals
presented by the CEO and the strategy to be takexath them. The Board of Directors is expectezhgure
that the Company’s strategy is in accordance usthision and overall goals. The Company’s Board of
Directors ensures the sufficient supervision ofabeounting and handling of the Company’s funds.

The Board of Directors takes decisions on all mattieat are deemed extraordinary or significane Bbard of
Directors may grant the CEO the authority to resauch issues. The CEO may also execute such mitter
there is no opportunity to wait for the Board ofé&itor’s approval without this resulting in a seso
disadvantage for the operations of the Companguth instances, the CEO is to report promptly ¢o th
Chairman of the Board of Directors. Only the CompaiBoard of Directors can grant power of procurati

The Board of Directors appoints the Company’s CE® @ecides on the terms of his or her employment or
entrusts the Chairman of the Board of Director$whis task.

The working procedures of the Board of Directoedesthat Board Members are to familiarise themselviéh
the provisions of law, the Company’s Articles ofs@siation, general securities regulations and sgguis on
the handling of inside information and insider trad

A shareholders’ meeting was held on 15 Septemb#0.28 new Board of Directors was elected during the
meeting. A proposal for a vote of no confidencatanauditing firm was withdrawn. The Company madblic
the following announcement on 15 September:

“The following have been elected to the Board oé®aors of Icelandair Group:
Audur Finnbogadéttir, ID No.: 200767 3739

No. of votes: 466,559,586

Finnbogi Jonsson, ID No.: 180150-2429

No. of votes: 466,559,586

Katrin Olga J6hannesdéttir, ID No.: 010862-7369
No. of votes: 466,542,492

Sigurdur Helgason, ID No.: 010546-2069

No. of votes: 466,709,586

Ulfar Steindérsson, ID No.: 030756-2829

No. of votes: 597,754,244

Alternate Board members, chosen without election:
Herdis Drofn Fjeldsted, ID No.: 210971-4329
Magnus Magnusson, ID No.: 160965-4799

Vilborg Lofts, ID No.: 121256-3129

The Board of Directors has met and chosen Siguktklgason as Chairman of the
Board and Finnbogi Jonsson as Deputy Chairrhian.
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19.1.1 Members of the Board of Directors:

Sigurdur Helgason

o

o

Born 1946.

Chairman of the Board of Directors since August200

Business addresstcelandair Group Head Office, Reykjavik Airpatf)1 Reykjavik, Iceland.
Former assignments/positionsMr Helgason has had various positions within Flidite
Group (currently known as Icelandair Group). He Wagctor of Cash Management (1974—
80), Senior Vice President of Finance (1980-83)deariMlanager for The Americas (1983—
85) and President & CEO of Flugleidir/FL-Group/kmetlair ehf. (1985-2005). He was also a
member of the IATA board of Governors (2004-05).

Principal education: Cand.oceon degree from the University of Icelan8Arom the
University of North Carolina, Chapel Hill.

Previous assignments/positions in the past five yea
= Member of the Boardf Caldris ehf. (2010).

= Chairmanof the Icelandic International Development AgeQ&GEIDA) (2008).

Current assignments/positions:
= Member of the Board dfinnair Plc.

= Chairman of the Boardf Skildingur ehf., Icelandair Special Children’s Eund
Einar Jonsson Art Museum.

Own holding of shares:1,000 shares.
Holdings of financially related parties None.
Call or put options: None.

Additional information: Mr Helgason is a representative on the Board oédors on behalf
of Islandsbanki.

Audur Finnbogadéttir

(0]

(0]

Born 1967.

Member of the Board of Directors since Septembd020

Business addressSméraflot 28, 210 Gardabeer, Iceland.

Former assignments/positionsMs Finnbogadoéttir was CEO of MP Bank hf. (1999-GB),
Member of the Board of the Fulbright Institute (R803), Deputy Member of the Board of the
Icelandic Financial Service Association (2000—-03) &P Bank hf. (2000-03).

Principal education: MBA from Reykjavik University, BSc in internationblsiness from the
University of Colorado at Boulder.

Previous assignments/positions in the past five yea

=  Member of the Boardf Arion Bank (2009), Landsnet (2009) and RUV ohD1@).
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= Chairmanof the Board oNordlenska Matarbordid ehf. (2010).

= CEO of the Employees of Képavogur Pension Fund @01

o Current assignments/positions:
= CEO ofA Verdbréf hf.
=  Member of the Board oA Verdbréf hf. and The Enterprise Investment Fund

o0 Own holding of shares:None.

o Holdings of financially related parties Ms Finnbogadottir is a Member of the Board of
Directors for The Enterprise Investment Fund whiak entered into a binding agreement with
Icelandair Group regarding a subscription of 1Ikdm New Shares in the Company at the
price of ISK 2.5, for a total consideration of ISkbillion in cash.

o Call or put options: None.

o Additional information: None.

Finnbogi Jonsson
0o Born 1950.
0 Member of the Board since September 2010.
o Business addresstagmuli 9, ' floor, 108 Reykjavik, Iceland.
o Former assignments/positions:

= CEOOof Idnthréunarfélag Eyjafjardar hf. (1982-86),dailvinnslan hf. (1986-99) and
Islenskar sjavarafurdir hf. (1999-2000).

= Chairman of the Board dteland Seafood Corporation, Virgina, USA (19992))
Gelmer-Iceland Seafood in France (1999-2000), lekBeafood Ltd, United
Kingdom (1999-2000), Iceland Seafood Gmbh, Gern{a®99-2000), Iceland
Seafood Spain (1999-2000). Iceland Seafood kk,nI&#09-2000), Saesilfur hf.
(2000-04), Hradfrystistéd Thérshafnar hf. (2001+@lfurstjarnan hf. (2001-04),
islandslax (2001-04), SR-Mjél hf. (2002—03), Hubin (2003-05 and Samher;ji hf
(2000-05).

= Member of the Board &iF hf. (1987-93), Landsvirkjun (1989-9%elandic (2001—
09), Coldwater Seafood Corporation, Connecticut, U$293-99), Nord
Morue/Delpierre, France (1990-99), islandsbankd(®®1) and PRIMEX hf. (2000—
05).

o Principal education: Civil economics and physical engineering degreesfthe University
of Lund, Sweden.

o Previous assignments/positions in the past five yea
= CEO ofSR-Mjél hf. (2006) and the New Business Ventured=(2010).

= Member of the Board dthe Trade Council of Iceland (2007), Vistorka 2008) and
Innovit ehf. (2009).

o Current assignments/positions:
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(0]

= Chairmanof the Boardbf Frumtak slhf., Frumtak GP ehf., AGVA-Nordurlarif.e
and Gogo Holding slhf.

= Member of the Boardf StjornuOdda ehf. and Nikita ehf.
= Deputy Membeof the Board ofceland Innovation ehf.

= CEOof The Enterprise Investment Fund GP ehf. and Therfige Investment Fund
slhf.

Own holdings: None.
Holdings of financially related parties: Mr Jénsson is CEO for The Enterprise Investment
Fund which has entered into a binding agreemettit wétlandair Group regarding a

subscription of 1.2 billion New Shares in the Compat the price of ISK 2.5, for a total
consideration of ISK 3 billion in cash.

Call or put options: None.

Additional information: None

Katrin Olga J6hannesd®ttir

(0]

(0]

Born 1962.

Member of the Board since August 2009.

Business addressArmuili 25, 108 Reykjavik, Iceland.

Former assignments/positionsMrs Johannesdottir wagP of Sales and Marketing, and VP
of Residential Markets for Siminn hf., Managingéitor of Navision Iceland and Senior

Consultant at VSO ehf.

Principal education: Cand. oceon degree from the University of Iceldi8c in business
economics from Odense University.

Previous assignments/positions in the past five yeaa

= Member of the Board &irius IT/Denmark (2010), and Icepharma hf. (2007)
Current assignments/positions:

= Chief Strategy Officewith Skipti hf.

= Member of the Board @& Upplysingaveitur ehf., Skja Midlar ehf., Reykia
University, the Central Bank of Iceland and thddadic Chamber of Commerce.

Own holding of shares:None.
Holdings of financially related parties: None.
Call or put options: None.

Additional information: None.
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Ulfar Steindérsson

o

o

(0]

(0]

(0]

o

Born 1956.

Member of the Board since September 2010.

Business addressNybylavegur 8, 200 Képavogur, Iceland.

Former assignments/positionsMr Steinddrsson was CFO of P. Samuelsson hf. (1989-
CFO of Vinnslustodin hf. (1992-95), Managing Diecand Programme Director of Stod
3/Islenska sjonvarpid hf. (1995-96), Managing Diveof Union Islandia, Barcelona, Spain
(1996—99), Managing Director of the Innovation Fi{h899-2002) and Chairman of the Board
of Directors of PRIMEX ehf. (2002—-04).

Principal education: Cand. oceon degree from the University of Iceland MBA from
Virginia Commonwealth University.

Previous assignments/positions in the past five yea

* Memberof the Boarddf Directors ofislenski hugbunadarsjédurinn (2002).
Islandsbanki hf. (2006) and Bru Fjarfestingafél2gqy).

Current assignments/positions:

= CEOToyota Iceland hf.
= Chairmanof the Boardbf Bergey-fasteignafélag ehf., Bilaverksteedi Borgshef.,
Eignarhaldsfélagid Bifreidar ehf., Eignarhalds{gtbBILAUTLEIGAN ehf.,

Eignarhaldsfélagid Pizzasmidjan ehf., M. Kristinsghf., TK bilar ehf., Pizza-Pizza
ehf. and Sélning Képavogi ehf.

= Member of the Boardf AB 257 ehf., Blue Lagoon International LTD, Blaarlid
ehf., Eldvorp ehf., Hraunsetrid ehf., Johan ronrihgKrékslod ehf., Motormax ehf.,
S. Gudjénsson ehf., Skorri ehf., TMH Iceland eaif¢ Toyota Iceland hf.

=  Deputy membeof the Boardof Ju ehf.
Own holdings: None.
Holdings of financially related parties: None.

Call or put options: None.

Additional information: None.

Magnus Magnusson

o

(0]

Born 1965.
Deputy Member of the Board since August 2009.
Business AddressAusturstraeti 16, 155 Reykjavik, Iceland.

Former assignments/positionsDirector of Corporate Banking at Bunadarbanki Id&hf.
(2000), Director at Lysing hf. (2002) and self-emy@d consultant (2005).

Principle education: BSc in business from the University of Iceland.stéa’s degree in
business from the Handelshéyskole in Norway.
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o

o

o

o

Previous assignments/positions in the past five yeaa
= Various Board positions with subsidiaries of Larafski islands hf.

Current assignments/positions:

= Managing Directorof Corporate Banking at Landsbanki islands hf.

* Chairman of the Board déxista ehf?, Flugnes ehf., Vignthor ehf., OM
eignarhaldsfélag ehf., Oryggismidstod islands ahél Magnus fjarfestingafélag ehf.

= Member of the Board dflugey ehf., Flugvik ehf., HLI 8 hf., L1013 eHflynni ehf.,
Lysi ehf. and RLI8 ehf.

=  Deputy Member of the Board lafelandair Group, Landsbankinn — Fjarfesting hf.,
SMI ehf. and Skinnidnadur rekstrarfélag hf.

Own holding of shares:None.

Holdings of financially related parties: Magnis Magnusson is Managing Director of
Corporate Banking at Landsbanki Islands hf. whiaim® a 23.84% stake in the Company
before the issue of the New Shares. After the Nbaré have been issued, Landsbanki
Islands hf. will hold 6% of the share capital ie tBompany.

Call or put options: None.

Additional information: None.

Herdis Drofn Fjelsted

(0]

o

Born 1971.
Deputy Member of the Board since September 2010.
Business addresstagmuli 9, 7' floor, 108 Reykjavik.

Former assignments/positionsMrs Fjelsted was a traffic agent for IGS, a sulzsigiof
Flugleidir hf. (1994-2002) and internal services 3°RON (2004).

Principal education: BSc in business with specialising in internatiomalrketing, a Certified
Stockbroker and is about to complete an MSc in@@te finance from Reykjavik University.

Previous assignments/positions in the past five yea
= Senior Investment Analy&tr Thule Investments 2004-10
= Member of the Board ¢farspro.com ehf. (2010) and FS10 ehf. (2010).

= Deputy Member of the Board &etware (2006), Lifeind (2007), islenska
Lifmassafélagid hf.(2008) and Theriak ehf. (2010).

Current assignments/positions:

= Investment Manager fofhe Enterprise Investment Fund.

54 Exista changed from being a public limited compérfy) to become a private limited company (ehf. & ahareholders’ meeting on 28
May 2010. Source: www.exista.com.
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= CEO ofVera radgjof ehf.

= Chairman of the Board aiVave Operations Ltd.
Own holdings: None.
Holdings of financially related parties: Mrs Fjelsted is a member of the Investment Team of
The Enterprise Investment Fund which has entertedaibbinding agreement with Icelandair
Group regarding a subscription of 1.2 billion Nehages in the Company at the prize of ISK
2.5, for a total consideration of ISK 3 billiondash.

Call or put options: None.

Additional information: None.

Vilborg Lofts

(0]

(0]

Born 1956.
Deputy Member of the Board since September 2010.
Business addressSafamyri 67, 108 Reykjavik, Iceland.

Former assignments/positionsMrs Lofts was Assistant Managing Director at isistoanki
Asset Management 1985-2001.

Principal education: Cand. oceon degree from the University of IcelaiBA in finance
from the Cass University in London (former City Maiisity Business School) and Master’s in
Project Management (MPM) from the University oflée.
Previous assignments/positions in the past five yea

= Human Resource Manager at islandsbanki 2006—-08p@mtlent consultant 2006—08.
Current assignments/positions:

= Director of the School of Health Sciences at the Universfticeland.

= Chairmanof the Boardbf Kreditkort hf.

= Member of the Boardf The Enterprise Investment Fund.
Own holdings: None.
Holdings of financially related parties: Mrs Lofts is a Member of the Board of Directors fo
The Enterprise Investment Fund which has enteredaibinding agreement with Icelandair
Group regarding a subscription of 1.2 billion Nelhages in the Company at the price of ISK
2.5, for a total consideration of ISK 3 billionéash.

Call or put options: None.

Additional information: None.
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19.2 Group Management

The Executive Management Team, under the leadeo$tiie CEO, Bjérgolfur J6hannsson, comprises thOC
the Deputy CEO and the CFO. Executive Managerpeople who establish that the Company has the
appropriate expertise and experience for the manageof its business. The following section lists turrent
Executive Managers and their activities over ttst fige years.

19.2.1 Selected Members of the Group Management

Bjorgélfur J6hannsson
0o Born 1955.
o0 CEO of Icelandair Group since January 2008.
0 Business addressicelandair Group Head Office, Reykjavik AirporflReykjavik, Iceland.
o Former assignments/positionsMember of the Board of Uthafssjavarthang ehf.

o Principal education: Cand. oecon in business administration from theséhsity of Iceland
and Certified Auditor.

o Previous assignments/positions in the past five yea

» CEOOof Sildarvinnslan hf. (2005), Icelandic Group (#007), The Federation of
Icelandic Fishing Vessel Owners (LIU) (2008) andIBikur ehf. (2009)

= Member of the Board d¢telandic USA inc. (2007), Icelandic Asia inc. (20, Jeka
Fish A/S (2007), Fiskval hf. (2006-2007) and Grehd. (2009)

o Current assignments/positions:
= Chairman of the Board dBreno ehf.
= Member of the Board dhe Icelandic Chamber of Commerce and Gjogur hf.
o Own holding of shares:None.
o Holdings of financially related parties: None.
o Call or put options: None.

o Additional information: Mr Johannsson is a Member of the Board of Iceata@tamber of
Commerce on behalf of Icelandair Group.

Sigthér Einarsson
o Born 1968.
o Deputy CEO of Icelandair Group since May 2008.
0 Business addresstcelandair Group Head Office, Reykjavik Airport,11Reykjavik, Iceland.

o Former assignments/positionsVarious managerial positions with Flugleidir hfatg@r FL-
Group hf.) and Icelandair Group.

o Principal education: Economic engineer from Darmstadt University, Gerynan
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o0 Previous assignments/positions in the past five yea
= Managing Directorof Loftleidir-Icelandic (2006).

= COOof Icelandair Group (2008).
o Current assignments/positions:
= Chairman of the Board dfannanes ehf.

= Member of the Board of Directors bifternational Society of Transport Aircraft
Trading (ISTAT).

0 Own holding of shares:103,703 shares.
o Call or put options: None.

o Additional information : None.

Bogi Nils Bogason
o Born 1969.
0 CFO of Icelandair Group since October 2008.
0 Business addresstcelandair Group Head Office, Reykjavik Airport,11Reykjavik, Iceland.

o Former assignments/positionsAuditor, partner and board member at KPMG hf. ielaad
until 2004.

o Principal education: BSc business and Cand. Oceon in business fromrhetkdity of
Iceland and a licensed chartered accountant.

o Previous assignments/positions in the past five yea
= CFOof Icelandic Group hf. (2006) and Askar Capital (2008).
= Member of the Board of Directodeka Fish A/S (2006), Icelandic USA Inc. (2006),
Icelandic Group UK, plc. (2006), Icelandic Iber006), Icelandic Norway A/S
(2006), Avant hf. (2008)

o Current assignments/positionsMember of the Board of Directqrsdskvi ehf.

o Own holding of shares:None.
o Call or put options: None.

o Additional information: None.

Birkir H6Im Gudnason
o Born 1974.
o0 CEO of Icelandair ehf. since May 2008.
0 Business addresstcelandair Head Office, Reykjavik Airport, 101 Rgavik, Iceland.

o Former assignments/positionsDirector of Sales for Icelandair ehf. in Iceland.
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o

o

Principal education: BSc in business economics and administration ardBA in
international business and economy, from the Usityem Aaalborg, Danmark.

Previous assignments/positions in the past five yeaa

= Director of Saledor Icelandair ehf. in North America (2006) and €@entral Europe
(2008).

= Member of the Boardf the Danish-Icelandic Chamber of Commerce (2@08) the
Norwegian-lcelandic Chamber of Commerce (2008).

Current assignments/positions:

= Member of the Boardf Amadeus island ehf.
Own holding of shares:None.
Call or put options: None.

Additional information: None.

Gudni Hreinsson

(0]

(0]

Born 1971.

Managing Director of Loftleidir-lcelandic ehf sin@806.

Business addressicelandair Head Office, Reykjavik Airport, 101 Rggvik, Iceland.
Former assignments/positionsManaging Director of the Icelandic Web Agency hf.

Principal education: BA in humanistic informatics & communication fromalvorg,
Danmark.

Previous assignments/positions in the past five yeaa
= SVP of Sales and Marketimag Loftleidir-lcelandic (2006).
Current assignments/positions:
=  Member of the Board of Directors @frmsgil ehf
Own holding of shares:None.
Call or put options: None.

Additional information: None.

Gunnar Mar Sigurfinnsson

(0]

o

(0]

Born 1965.
Managing Director of Icelandair Cargo ehf. sinc€&0

Business addresstcelandair Cargo Head Office, Brautarholt 10-145 Reykjavik, Iceland.
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o Former assignments/positionsicelandair Domestic in Vestmannaeyjar, Sales anckétang
Manager for Air Iceland, Sales Manager for Icelandhf. in Germany, Netherlands and
Central Europe Regions.

o

Principal education: Degree from the University of Iceland.
o Previous assignments/positions in the past five yea
= SVP of Sales and Marketimg Icelandair ehf. (2008).

= Member of the Board dffie Icelandic Tourist Board (2008), Iceland Natyr&urope
(2008) and Icelanda Naturally USA (2008).

o Current assignments/positions:
= Chairman of the Board of Directors and CEOFdfiglind ehf

o Own holding of shares:None.

o

Call or put options: None.

o Additional information: None.

19.3 Corporate Governance

Icelandair Group holds the view that effective @ygie governance principles are essential to assure
shareholders and other stakeholders that the Conipaoing its best to ensure sound and effectorarol of
the Company’s affairs and a high level of busirethgcs. Exercising good corporate governance imifthe long
run, build a solid Company that returns sharehsldatisfactory profit on their investment. Corperat
governance serves to ensure an open and transpalegitnship between the Company’s management, its
Board of Directors, its shareholders and otheredtalders.

The Guidelines on Corporate Governanissued by the Iceland Chamber of Commerce, NASIDAX
Iceland and the Confederations of Icelandic Empieyalong with the Company’s Articles of Associatiand
rules for Issuers of Securities listed on the NASDAMX Iceland make up the framework for Icelandaipoup
Corporate Governance practices.

The management of the Company has decided th&dhsany will be fully compliant with th€uidelines on
Corporate Governancéhe Guidelines) published by the Iceland Chandb€ommerce, NASDAQ OMX
Iceland and the Confederation of Icelandic Emplsyadter the Annual General Meeting in 2011. The Gamy
is already in compliance with the Guidelines in tmogjor aspects. Below is a list of aspects thatGbmpany
is in the process of implementing, although the Gany has not had enough time to implement thesmesg
before the date of this Registration Document:

The Company did not post information in accordanith Article 1.2 of the Guidelines on candidates

to the Board of Directors for the last Annual Gehdeeting.
Minutes of shareholders’ meetings are not yet ailokson the Company’s website.

Copies of the Company’s share registry were notabla to shareholders at the last shareholders’
meeting.

The Company has not yet issued a governance stateme
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The Board has not evaluated its work, size, contiposand practices, nor has it evaluated the
performance of the CEO or others responsible ferdgwy-to-day management of the company and its
development.
The Board has not yet established a Nomination Cittern
The Board is not in compliance with Article 2.4thé Guidelines. Members of the Board Audur
Finnbogadottir, Finnbogi Jonsson, Herdis Drofn$tgd and Vilborg Lofts are all considered related
persons because of their position with the Entsepimvestment Fund which will be the largest
shareholder after the completion of the issuinthefNew Shares in the Company. Magnus Magnusson
is Managing Director of Corporate Banking for Labaski islands hf., which owns a 23.84% stake in
the Company before the issue of the New Shareer &fe New Shares have been issued, Landsbanki
islands hf. will hold 6% of stake in the CompanpeTGuidelines stipulate that a majority of the Bbar
shall be independent of company and at least tvaodomembers shall be independent of major
shareholders. Chairman of the Board Sigurdur Helgasid Board Members Katrin Olga
Jéhannesdottir and Ulfar Steindérsson are not densil related persons according to the Guidelines.
The Board has established its own written rulegro€edure that include most but not all of the gem
listed in Article 2.8 of the Guidelines. The itefissed in Article 2.8 of the Guidelines which the
Company has not yet included are:
o Procedures for annual performance assessments.
o Gathering and disclosing to the Board informatiamf the CEO and sub-committees.
0 Links to other rules within the company, such aislglines on good governance and other
rules as applicable, e.g. from the Financial Supery Authority and NASDAQ OMX
Iceland.
The Board has established a code of ethics andlgesponsibility that include most but not alltbé
items listed in Article 2.10 of the Guidelines. Titems listed in Article 2.10 of the Guidelines whi
the Company has not yet included is:
o The Code of Ethics does not literally encouragem@mce with the law but the spirit of the
Code indicates that compliance with law is apprteti

A job description for the Chairman of the Board hasbeen established.

Sub-committees have not established written rulgsaredure for themselves.

There are already rules in the Company about pwoesdor annual performance assessment and gagteerth
disclosing information to the Board from the CE@ a&ub-committees but these rules have yet to bptaddn
the Board'’s rules. The Company is adapting thesrfde better governance and the Board'’s rulessaeitin cover
the above-mentioned items.

19.3.1 Audit Committee

The Group Audit Committee is appointed by the ComypmBoard of Directors. The committee consista of
minimum of three members who are autonomous o€tmpany’s day-to-day operations. The members must
have relevant experience and expertise regardidig affiairs.

The Group Audit Committee oversees how managementtars compliance with the Group’s risk
management policies and procedures and reviewadiguacy of the risk management framework in m@iat
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the risks faced by the Group. The Group Audit Cottesiis assisted in its oversight role by Interadlit.
Internal Audit undertakes both regular and ad lee@emws of risk management controls and procedtines,
results of which are reported to the Audit Comneitt€he committee oversees the Company’s annualiatso
and the Group’s consolidated accounts.

The committee is responsible for evaluating thepehdence and the eligibility of both the Comparyiditor
and its auditing firm. The committee makes suggestto the Board of Directors regarding the sedectif the
Company’s auditor.

According to Article 8.8 of the Articles of Assotiian of the Company, committees working on behéthe
Board of Directors are elected in accordance witlvigions of the rules of the Board of Directonsd dheir
conclusions are advisory for the Board of Directehsch is not bound by the committee’s conclusiafhen
resolving matters unless otherwise stipulated toy la

At a Board meeting on 22 September 2010, Audurbfégadottir, Herdis Drofn Fjelsted, Magnids Magnusson
and Vilborg Lofts were elected by the Board of Btars to the Audit Committee. Mrs Finnbogadottirswa
elected chairman of the Audit Committee.

According to the Guidelines, the Audit Committeestneonsist of at least three members, the majofityhom
must be independent of the Company. Ms Finnbogadkits Fjelsted and Ms Lofts are not considered
independent of the Company because of their dtdidse Enterprise Investment Fund, and Mr Magnusson
not considered independent because of his dutieartdsbanki islands.

19.3.2 Remuneration Committee

The main purpose of the Remuneration Committee &vbid a situation whereby the management contols
own remuneration; furthermore, it ensures thanta@agement’s remuneration is structured so agve fee
long-term interests of the shareholders.

The Remuneration Committee provides guidance t®tdad of Directors of the Company and executive
management concerning the employment terms of dmep@ny’s key management staff and gives advicden t
Remuneration Policy. The Committee also monitoas the remuneration of key management staff isimvitie
framework of the Remuneration Policy and reportth®oBoard of Directors annually on this subject in
connection with the Company’s Annual General Megtifthe Committee also ensures that remuneration and
employee terms are in compliance with applicabfigiaf rules, regulations and general guidance. The
Committee performs evaluations of the managemeeatisineration, monitors the management’s share
purchases and takes an independent decision regatdi effect of wages on risk and risk manageroktite
Company.

The members of the Committee must be autonomodayofo day operations of the Company. As stipulated
Chapter 19.3.1 Audit Committearticle 8.8 of the Company’s Articles of Assoddat is relevant regarding the
actions of the Remuneration Committee.

At a Board meeting on 22 September 2010, Sigurdligason and Finnbogi Jénsson were elected by thedBo
of Directors to the Remuneration Committee. Mr Hslgn was elected chairman of the Remuneration
Committee.

According to the Guidelines, the Remuneration Cott@@imay consist of only two members on conditfat t
those two members are independent of the Companyokkson is not independent of the Company beaHuse
his duties to the Enterprise Investment Fund.
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19.3.3 Remuneration and Benefits

The table below sets forth a breakdown of the rearation that the Group paid to the management araatdBof
Directors in 2009. It also provides informationaedjng holdings in the Group’s shares by theseviddals at
December 31, 2009. The table includes the MemidaredBoard of Directors, Chief Executive Officerdathe
members of the Executive Board. There is no perlgbiity regarding Members of the Board of Direrg,
Chief Executive Officer or Executive Board.

No members of the Board of Directors or the Grogmagement have share options in the Company. Nw oth
amount has been set aside or accrued by the issitersubsidiaries to provide pension, retirerr@rgimilar
benefits agreed by the Company with any of its Baaembers or Group management. The share options
mentioned in the table below were bound to cetieie periods which all expired in 2010. These shgutEons
are therefore no longer valid.

Members of the Board of Directors are elected ahehareholder's meeting.

No members of the administrative, management cersignry bodies have made any service contracts thvit
Issuer or any of its subsidiaries providing for &fts upon termination of employment.
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Item 55. The table depicts salaries and benefits for the geded 31 December 2009.

Salaries Shares held  Shares held
and Share atyear-end by related

benefits options 2009 parties
Board of Directors: (million ISK)  (million) (million) (million)
Sigurdur Helgason, Chairman of the Board ............cccccceeee 16 *
Katrin Olga J6hannesdottir ..........cceevevieeriiee e 0.8
Magnus Magnusson, alternative board member .................. 0.1 238.3
Gunnlaugur M. Sigmundsson, former Chairman ................ 4.9
Asgeir Baldurs, former board member ...........ccccceeevevernne, 1.8
Einar Sveinsson, former board member ...........ccccocoeeiiene 2.3 12.8
Finnur Reyr Stefansson, former board member 3.0 38.2
Jon Armann Gudjonsson, former board member .............. 0.8 111.7
Omar Benediktsson, former board member ....................... 1.1
Pétur J. Eiriksson, former board member ............c.cccoceee 19.1
Joén Benediktsson, former alt. board member ..................... 0.7 0.4 12.8
Kristin Einarsddttir, former alt. board member .................... 0.2
Martha Eiriksdottir, former alt. board member ..................... 2.1 0.1
Sigurdur Atli Jénsson, fomer alt. board member .................. 0.9
Tomas Kristjansson, former alt. board member ................... 0.5 20.0
CEOs:
Bjorgolfur J6hannsson, CEO of Icelandair Group hf. .......... 38.7
Sigthor Einarsson, Deputy CEO of Icelandair Group hf. ....... 25.5 1.0 0.1
Bogi Nils Bogason, CFO of Icelandair Group ...................... 26.3
Birkir H6Im Gudnason, CEO of Icelandair ehf. .................... 33.2 0.1
Gudni Hreinsson, CEO of Loftleidir-Icelandic ehf. ............... 25.3
Gunnar Méar Sigurfinnsson, CEO of Icelandair Cargo ......... 21.5
Managing directors:
Eight MDs of Group COMpPanies .........cccccovevveveeseeivieeeeeennens 152.4 6.2

Included in the above mentioned list of shares held by management and directors are shares held by
companies controlled by them.

*The Chairman of the Board has forgone  his right to a salary so instead the Board agreed to pay the same
amount to a charity —the Special Children’s Travel Fund.

Members of committees mentioned in this chaptegiveclSK 80,000 for each meeting attended.

At the Icelandair Group Extraordinary Annual Gehétaeting held on 21 May 2010, the following
remuneration to board members was approved:

» Each board member receives ISK 160,000 per month.
e The Chairman of the Board of Directors receives 82Q,000 per month.

* Alternate board members receive ISK 80,000 for enebting attended.
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For information about potential conflict of inteté®tween any duties to the Issuer, general oaf@j\of any of
the Members of the Board of Directors, please ref€@hapter 19.4 Conflict of Interest.

19.3.4 Recent Changes to Remuneration to the Members of éhBoard of Directors and Senior
Management

It was agreed at the 2009 Annual General Meetiagrgmuneration to Board Members should be dealdase
20%. There are no other recent changes.

19.4 Conflict of Interest

Attention is brought to the fact that all Membefdsle Board and Group Management are primary imsjde
therefore, according to Icelandic laws and regoitegj they are bound by certain restrictions to cohd
transaction of their shares in accordance with,rarather things, the Securities Transactions Act N&/2007.

The following Members of the Board of Directors ammsidered insiders according to the Securities
Transactions Act. No. 108/2007 because of tiekeacbmpanies mentioned in this paragraph: Finnbagsson
(The Enterprise Investment Fund), Audur Finnboga@d@the Enterprise Investment Fund), Herdis Drofn
Fjelsted (The Enterprise Investment Fund), Vilbbofts (The Enterprise Investment Fund) and Magnus
Magnusson (Landsbankinn hf.). Financial relatiopshaxist between Icelandair Group and these corapani
The Enterprise Investment Fund will be the largdstreholder in Icelandair Group following the coetjgin of
the issue of the New Shares and will own 30.4%efGompany’s share capital. For further informaser
Chapter 27.3.IThe Enterprise Investment Furldandsbankinn hf. owned 23.84% of the Company&eh
capital before the issue of the New SharesClepter 21.1 argest Shareholderg\fter the issue of the New
Shares, Landsbankinn hf. will hold 6% of the Compsishare capital, s€éhapter 27.4 Shareholders List after
Financial Restructuring.

Beside the abovementioned, no interest exists dagaprivate interest, family relations, or anyertlkind,
between members of the administrative, managementpervisory bodies that might conflict with the
Company’s interests.

19.5 Confirmation and legal proceedings

Sigurdur Helgason, Chairman of the Board of Dires;tcs one of the shareholders and Chairman oBdeed of
Directors of Skildingur ehf. On 2 February 2010 thstrict court in Reykjavik ruled that Skildingehf. was
obliged to repay a debt to the Resolution Commibtfe@litnir Bank, outstanding under a loan agreenvath
the Bank, in the amount of ISK 1.1 billion.

An agreement was reached between Skildingur ebfttResolution Committee of Glitnir Bank and the
matter is now resolved. The case was never apptatbe Supreme Court of Iceland. Mr Helgason éesmber
of the Board of Directors of Icelandair Group asshominated by islandsbanki.

Magnus Magnusson, a member of the Board of DirsctsitChairman of the Board of Exista ehf. whick ha
requested a composition agreement with its cresliton 8 September, the creditors of Exista agre ¢t
composition agreement and subsequently now owaf &fle common stock of the company.

Other than the aforementioned, in the past fives/aane of the Members of the Board of Directormembers
of the senior management have been:

* Convicted in relation to a fraudulent offence;

» Associated with companies that have gone into haotky, receivership or liquidation;
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Subject to any official public incrimination and/sanctions by any statutory or regulatory authority
(including any designated professional body) orehaver been disqualified by a court from acting as
director or member of the administrative or supsoky bodies of a company or from acting in the

management or conduct of the affairs of a company.
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20 RELATED PARTY TRANSACTIONS

When Group companies deliver products or provideices to other Group companies, any such agreearent
arrangement is performed at a market price and ankehterms. All intra-Group transactions, balasiceet
items, revenues and expenses are eliminated upmolidation of the Group’s financial statements arel
therefore not included in the Group’s consoliddiathnce sheet or results of operations.

The Board of Directors of the Group believes that®roup’s related party transactions describeovbale
conducted on an arm’s length basis. islandsbarikisht6.98% of the shares in the Group, however,
islandsbanki is only authorised to apply up to 38Ris effective voting rights in the Group. islatinki is the
primary commercial bank of the Group, acts as hgsthdvisor in respect of this Registration Documemd was
mandated by the Group to act as the advisor irectsyf the New Shares. All transactions with iskahki
have been concluded on an arm’s length basis.

20.1.1 Identity of Related Parties

The Group has a related party relationship witlsufissidiaries, associates, and with its directodsexecutive
officers.

20.1.2 Transaction with associates

During the year 2009 the Group purchased servioes &ssociates amounting to ISK 358 million (20@K
516 million), but the Group did not sell them aeysces. The Group has not granted any loans &sieciates.
Transactions with associates are priced on an dem{gh basis.

20.1.3 Transactions with management and key personnel

No member of the Board of Directors and no memib&roup Management, currently, or during the petioat
is covered in the historical financial informationthis Registration Document have participateédty or
indirectly in any transaction with the Group th&tar would have been, unusual or made under uhusua
conditions. The Group has not granted any loamsjiged any guarantees or entered into a guarantee
undertaking, to or for the benefit of any membethaf Board of Directors.

Item 56. The Company holds thirteen subsidiaries on 27 Octab#0

Ownership interest 2008 2009 1H2010
AT ICEIANG ENT. ettt bbbt b e 100% 100% 100%
ICEIANT TrAVEL ENT. ...ttt 100% 100% 100%
ICEIANAAIT €N ..ttt ettt 100% 100% 100%
Icelandair Cargo Ehf. ... nas 100% 100% 100%
Icelandair Ground Services ehf. (IGS) 100% 100% 100%
Icelandair HOEIS N ... 100% 100% 100%
(21 1UT=T o 1o [ @S Uge To =1 o | AT 100% 100% 100%
IceLease ehf. ..... 100% 100% 100%
IG INVEST BRI, ettt bbbkt eae ettt eb bt 100% 100% 100%
Loftleidir - ICelandiC €hf. ...t 100% 100% 100%
SMAIT LYNX, LAIVIA ..ttt ettt bbb bbb 100% 100% 100%
Travel Service, CZeCh REPUDIIC ..ot 66% 30% 30%
1CECAP L., GUEINSEY ...ttt bbbttt ebtan 100% 100% 100%
Icelandair Shared SErviCes ENf. ... 100% 100% 100%
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On 25 November 2009, Icelandair Group sold 20.1%safhare in Travel Service. After that transactihe
Group held a 30% share in the Company and accdydituglandair Group no longer controlled Travel
Services. As a result, Travel Service is categdraea discontinued business and is not part dbthep’s
consolidated income statement. SmartLynx is categgmunder discontinued operations in the income
statement. Se€hapter 12.4 Discontinued Businesgmsdetails on the classification of Travel SeeyiBluebird
Cargo and SmartLynx ar@hapter 27 FINANCIAL RESTRUCTURING OF ICELANDAIROER.
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21 MAJOR SHAREHOLDERS

21.1 Largest Shareholders

Item 57. 20 Largest shareholders as of 21 October 2010

Shareholder Number of shares  Percentage of shares Percentage of votes*
Islandsbanki Nf.............coovovoeeicceee e 469,772,387 46.98% 29.99%
Landsbanki Islands hf............ccccocoevoiieieceeeceeeee e 238,348,350 23.84% 30.37%
Sparisjodabanki islands hf...............cccccoveveveeeeccceeeeee 93,572,562 9.36% 11.92%
AINUS €N 32,992,831 3.30% 4.20%
Icelandair Group hf........cooviiiieiie e 25,460,000 2.55% 0.00%
Glitnir Bank hf.... ..o e 20,925,000 2.09% 2.66%
Sigla €N e 20,000,000 2.00% 2.55%
Saga Capital Fjarfestingarbanki............ccccoeeeveiiiiiiniienennen. 18,104,159 1.92% 2.45%
ATKUE €hF. i 17,500,000 1.75% 2.23%
N L Do s 12,844,611 1.28% 1.63%
Stafir lifeyriSSjOaUr..........cooii e 8,656,512 0.93% 1.18%
Almenni lifeyrissjodurinn............occveiiiiiieie e 6,571,047 0.66% 0.84%
Kaupfélag SUdUIMeSs|a.........c.eeeiiiieiiiiie e 3,375,000 0.34% 0.43%
Landsbanki Luxembourg S.A.........ccoovieriiiiiiieeeee e 2,870,961 0.29% 0.37%
DNB NOR Bank ASA.......coooiiiiiiiee it 2,000,000 0.20% 0.25%
Landssjédur hf Grvalsbréfadeild.............ccccoevveeevieeeccieeenns 1,924,512 0.20% 0.25%
Jafet OlafSSON.........cco.vcveeeeeeeeec e 1,843,300 0.20% 0.25%
islandssjodir hf, SJOAU B..........c.cccereereeeeeeeeeeeereeeeen 1,652,712 0.20% 0.25%
Lifeyrissjodur Vestfirdinga..........ccccoeevveeeiiieesiieeenciee e 1,561,736 0.20% 0.25%
Hagur eignarhaldsfélag ehf..........cccccoeeveeiiiiisieeecee e 1,111,111 0.10% 0.13%
TOtaL .. e 98.39% 92.23%

*Islandsbanki is not allowed to utilise more than 23.5% of outstanding share capital as its voting powers are capped at 29.99% of total votes.

The table above lists the holdings and voting sgiftthe 20 largest shareholders in the Comparmny 2%
October 2010. Certain relationships between thégsdisted above should be noted: (i) accordingublicly
available information, 95% of the common stocksd&ihdsbanki is held by foreign creditors of the dRetson
Committee of Glitnir Bank and (ii) Magnus Magnusssianaging Director of Corporate Banking for
Landsbanki islands hf., which owns a 23.84% stak@éé Company.

The table has not changed at the date of this Ratjisn Document. For information about major shatders
after the financial restructuring, s€dapter 27.4 Shareholders List after the Finan&aktructuring.

21.2 Voting rights

Each issued share carries one vote. Accordingljomsaareholders do not have voting rights thatdfferent
from those of other shareholders. islandsbankihal46.98% stake in the company, however, itaigaight is
limited and the bank can only utilise up to 30%tefthares. According to Article 11.1 of its Aréslof
Assaociation, Icelandair Group is only allowed toroup to 10% of the Company’s share capital. Votesat
attached to shares owned by the Company.

21.3 Shareholder Agreement

To the knowledge of the Board of Directors, theeer@ shareholder agreements or similar agreerments
arrangements between shareholders of the Companintbnd to establish joint decision-making wigspect
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to shareholder voting or other shareholder righthé Company. Furthermore, the Board of Diredc®rst
aware of any agreements or equivalent arrangenteattenay lead to a change in control of the Company

Changes in control of the Company will follow tlesie of the New Shares.

21.4 Direct or indirect ownership or control by individu al shareholders

The Company’s management states that, to the extemin to the issuer, the Company is not directly o
indirectly owned or controlled by parties otherrthie listed shareholders.

21.5 Known arrangements which may change control of thessuer

With the change in ownership, a new Board of Doextvas elected at a shareholder’'s meeting helbat
beginning of August 2009. At the same shareholdaesting, approval was given to granting the Board
authorisation to increase the share capital o&teip by up to ISK 4 billion.

The Group has mandated islandsbanki Corporate &n@anmanage the sale of the New Shares. During the
months preceding the publication of this Registratbocument, the Group conducted a private tenfldea
Shares. Icelandic institutional and professionaégtors were invited to subscribe to shares irGiwp. As of
today, these investors have subscribed to shai&ka2,211,000,000 nominal value in the Group.ddi&on,
islandsbanki and The Resolution Committee of GliBank have subscribed to shares of ISK 720,000,000
nominal value in relation to the financial resturatg, seeChapter27.4 Debt Conversion into Equiity further
details. The composition of the largest sharehsldeélt change significantly following the issuetbese shares.
A list of the largest shareholders as expected vghanes have formally been acquired in accordaiitbe w
committed subscriptions, s&hapter27.4Shareholders List after the Financial Restructgrin

Following the publication of this Registration Dagent, shareholders and employees of the Groupbwiill
offered the opportunity to subscribe to New Shafés Group intends sell up to ISK 1,000,000,000 inain
value of new shares in this limited offering.

At a shareholders’ meeting held on 15 Septembe® 20%vas agreed between Islandsbanki and GlitamkBon
the one hand, and The Enterprise Investment Fulig) (i the other hand, in light of the binding sufystions
between the EIF and Icelandair Group and futuragpfar the Group, that islandsbanki and Glitnir Barould
vote in favour of candidates for Board membersHiy were acceptable to the EIF.

21.5.1 FME’s Decision Regarding islandsbanki

After the financial turmoil that hit Iceland in &2008, significant changes materialised in theedtader
structure of the Group in 2009. islandsbanki wasitgd an exemption from having to make mandataty ini
the remaining share capital by the Financial Supery Authority (FME).

The FME decided to grant islandsbanki a conditi@xaimption from a mandatory takeover bid in accocda
with paragraph 5 of Article 100 of the Securitiggfisactions Act No. 108/2007, despite it havingréut
control of the Company following a subsequent erdéarent action. islandsbanki was, both as a creditdr
large shareholder of Icelandair Group, requiredigpose of holdings in excess of maximum threshold
accordance with Article 100 of the Securities Teanti®ns Act No. 108/2007 as soon as possible attdnai 2
months from the date of the decision, with a padksiltio extend for 6 months, which was applied éod
granted after the 12-months limit expired..

This enforcement action was prompted by the ingbif a number of shareholders including leading
shareholders in the Company to meet margin calledpect of loans extended to those parties bidah&. The
FME considered that the bank fulfilled conditiohattwould be granted to a pledge. Those conditoes
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* When the guarantee was granted, conditions didjimetrise to reasons that the pledgee could have
known that would result to a margin call.

A margin call is necessary for reasons that contepledger.

A margin call is conducted with intent to re-selllihe FME grants the creditor time limits for tiee
sale.

The exemption was granted with the following coioais.

+ In light of the financial restructuring within I@@idair Group, the FME decided to grant islandsbanki
generous continuance, i.e. 12 months which wasidgtito 18 months. islandsbanki must sell to the
extent that a mandatory takeover is no longer agple in accordance with Article 100 of the
Securities Transactions Act.

+ [slandsbanki was only authorised to apply up to 2%s effective voting rights in the Company.

« [slandsbanki, in cooperation with the Company, widaoform FME on a regular basis of the progress
of the financial reorganisation of the Company.

When the New Shares have been issued, islandsbatéke in the Company will be less than 30% aad#nk
will no longer be indirectly in control of the Compy. Consequently, the decision discussed aboVvaavil
longer be applicable.

21.5.2 FME’s Decision Regarding The Enterprise Investmentund

On 6 August 2010, the Enterprise Investment FunB)(Eequested an exemption for an obligatory take@f
Icelandair Group in accordance with Article 10Gl# Securities Transactions Act No. 108/2007. Tki& F
decided to grant the EIF the exemption in accordarith paragraph 1.a) of Article 100 of the Sedesit
Transaction Act. The article in question authorigegxceptional circumstances, exemption fromabkgation
to make a mandatory bid when an investors owns 80frtore of the outstanding stock of a publiclydibt
company, and this exemption is applicable if theppae is to pave the way for financial restructgirf
companies experiencing financial difficulties.

This exemption was a condition to the EIF’s sulpgin to 1,200,000,000 shares in the Company gptice of
ISK 2.5. As this exemption has been granted by-¥i& and other conditions of the EIF’s undertakiaged 14
June 2010 with Icelandair Group in respect of tiessription have been fulfilled EIF's commitmentisw firm
and binding. Accordingly, following the issue ottNew Shares, the EIF will own 32.5% of the comratmtk

in the Group”® The threshold according to Article 100 of the Siims Transactions Act is ownership of 30% of
common stock in public companies. The FME granbedglF exemption from a takeover bid with the faliog
conditions:

* The EIF shall, as soon as possible (and within d8ths), by selling shares, no longer have direct or
indirect control of the Group according to Artide0 of the Securities Transactions Act. This
exemption will be valid as soon as the EIF becoanslareholder in the Company.

* The EIF voting rights are capped at 30% of the comsstock (i.e. the EIF can utilise up to 30% of the
active voting rights). Active voting rights refer total number of voting shares less those shaglels h
by the EIF that become inactive due to this denisio

The EIF shall, in cooperation with the Companypini the FME on a regular basis of the progresshef t
financial reorganisation of the Company. The FM&odhid down a condition that the EIF to notify thIE
with at least one week notice of any plans to te-8# decisions of the FME are available on wwmé.is>®

%5 Notice is drawn to the fact that the EIF will 088.4% of the common stock of the Company aftetighee of New Shares, not 32.5% as
the FME authorised.

%6 A direct link to the decisions in question is felandsbanki - http://www.fme.is/lisalib/getfilea®itemid=6347 and
http://lwww.fme.is/lisalib/getfile.aspx?itemid=7248nd the EIF - http://www.fme.is/lisalib/getfile@&itemid=7358
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22 FINANCIAL INFORMATION

22.1 IFRS

The financial statements of the Company for thes/2807, 2008 and 2009 and any interim statemeatsaped
from 2007 until 30 June 2010 were prepared in atammee with International Financial Reporting Stadda
(IFRS).

22.2 Explanatory Notes

Detailed information regarding the items in thedme statements, cash flow and balance sheets@ssilde in
the policies and explanatory notes in the relefiaancial statements, incorporated into this Regiiin
Document by reference, see ChaptEfBCUMENTS ON DISPLAY AND INCORPORATED BY REFERENCE

22.3 Age of Latest Financial Statement
The latest financial statement were made publit®August 2010 for the half year ended 30 June 2010

22.4 Significant Change in the Issuer’s Financial or Traling Position

As of the date of this Registration Document, tHee been no significant change in the financiafaing
position, results of operations or the prospecth®iGroup or its subsidiaries, taken as a whsiece the end of
the last financial period and it is not likely thamge for at least the current financial year.

In particular, there has been no significant chandbe financial or trading position, results @eoations or the
prospects of the divested companies (Bluebird GeBgmartLynx and Travel Service along with the ecoito
benefits of IG Invest) as a whole as of the datiisfRegistration Document, and such change igxpected to
materialise in the current financial year.

For further information on the financial restrudigy of the Group, se€hapter 27 FINANCIAL
RESTRUCTURING OF ICELANDAIR GROUP

22.5 Dividend Policy

No dividend policy is in place for the issuer. Tiguer has not paid a dividend for any of the faoialnyears
covered by this documefitlt is important to highlight that covenants infoagreements can affect the
possibilities of the Group to pay out dividend&the date of this Registration Document. RefeClbapter
25.3 Liquidity Risk and Covenants in Loan Contrdotsfurther information.

Negative covenants exist in some of the loan amahfting agreements of Icelandair Group which coldde
impediments to and constraints on the Company’sadip@s and its assets. Various issues need theqonsent
of the lender, included is prohibition of extraaraly dividends or distributions.

57 Even though there is no dividend policy in plagethe Issuer, breaches in covenants may affeqiaiiment of dividends in a
hypothetical scenario. For further information be effect of covenant breaches, €apter 25.3.iquidity Risk and Covenants in Loan
Contracts.
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23 SHARE CAPITAL

23.1 About the Share Capital

The total issued share capital, as of the dathi®Registration Document, is ISK 1,000,000,006dminal
value, divided into an equal number of shares, @attha nominal value of ISK 1.0. The Group’s sheagpital
consists of one class of shares, and each issaee sarries one vote. The Group holds, as of theafahis
Registration Document, 25,460,000 shares in i{25% of the total shares) and 974,540,000 staees
outstanding. All of the Group’s shares are fullydpand non-assessable. The ISIN number for the [@sou
shares is 1IS0000013464. The shares’ trading syomthe NASDAQ OMX Iceland is ICEAIR. The Group is a
company with limited liability, registered in Iceld and operating pursuant to Act No. 2/1995 on i ulinited
Companies. All shares in the Group have been issuadcordance with the Act No. 2/1995 on Publimitéd
Companies.

The Group was founded on 20 December 2005 underaime Icelandair Group ehf. with a total shareteapf
ISK 500,000 nominal value. At a shareholders’ mmeghield on 17 February 2006, it was decided toeimee the
share capital of the Group by ISK 3,500,000 nomuadie. After that increment the share capitahef Group
was ISK 4,000,000 nominal value. At a shareholderséting held on 30 May 20086, it was decided todase
the share capital by ISK 2,996,000,000 nominal @ahfter that increment the share capital of theuprwas
ISK 3,000,000,000 nominal value. At a shareholdamséting held on 15 November the same year it was
decided to decrease the share capital by ISK 20000000 nominal value. At the same shareholderstimg
the Company was altered from being a private lichdtempany (ehf.) to public limited company (hfr), i
accordance to Article 107 of the Private Limitedn@anies Act No. 138/1994. The name of the Compaagy w
also changed to Icelandair Group hf.

Icelandair Group Holding hf., which was foundedtbsee qualified investors, Langflug ehf., Naust emd Mr
Omar Benediktsson, in October 2006, set out toiaeall the shares in Icelandair Group Their goaswo
purchase Icelandair Group ehf. and they commitiedhselves to invest 50.5% of the equity in Icelan@aoup
Holding. At the same time, Glitnir Bank underwrd®@.5% of Icelandair Group’s holding as a part &f th
transaction whereby Icelandair Group Holding hiudpat Icelandair Group hf. from FL Group. The undeétten
shares were sold to groups of qualified investor®é¢tober 2006, except 18.5% which were sold ttaraiir
Group hf. employees, the general public and geaifnvestors by Glitnir Bank in a share offer fr@ih
November to 4 December 2006. Following the shafier dficelandair Group Holding was listed on the Mai
Market of NASDAQ OMX Iceland on 14 December 2006.

On 29 December 2006, the shareholders of Icelai@taiunp Holding hf. agreed to the merger of Icelanda
Group Holding hf. and Icelandair Group hf., and terger was effective as of 1 November, 2006. Kotig
the merger, Icelandair Group hf. was listed onMtaén Market of NASDAQ OMX Iceland on 12 February®0
and Icelandair Group Holding was delisted. At arshalders’ meeting held on 6 August 2009, it wasidkl
that the Board of Directors of the Company wouldabthorised to increase the share capital of thepemy up
to ISK 4,000,000,000 nominal value.

None of the Company’s subsidiaries hold any sharése Company.

The following table illustrates the share capitaloelandair Group at the end of each year fronb&tember
2005 to 30 June 2010 (in number of shares):

31 December 2005 500,000
31 December 2006 1,000,000,000
31 December 2007 1,000,000,000
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31 December 2008 1,000,000,000
31 December 2009 1,000,000,000
30 June 2010 1,000,000,000

All shares carry equal rights. The shares carrgpezial rights and no restrictions are placed emth

The Company has entered into binding agreements s@veral new shareholders and agreed debt-toyequit
conversions with its largest creditors; a shardtahmcrease is underway involving the issue ofdNghares.
Information about the issue of the New Shares @fobnd inChapter 27 FINANCIAL RESTRUCTURING OF
ICELANDAIR GROUP

Icelandair Group made public an announcement d#idday 2010 regarding a shareholders’ meetingttiak
place on 21 May 2010. During the meeting, a mofiom the Board of Directors was granted authoridime
Board of Directors to purchase the Company’s ovareshup to a maximum of 10% of the common stodkén
Company, in accordance with Article 55 of Act Né1295 on Public Limited Companies. According to the
consensus, the price of the shares could not beehitpan 20% of the average price on the NADSDAQXOM
Iceland Main Market two weeks before the purchase.

Icelandair Group made public an announcement di2edlugust.2010 stating that the Company intendaite
ISK 2.5 billion in additional equity. The Compamyends to offer the additional share capital inseea
mentioned in the announcement to shareholdersmptbgees. Definite time or structure of that otfrs not
been finalized but plans are to complete the sbtieging in 2010. As of the date of this RegistratDocument
it is to be viewed strictly as policy of the curtérmard and may therefore be subject to changeeimionths to
come.

For information about the terms, arrangements aadgglures for the issuing of the New Shares, ple=fse to
the Securitas Note for Icelandair Group, which tbhgewith this Registration Document and a Summfanns
part of the Prospectus. All of the documents atedia8 October 2010.

23.2 Convertible Bonds

On 24 October 2006, Icelandair Group Holding hgued bonds in the nominal amount of ISK 2,000,00®,0
All rights and obligations attached to the bondgehiaow been transferred to Icelandair Group. Thelbo
carried six-month REIBOR interest with a 3.5% marigir a term of five years; the number of bondsésk
were at the discretion of the Board, with inteysyment dates every six months with the exceptiahthe first
interest period would be extended to 15 monthdy thi¢é option of conversion into shares in the Graughe
price of ISK 29.7. The Board of Directors of theoGp was authorised to issue new shares in the Gnoup
accordance with the above authorisation to anyeeldf convertible bonds requesting such issuemptiance
with the rules that were stated in the Companytichss of Association. Shareholders were requiceddive
their pre-emptive rights to the increase. The aightion was effective for five years from 24 Novsen 2006.

The Board of Directors never used this authorisatmissue new shares. islandsbanki is the ownedl ghe
convertible bonds described in this subsection.

With an agreement between islandsbanki and Icelar@@up regarding the financial restructuring bkt
Company, islandsbanki will refinance the conveetitidonds. The agreement is part of the restructuring
arrangements between islandsbanki and the Comsa®Chapter 27 FINANCIAL RESTRUCTURING OF
ICELANDAIR GROUPand the convertible bonds will accordingly beasled. Consequently, the authorisation
to the Board of Directors to issue the convertiidads in the Company’s Articles of Association waioved

at the last shareholders’ meeting.
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24 MEMORANDUM AND ARTICLES OF ASSOCIATION

The following chapters are extracted from the ComyfsmArticles of Association. The Articles may habgect
to change according to the Articles themselvesAmidNo. 2/1995 on Public Limited Companies.

24.1 Object and Purpose

The object of the Company is to own and run aigiaad tourism companies, purchase and sell shares,
especially shares in other companies working irfitld of aviation, travel industry and transpgtyrchase and
sell real estate, lend and other related busifdsgs.can be found in the first chapter of the ConyArticles
of Association.

24.2 Board of Directors and Management

The Company’s Board of Directors consist of fivembers and three alternate members, elected atrtheah
General Meeting for a term of one year. Those watenid to run for the Board of Directors shall notifie

Board of Directors of their candidacy at least §laefore a shareholders’ meeting. The notificasioall list

the name, identification number and address ot#imelidate along with information about his main
employment, other board memberships, educatiorgreqce and shareholding in the Company. Candidates
shall furthermore list any interest connected tannciients and competitors of the Company and dtaders
controlling more than 10% of the Company. Inforrmatabout candidates for the Board of Directors|diwl
available for shareholders’ review at the Companffices no later than 2 days before the sharehglde
meeting.

The Company’s Board of Directors is the supreméaitly in the Company’s affairs between sharehader
meetings and ensures that the organisation andteiof the Company’s operation are generallgarrect and
good order. The Board of Directors appoints a Mar@a®irector for the Company and decides the tesfitss
or her employment. The Board of Directors and ttendjing Director are responsible for the managewient
the Company. The Company’s Board of Directors ezssthiat there is adequate supervision of the Coypan
accounts and the disposal of its assets and adopksng procedures in compliance with Act No. 2/%3%h
Public Limited Companies. Only the Board of Dirgstgrants power of procuration. The signaturesef t
majority of the members of the Board bind the Conypa

The Board of Directors elects a Chairman from amiggembers, and otherwise allocates its obligatio
among its members as needed. The Chairman calld bteetings. A meeting shall also be held if retpeeby
a member of the Board of Directors or the Manadpirgctor. Meetings of the board are valid if atteddy a
majority of the members of the Board. However, imgat decisions shall not be taken unless all mesnbe
the Board have had the opportunity to discuss thttem if possible. The outcome of issues is dethieforce
of vote and in the event of an equality of votesi#sue is regarded as rejected. The Managing tDirattends
meetings of the Board of Directors, even thouglhghe is not a member of the Board, and has g to
debate and submit proposals unless otherwise akbiglthe Board in individual cases. A book of masiis
kept of proceedings at meetings of the Board amal lie signed by participants in the meeting. Ardaaember,
or the Managing Director, who is not in agreemeitih\a decision by the Board of Directors is entitte have
his or her dissenting opinion entered in the bdokimutes. A board meeting is able to make decsiwhen a
majority of board members participate in meetinfypossible, an important decision should not beita
without all members of the Board of Directors havirad a chance to discuss the matter.

The Managing Director has charge of the day-to-@zarations of the Company and observes the potidy a
instructions set out by the Company’s Board of Elives. Day-to-day operations do not include measwtgch
are unusual or extraordinary. Such arrangementsilgroe made by the Managing Director in accordanith
special authority from the Board, unless it is irsgible to await the decision of the Board witharicusly
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damaging the operation of the Company. In suchvantethe Managing Director consults with the Cimeain, if
possible, after which the Board of Directors is iettiately notified of the measures. The Managing&or
ensures that the accounts and finances of the Gomquanform to the law and accepted practices aatithie
disposal of the property of the Company is secline. Managing Director provides the members of tharB of
Directors and Company auditors with any informaf@ntaining to the operation of the Company whiuyt
may request, as required by law.

Article 8.8 of the Company’s Articles of Associatistipulates that all committees working on bebéthe
Board of Directors are elected in accordance wittvigions of the rules of the Board of Directorbeir
conclusions shall only be directive for the Boafdaectors which is not bound by their conclusionisen
resolving matters unless otherwise stipulated toy la

24.3 Rights, Preferences and Restrictions of Shares

All shares in the Company that carry votes havekdghts and no privileges are attached to shardse
Company. The Company’s own shares are restrictadnvay that no voting rights are attached to ttaresh All
the shares are freely transferable, unless othemvisvided for by law. No restrictions are placed o
shareholders’ rights to sell their shares. The igiors of the Act on Electronic Registration ofl@ito Securities
No. 131/1997, and rules based on the Act shall gothe change of ownership. Sale of shares todorngarties
shall be governed by Icelandic law as it readbeat¢levant time.

The Board of Directors of the Company is authorigethcrease the share capital of the Companydpra@ance
with Article 15.10f the Articles of Association. €lshare capital of the Company may be increasegh by ISK
4,000,000,000 (four billion Icelandic kronur) normivalue with subscription of new shares. This arifation

is valid until 31December 2010. The nominal value of the sharestohathe shareholders may subscribe to one
Icelandic krona. The subscription rate may be detioly means of a public invitation to tender fowrshares in
the meaning of section 1 of Article 43 of the S@&®@s Transactions Act No. 108/2007. Shareholdeadl fave

a pre-emptive right to purchase new shares in ptigooto their registered holdings. Exemptions frtis are
authorised; cf. paragraph 3 of Article 34 of Act.N61995 on Public Limited Companies.

The Board of Directors of the Company may limit gherity rights of shareholders to subscribe tovrshares.
The new shares shall grant rights within the Comemof the date of registration of the increasshaire
capital. The Board of Directors shall lay down lett rules relating to respite for subscription aagiments for
shares. A decision of the Board of Directors taéase the share capital must be approved by aseised
majority of the board — four out of five members.

According to the Company’s Articles of Associatitiere are no other direct warranties to increlasehare
capital of the Company. The Articles of Associattmnot contain an exhaustive list of methods toease
share capital. Act No. 2/1995 on Public Limited Qxamies contains provisions that authorise a shepitat
increase in situations other than mentioned absae Chapter V of the Act No. 2/1995 on Public Ladit
Companies.

Provisions

There are no provisions in the Company’s incorponaagreement or its Articles of Association that

could delay, postpone or prevent a change in the@oof the company.

There are no provisions in the Company’s incorponaagreement or its Articles of Association that

include limits on the disclosure of shareholder emghip other than Icelandic law.

There are no provisions in the Company’s incorponsagreement or its Articles of Association

regarding changes of share capital that are gtticéa is required by law.
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24.4 Actions Necessary to Change Shareholders’ Rights

According to Article 93 of Act No. 2/1995 on Publianited Companies, the Articles of Association nuay
be amended at a lawful Annual General Meeting tnaexdinary shareholders’ meeting, provided thatribtice
of the meeting clearly indicates that such an amemd is proposed and outlines the main substantteeof
amendment. A decision is valid only if it has tlupgort of at least 2/3 of the votes cast and tippasu of
shareholders controlling at least 2/3 of the skapgtal represented at the meeting, provided alilzatsno other
force of vote is required by the Articles of Assd@mn or statutory law. Article 12 of the Companggicles of
Association is in conformity with Article 93 of thict No. 2/1995 on Public Limited Companies andsadd
conditions regarding change in shareholders’ rights

Certain changes in the Articles of Association maly be amended with the consensus of all the boiders.
Article 94 of Act No. 2/1995 on Public Limited Compies stipulates three conditions for which suaseosus
is required. These conditions are: reducing divitdeor other payments to shareholders; increasiagebblders’
obligations to the Company; and limiting sharehcdtieedom to exercise their right according teitlshares
in conjunction with Articles 22 and 23 of the AcoN2/1995 on Public Limited Companies, or if shatdbars
are forced to sell their shares without the digsmtuof the company.

24.5 Shareholders’ Meetings

The supreme power of the Company’s affairs, withenboundaries set in the Articles of Associatiod a
Icelandic legislation, is in the hands of lawfulsbholders’ meetings. Shareholders, shareholdgesita, the
Company'’s accountants and the managing directen &he is not a shareholder, have the right ttigipate in
shareholders’ meetings. Furthermore, the Boardi@fdibrs may invite specialists to attend the shaiders’
meeting if their advice or assistance is requiiidte Board of Directors is authorised to decide #fatreholders
may participate in shareholders’ meetings by et@itrmeans without being physically present. If Board of
Directors feels that the Company has equipmenthsisufficiently safe to allow shareholders totgggvate in
shareholders’ meetings electronically without bgihgsically present and the Board of Directors desito use
this authorisation it shall be announced in thétation to the meeting. If a shareholder wishepdticipate
electronically in shareholders’ meeting, the shal@dr must submit his questions five days befoeentieeting.

A shareholders’ meeting is lawful without regardattendance if it is lawfully called for. A sharddtier may
send an agent to the shareholders’ meeting oretialb The agent shall submit a written or an etett power
of attorney which shall be dated. The Board of Etimes may decide that a shareholders’ meetingosily be
held electronically. If the Board of Directors fe¢hat the meeting can be held only electronicaiti suitable
equipment and thereby allowing shareholders tdgyaate electronically, the invitation to the meetishall give
clear information regarding the technical equipnsmd information on how shareholders notify the @any of
their electronic participation and where they oateive information, instructions and a password for
participation. An inserted password into a compayatem is deemed to be equal to the sharehokigriature
and is viewed as valid participation in the shatééis’ meeting.

An annual general meeting shall be held within eigbnths from the end of the financial year. Shaledrs’
meetings shall be called for with a method whicbaesidered to ensure swift access to the meetiregjaal
grounds. Trustworthy media shall be used which enthe circulation of the invitation to the puhiicthe
European Economic Area. Such media include the NAGIDMX information system and Huginonline. The
meeting shall also be called for with an advertisenin Icelandic media. The Board of Directors kball for
shareholders’ meetings when it deems it necessarhen the elected auditor or shareholders cdimgoht
least 1/10 of the share capital insist in writimgl uggest an agenda for the meeting. Shareholueetings
shall be called for with a minimum of three weekhstice.

The invitation to an annual general meeting simaliuide information regarding place of the meettige and
draft agenda. Clear and precise rules on partioipat and voting at shareholders’ meetings andrimftion
about where shareholders can get all relevant dentation that will be presented at the meeting.pfoposal
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on amendments to the Company’s Articles of Assarids to be addressed at the meeting, the sulestafrtbe
proposal shall be described in the invitation.

The agenda shall be available for shareholdergweat the Company’s office or on the Company'’s siteb
along with final proposals to be addressed at thetimg, no later than seven days before the medfmch
shareholder has the right to have certain mattiteeased at the shareholders’ meeting if he scestg|in
writing or by electronic means to the Board of Btoes of the Company sufficiently well in advanoe the
matter to be placed on the agenda and presensttiteholders seven days before the meeting. Lawfull
proposed additions or amendments may be preseatetydhe shareholders’ meeting itself, even thotingly
were not available for the shareholders’ reviewiptd the meeting. Matters which have not beeerdisin the
agenda may not be finally resolved at the sharehsldneeting without the consent of all sharehadeithe
Company. Those matters may however be resolvetexdidns to the Board of Directors.

A simple majority of votes will decide matters hseholders’ meetings unless otherwise stipulatete
Company’s Articles of Association or Icelandic lafvproposal is rejected if votes are equal. If ovanore
people receive an equal number of votes in elestithe election shall be determined by the tossafin.
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25 CAPITAL RESOURCES

25.1 Information on Capital Resources

The following table sets forth the Group’s capgation and indebtedness as of 30 June 2010. Tloeving
table does not reflect the issue of new sharesC8apter 23 SHAREAPITALfor information relating to the
Group’s issued share capital and number of outgigrghares. Investors should read this table ijucation
with the Group’s consolidated financial informati@nd the notes thereto) aGthapter 10 OPERATING AND
FINANCIAL REVIEW.

Item 58. Capitalisation and indebtedness of Icelandair Gremipf 30 June 2010

Capitalization and Indebtedness (mISK) 30 June 2010
o) r= Lo U T =] a1 TE= o1 TSP 65,713
[CUE= =T gL (<TTo Ll 18,686
ST ToT U =T i PSPPI 5,890
UNQUAIANTEEA/UNSECUIEA. ...ttt ettt oo e ettt e e e e e ettt e e e e ettt bbb e e e e e e e et aenbe i aenee e 41,137
TOtal NON-CUITENT HADIIITIES. ... i et et et e e e et e et e et r e et e e et e e aaa e 18,976
(U 1= T 11T =T PPN 0
ST 01T i 10,532
UNQUAIANTEEA/UNSECUIEA. ...ttt ettt oottt e e e e ettt e e e e ettt et e e e e e e et abnbi i aeeee e 8,444
ST o1 1=] aTo] o [ (SR =To [ 1o/ PP OP PP PPPPT 13,128
SRAME CAPITALL ... ettt e e e et et e e e e 975
12 LI o] =00 110 TP PP PRSP PPPPPINN 25,450
Fair value @nd Other FTESEIVES........oiiii it ettt et e e e e e e aaas 7,368
RELAINEA BAIMINGS. ... e ettt ettt et e ettt e e ettt e e e e e et e bbb e e e e e e et abe b naaee e -20,695
IMINOTIEY INEEIEST. ...ttt e ettt et e e e ettt e e et e ettt e e et e e e e e e e e eeas 30
Total capitalization 0N 30 JUNE 2010........ccuiiit ettt ettt e e ettt oo ettt oo et et e et e et e et et e et e e e 97,817

* Represents a general pledge in unpledged assets of the Group
** Represents a direct pledge in certain real estates and aircraft

The table above does not reflect the issue of aqapiadely ISK 2.2 billion New Shares in Icelandaira@p in
the share offering at the subscription price indidan this Registration Document and the interajggolication
of the estimated net proceeds of approximately 3Kbillion. Following the completion of the shariering of
the New Shares, the share capital will increasksky2,941,000,000.

The table on capitalisation represents the cupertton of long-term loans, plus short-term liatéls excluding
aircraft leases. Total non-current liabilities undé long-term interest-bearing debt which amoumts t
approximately ISK 12.5 billion. The remainder catsiof prepayments (ISK 2.3 billion) and long tgrayables
(ISK 4.1 billion). Total current liabilities consisf interest bearing loans and borrowings (ISK34illion),
trade and other payables (ISK 16.7 billion), ligtds held for sale (ISK 6.7 billion) and deferriedome (ISK
16.1 billion). Aircraft financing constitutes 40%the total interest-bearing debt and is solelg édng-term
nature and financed by foreign banks. Apart froat gource of financing, the interest-bearing dédrns from
domestic bank borrowing. Further details of theakd®wn of loans can be found in the table below.
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Item 59. Net indebtedness of Icelandair Group as of 30 201€

Net indebtedness (mISK) 30 June 2010
=) IO L] TP PUPPPPPTPTP 7,471
D) CaSh EQUIVBIENTS. ... i e e e et e et et et et et e aan 0
€) TrAAING SECUNLIES .. ...ttt ettt ettt ettt oottt oo e ettt e ke e e e e ettt e e e et e e e e be bt e e e e e eenenanens 0
A) LIQUITHEY (2) # (D) F (C)eveveereeeeeeeeeee eeeeteee e et et te et e e et e ettt et e et en e e e e 7,471
€) Current fiNANCIAl FECEIVADIES. ... oo it et e e e 0
L) IO 11 (=T a1 o = Ug Q0 (= o | P 19,271
g) Current portion of IoNg terM debt.........coueii i e 5,821
h) Other current fINANCIAI AEDL........ ..o et 1,160
i) Current financial debt (f) + (G) F (1) oeeiiiiis oo e e et e e ettt et et e e e 26,252
j) Net current financial iNdebtednNess (1) = (€) = ([ A).uuiiiiiniii it e ettt e et e e e 18,781
K) NON-CUITENE DANK GEDL...... ettt et e e e e e e e e e e nees 10,552
1) NON-CUITENE DONAS ISSUBM. ...ttt ettt e e ettt e e e e e e e enenee s 1,971
M) OthEr NON-CUITENE JOBNS. ... ettt e e e et e et e et e n e e e e e e e et e e et e eeaan s 18
n) Non-current financial indebtedness (K) + (I) + (1) uuiiiiii i e et et e e 12,541
Net financial indebtedness (j) + (n) 31,322

The cash represents the net figure derived fronctheolidated cash flow statement of the Groupuddighed
on 13 August 2010.

The capital profile above is based on Icelandaoupis Financial Statements as of 30 June 2010 efatdthe
financial restructuring of the balance sheet. A pathe completion of the financial restructuriwgl be a share
capital increase of approximately ISK 9.2 billidBK 2,941 million in share capital and ISK 6,21%hare
premiums) where approximately ISK 5.5 billion vk paid with cash and approximately ISK 3.6 billigitl be
debt-to-equity conversion. Additionally, most oét&roup’s interest-bearing loans will be restrustiiChapter
27 FINANCIAL RESTRUCTURING OF ICELANDAIR GROpiesents the restructuring in detail.

The Group has a total of approximately ISK 31.4dyilin contingent indebtedness in the form of keas
obligations due to aircraft financing. The leaségaltions are off-balance-sheet items that areeftected in
the balance sheet, but are directly payable threunghmortisation schedule, and they are not reficict the
maturity profile of the Group. Furthermore, the Gudhas a contingent liability stemming from the coitment
to acquire four 787-800 Dreamliner aircraft, seeert® in the consolidated financial statement ol8tember
20009 for further information.

The Group had a total of ISK 6.7 billion in inditécdebtedness at year end 2009, through off-balzheet
items such as lease obligations and financial guees. The only financial guarantee for third garts the USD
19.6 million guarantees to SmartLynx as of 30 ROE0.

After the divestment of SmartLynx, Icelandair Gromili continue to guarantee USD 19.6 million to
SmartLynx. The guarantee will gradually expire bhtlanuary 2014. The guarantees for SmartLynxmare
regard of lease payments on aircraft. If SmartLyamrnot pay its lessors, the guarantee will fallaatandair
Group. That could happen if SmartLynx could nos&eds unused aircraft to another company. Lofildids a
contract with SmartLynx regarding the lease of aiwrcraft, where Loftleidir leases two aircraft from
SmartLynx. The contracts are on an arm’s lengtlsksawd they will not be affected by the divestmaint
SmartLynx from the Group.

The expected net indebtedness after the restrogtigishown in the following table. Please noté tha
financial information on net indebtedness afterfthencial restructuring is not audited and is lobse
information from the management of Icelandair Group
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Item 60. The table shows net indebtedness after finanesitucturing

Net indebtedness (mISK) 30 June 2010
A) CASN...ceiiii e e 13.175
D) CASN EQUIVBIENTS. ...t ettt e e e e et e ettt e e e e et e e e e 0
€) THAMING SECUIIES . ...t ettt ettt e ettt e e e e ettt ettt e e e e et e e et et e et e e e e e e eeenees 0
d) LiQUIITY (B) F (D)  (C):rereeeeiiiiiiieiiiit ettt ettt e et e e e et e s 13.175
€) Current fINANCIAI TECEIVADIES. ........cii ittt et ettt e e e e e e nenaneas 0
) CUITENTE DANK GEDL. ... et ettt e e e et e et e et e e e e e e eeeeenaes 0
g) Current portion Of [ONG tEIM AEDL. ... ...ouiiiiii e et et e e e e e e enaes 3.181
h) Other current fINANCIAL GEDL. .........oiiiiitii e e et e e e e e e s 0
i) Current financial debt (f) + (G) F (N)..oeeiiiis oo e et et eaa 3.181
j) Net current financial iNdebtedNESS (1) = (B) = ( @)ererrurunn e ee ettt ettt e e e e e et e e ae e e e eeaees -9.994
K) NON-CUITENt DANK GBDE. ... .. e e ettt e e e 22.370
1) NON-CUITENE DONAS ISSUBT. ... ettt e e e e ettt e e e e e e e e s 1.971
M) OthEr NON-CUIMENE JOBNS .. ... ..tiieeiii ettt et e e ettt e e e et e e e et r e et n e et aa s n e et neeeeeas 18
n) Non-current financial indebtedness (K) + (I) £ ( MN).uuiiiiiiiii e e et e e e e 24.359
Net financial indebtedness (j) + (n) 14.365

Item 60 shows the effects of the restructuringtn@ompany's net indebtedness after financialuestring as
of 30 June 2010. The pro forma balance sheet slmwem 69 addresses a hypothetical situation Hratefore,
does not represent the company’s actual finandisitipn or results.

The information provided in this chapter is deriesin the last published financial information bétlssuer
and information related to the financial restruictgrwhich have not been audited and is based anndtion
from the management of Icelandair Group. As ofdate of this Registration Document the Issuer deslthat
there have been no material changes since thpuhshed financial information.

25.1.1 Discussion on Cash Flow

Cash and cash equivalents increased by ISK 5ibrbifluring the first half of 2010 compared to I1SI8 billion
the same period the previous year. RefeChapter 9.2.4 First Half Statements of Cash Flo@82and 2010
for information on cash flow 30 June 2010 and 3®J2009. Refer also Bhapter 9.1.4 Statement of Cash
Flowsfor the years 2007-09. This is due to improved ¢lsv from working capital in operation and a net
change in operating assets and liabilities, tatglliSK 9.4 billion compared to ISK 5 billion in 200Repayment
of borrowings was similar between the years (ISKHillion), mainly that of aircraft fininacing.

25.1.2 Standstill Agreement

From 1 December 2009, there was an agreementda fipulating a cash flow standstill between teenBany
and the major domestic lenders in the amount of23K billion, which is the relevant facility. The
collaboration between the parties was based omderstanding which was to cover the period of edpit
restructuring and included that any overdue paymenuld be deferred on the same terms as offeredeby
relevant facility. As a result of this arrangemard,source of liquidity was unused under the agesgrapart
from a ISK 0.5 billion overdraft facility, the apption of which varies depending on seasonality laquidity
needs within each month. A binding agreement ofittaacial restructuring was signed on 12 August®@and
the documentation process of the financial restrira was completed on 21 October 2010. The stdindst
agreement is no longer in force since the finatoentation process has been completed.
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25.1.3 Transferability of Funds

Historically as well as currently, there are no eniafl, legal or economic restrictions on the apitit
subsidiaries to transfer funds to the Company énfthm of cash dividends, loans or advances. Heheeg are
no restrictions which affect the ability of the Coamy to meet its cash obligations.

25.1.4 Treasury Management Policy

The Company has a policy which covers treasury gement. This includes objectives in terms of themea
in which cash and cash equivalents are held, tteneto which borrowings are at fixed rates andube of
financial instruments for hedging purposes. Thaitkebf this policy are covered @hapter2 RISK
MANAGEMENT POLICY

The policy includes a description of the prefereagkls of liquidity which can be compared to therent level
of ISK 7.5 billion and the projected level of appimately ISK 13.2 billion after the capital resttudng.

25.2 Maturity Profile *®

The capital restructuring will have a dramatic effen the amortisation of liabilities. Total intstdearing debt
will be brought down from ISK 41.7 billion to ISK72 billion, and the ratio of current loans theredf be
reduced from 66% to 10%. The following table conagathe current maturity profile with the projectexnision
after the restructuring. The maturity profile aftee restructuring is shown in the following talidease note
that the financial information on the maturity pl®fafter the financial restructuring is not audignd is based
on information from the management of Icelandaio .

Item 61. Comparison of maturity profiles

(mISK) Maturity Profile before Restructuring  Restructured M aturity Profile
Second half 2010......cccoreeeeeee s 15,501 1,407
15,847 3,061
2,321 3,448
4,212 4,088
3,612 9,579
15 1,260
16 1,346
183 4,206
TOtAL e it 41,707 28,394

The table reflects the excessive burden of theeotitoan repayment profile and the complicatiortsai placed
on the financing administration and liquidity. Ortbe restructuring has been finalised, the delsl lamd
maturity is expected to be comfortably within thmits of sustainability. The following column chatisplays
graphically the contrasts between the two profiles.

%8 The financial data on the restructured maturitffifidn this chapter is not extracted from the &ssiaudited financial statements. The
data on the restructured maturity profile in tHisyster is unaudited and based on management daloglaerived from negotiations with
the creditors of the Group.
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Item 62. The table represents estimated changes in maprofife

18,000
16,000
14,000 41— Maturity Profile before Restructuring H Restructured Maturity Profile
12,000 +—
10,000 +—
8,000 +—
6,000 +—
4,000 +—
= EE I
0 I , | | _Hm_
Second half 2011 2012 2013 2014 2015 2016 Subsequent
2010 payments

Item 63. Interest coverage ratio for the years 2007 to 2009

2007 2008 2009
{12 ] i PP UPP TPy 2,337 -7,351 1,483
INEEIESE EXPENSE ...ttt ettt e e s sttt e teessee et aeessssbnr e eeesaaenerees 2,545 3,658 4,152
INEEIreSt COVEIAGE A0 ..vvveieiveeseiieeicies ceiveeeiieeeseeeeieeeseeeeesnneeensreeaenne 0.9 -2.0 0.4

25.3 Liquidity Risk and Covenants in Loan Contracts

Some of the Company’s long-term loan agreementiagonovenants which have to be honoured at aigim
and if violated, they will entail consequencestfor servicing of debt and the capital structura aole.
Please note that the financial information on ceves after the financial restructuring is not aedliand is
based on information from the management of Icelar@roup. These loans are estimated to amourbtmd
40% of the total long-term loans after completidhe loan restructuring and include one or morthef
following financial covenants:

+ Leverage ratio, i.e. Interest bearing debt to EBAT may not exceed 4.0 at the end of the yedi020
and may not exceed 3.5 at the end of the year 2@dInay not exceed 3.25 at the year end 2012 and
onwards.

+ Fixed Charge Coverage Ratio, i.e. EBIDTA to fixédhiges. Fixed charges are defined as interest,
distributions, capital expenditure, cash taxes@ttipal payments. Must not be less than 1.1at th
end of the year 2011. Must not be less than b2 1)3 2012 and onwards.

+ Liquidity ratio, i.e. liquid assets to total revexsu Liquid assets are cash and cash equivalent.idtis
be less than 6% at the end of the year 2010. Matshenless than 10% from Q1 2011 and onwards.

+ Interest cover ratio, i.e. EBIT to net interestssirhe at least 1.5 at the end of the year 2011.

+ Equity ratio, i.e. the ratio of Shareholders’ egud total assets. Must be at least 30% at year28d0
and at least 35% at Q3 2013 and onwards.

The covenants differ in terms of ratio requiremdigiveen loan agreements, but they all considéationm as a
case of default, which would have serious conserpgefor the operations and financing of the Compahis

Icelandair Group hf. | Registration Documeritg0



includes one or more of the following: renegotiafiavith creditors, accelerated repayments of loacseased
interest rates and loss of financial reputation.

However, such circumstances could be met with gteary waiver from creditors, and if that is notaibed,
with refinancing through the sale of assets andesbapital. It is likelier than not that a tempgraraiver could
be expected if a breach of one or more of the camisns anticipated to be temporary due to exceatior
extraordinary events.

In some of the loan agreements there are negatixenants which could place impediments to and caimss
on the Company’s operations. They include claimsméncumbrances over any part of present andefutur
assets, no further material borrowings, off-balasiceet funding or guarantees and no merger, calasioin or
joint ventures. All of these issues need the pr@mrsent of the lender.

Further items include prohibition of extraordinaliyidends or distributions, share buyback, certhéposal of
material assets and negative pledges.
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26 TAXATION

26.1 Certain Icelandic Tax Considerations

The following is a description of the relevant badlic tax consequences for shareholders, basdwanles and
regulations in force at the date of the RegistraBocument. It is therefore subject to any chariigdesw
occurring after such date. This discussion is maaptovide general guidelines and does not dethl a
aspects that could be important for potential itmess It focuses on individual shareholdings ararsholdings
of limited liability companies, and does not coteex issues in other cases, for instance where slaaecheld as
assets in business operations by individuals @& pgrtnership. The tax treatment of holders ofeshdepends in
part on their particular circumstances. Each stwdein should therefore consult a tax advisor reiggrthe tax
consequences which may arise for such personesili of buying or selling shares in the Compangluding
the applicability and effect of foreign income tagulations and provisions contained in treatiegvimid
withholding tax and double taxation. Foreign parsould obtain information on a possible doubtatian
treaty with their country of residence. If suchreaty has been made, the party should establisthvaaiuntry
has the right to tax.

26.2 Tax Considerations for Residents of Iceland

26.2.1 Taxation of Dividends

For individuals, capital income such as dividersdtaiked at the rate of 18%.

Dividends paid to limited liability companies coihste taxable income according to the Income TakMa.
90/2003. The same act however permits limited litgiséompanies to deduct from their income, inchgliheir
dividend income, any sum which they may have besd ip dividends. Such a deduction is conditiormatize
limited liability company owning at least a 10% shan the Company. In fact, received dividendsthezefore
not taxable for such shareholders.

The Company is obligated to withhold 18% tax ordpait dividends in the case of individuals anddest
companies. Companies may have a deduction of the amount as the dividends received and conseguentl
there is no effective tax burden for companiesvitténd received deduction”). The 18% withheld by th
Company is in accordance with legal responsibditiader current domestic tax law. If the tax whgetwithheld
is higher than levied tax, then the difference wélrefunded upon assessment of tax returns.

26.2.2 Taxation on Realization of Shares

Capital gains from the sale or other disposal afesb are taxable in Iceland pursuant to currens.l&or
individuals, capital gains are taxed as income foapital. The tax rate is 18%. Upon the sale oetlisposal
of shares, the shareholder’s average acquisitists dor all shares of the same class and typebwilised as the
tax base on which the capital gain of the saleftiapis calculated. Individuals can use losses fimrsale of
shares in limited liability companies within thensacalendar year and offset them against capiiasdeom the
sale of shares. Losses from the sale of shares®tharcarried forward and offset against futurateapains
from the sale of shares.

In the case of legal entities, capital gains from $ale or other disposals of shares are taxatiena according
to the Income Tax Act No. 90/2003. The same actdvawpermits limited liability companies to dedfrom
their income any gains from the sale or other digfmof shares. Such a deduction is conditiongherimited
company owning at least a 10% share in the Company.
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Losses from sales of shares cannot be carried fdrasmlosses from regular activities.

Specific tax consequences may be applicable taioerategories of companies, such as mutual funds

and holding companies.

Residents of Iceland are subject to income taxheir tnterest income in accordance with Icelandic t

law.

26.3 Tax Considerations for Non-Residents of Iceland

26.3.1 Taxation of Dividends

The Company is obligated to withhold 18% tax oridbwnds paid to individuals who are not residenteland,
absent treaty provisions to the contrary. The Campsobligated to withhold 15% tax on dividendsdp@
foreign legal entities unless there is a tax tréafylace lowering the percentage. Qualified congmmay apply
for a reimbursement and/or an advance relief urelevant provisions in double taxation treatiese Ticome
Tax Act No. 90/2003 however permits limited liatyilcompanies which are resident within the EU/EE@aao
deduct from their income, including their divideindome, any sum which they may have been paid in
dividends. Such a deduction is conditional on imétéd company owning at least a 10% share in tha@any.
Received dividends are therefore not taxable foh shareholders.

26.3.2 Taxation on Realization of Shares

In the case of legal entities, all gains from thke ©r other disposal of shares are taxable inawuerding to the
Income Tax Act No. 90/2003 and are subject to vattlimg tax of 15%. The same act however permitétdich
liability companies which are resident within thg/EEA area to deduct from their income any gaiogfithe
sale or other disposals of shares. Such a dedustimnditional on the limited company owning atdea 10%
share in the Company. The capital tax rate foniddials is 18%, absent treaty provisions to thereon.

Icelandic brokers as well as Icelandic personsig@s intermediaries are required to withhold #éxeftom the
sale price unless they have been furnished witlbitector of Internal Revenue’s confirmation of theller's
exemption from such taxation prior to the transactResidents of treaty countries can apply fomgr
confirmation of their exemption from such taxatfoom the Director of Internal Revenue.

26.3.3 Stamp Duty on Share Transfers

The shares are subject to a one-time stamp dubynitivo months from their issue. Stamp duty haspsad
for all issued shares. The sale or other dispdssthares is not subject to Icelandic stamp duty.
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27 FINANCIAL RESTRUCTURING OF ICELANDAIR GROUP

Icelandair Group announced on 14 and 15 June 2@k QHe Enterprise Investment Fund (EIF) and thesida
Fund of Commerce (PFC) had entered into a bindimgeament with the Company to the effect that the tw
funds would invest in Icelandair Group for approately ISK 4 billion at a share price of approxigigt2.5. In
the agreement, EIF undertook to contribute appratety ISK 3 billion, thereby acquiring approximatél.2
billion New Shares in the Company. The PFC undd&rtoacontribute approximately ISK 1 billion, theseb
acquiring approximately 400 million New Shareshie Company.

The agreements were concluded with the followingditions:

Positive results of Icelandair Group due diligence.

Exemption of the EIF by the Financial Supervisomttfority (FME) from an obligatory take-over of
the Company.

That Icelandair Group raised a minimum ISK oneidnillin market value through the sale of New
Shares to other investors.

All of the above conditions have been met as ladanGroup announced on 12 August 2010, and inv@sto
have subscribed to a total of approximately ISKHillkon at market value in new share capital, whic
corresponds to approximately 2.2 billion New Shandselandair Group.

The agreement assumes the conversion by Icela@dairp’s two largest creditors of debt in the amaafnt
approximately ISK 3.6 billion into shares basedaashare price of ISK 5 per share, which corresptmas
subscription to 720 million new shares. The tatal¢ase in share capital will thus amount to apgprately ISK
2.9 billion New Shares at nominal value.

Icelandair Group plans furthermore to raise appnately ISK 2.5 billion in additional share capittlthe same
price (2.5) from shareholders and employees in 208 timing and structure of that offering will Hisclosed
later.

27.1 Background of the Financial Restructuring

The Group undertook major cost-cutting measurékerfirst half of 2008. More than 500 staff reduncias
were followed by capacity cuts and renegotiatioith suppliers. Furthermore, the top managementafym
subsidiaries has been changed over the course tdghtwo years. Around the same time, orderofar Airbus
330 cargo aircraft were cancelled, which lowered@noup’s commitments by USD 450 million. The cost-
cutting measures taken in 2008 are among the raasons for the Group’s ability to shoulder the diommin
2008 and early 2009.

However, the balance sheet of the Group was sepieriod when the owners and the Board of Diredtomgsed
on acquisitions and expansion abroad. The baldresst svas not self-sustaining, in particular duth#high
level of indebtedness, and it was a major problenttfe Group even before the financial turmoildeland in
the autumn of 2008. Although the daily operatiohthe Group largely went according to plan in 20fdancial
expenses were a drain on the cash flow of the Giblyad been evident for some time that the balaheet
needed to be restructured.

The collapse of the banking system in Icelandila@008 along with the worldwide recession has aféected
the Group’s operational landscape, especially asedtic demand dropped significantly. Strain on dhsks
followed due to termination of the Group’s banksegvices coupled with severe outflows of cash tetraa
ever-growing demand for cash collateral by intaomal financial institutions to replace bank gudems. As a
consequence, it become more challenging for theito meet its refinancing needs since its liqyithtgely
dried up after the financial turmoil of the Icelamdconomy in 2008.
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To meet these changes, the Board of DirectorseoGitoup has announced its plans to adapt to this ne
environment. A step in this process is the findmastructuring that was announced to be formadiyatuded on
12 August 2010. The documentation process of tianfiial restructuring was not concluded and cotgrac
signed until on 21 October 2010.

27.2 Overview of the Financial Restructuring

The major steps of the financial restructuringagfidndair Group are listed below:

New shares issued for cash consideration in thanarmmount of approximately ISK 2.2 billion at the

price of ISK 2.5, which equals approximately IS Billion in market value.

islandsbanki and the Resolution Committee of GlitBiank convert debt in the amount of
approximately ISK 3.6 hillion into shares basedaoprice of ISK 5 per share, which corresponds to a

subscription to ISK 720 million New Shares.

Vindabudir ehf. ID No. 680807-2560, a company fudkyned by the Resolution Committee of Glitnir
Bank, will directly acquire 100% of the share capaf SmartLynx for ISK 1 (one) as SmartLynx has

no value. Icelandair Group will continue to guaeenS&martLynx operational leasing obligations.

The Resolution Committee of Glitnir Bank and islaianki incorporated an SPV, a special purpose
vehicle, (hereinafter “SPW ehf.”) which will acqeiffravel Service and Bluebird Cargo from Icelandair
Group. A binding agreement on the divestment amrditkcorporation of SPW ehf. was signed on 12
August 2010. However, the documentation processneaisoncluded and contracts signed until on 21
October 2010. The contract has reservations and @RIV will not take control of the divested

companies until these reservations have beenlédf{see below).

Icelandair Group will continue to own and managelit@est, but it will be controlled by SPW ehf.
However, Icelandair Group has made an agreemeit 8W ehf., which will receive economic
benefits from IG Invest. The total proceeds tododair Group from the sale of Bluebird Cargo, Trave
Service, and the economic benefits of IG InvesBRW ehf. amount to ISK 7.6 billion. The ISK 7.6
billion in proceeds contributes to reducing thetdebicelandair Group by ISK 7.6 billion. Thereris

cash contribution involved in the asset divestment.

If SPW ehf. receives more than ISK 7.6 billion,addition to interest amounting to REIBOR + 3%,
from its assets when it sells them before Septer@bés (Travel Service, Bluebird Cargo and the
economic benefits from IG Invest), Icelandair Growifl receive 50% of any potential yield that is

higher than ISK 7.6 billion. On the other hand SPW ehf. receives a lower amount than ISK 4.0
billion before September 2015 from the sale (ofvEtaService, Bluebird Cargo and the economic
benefits from IG Invest), Icelandair Group must |EBW ehf. ISK 0.5 billion. The contracts state that
if SPW ehf. has not sold its assets before Septer2d&5, the banks can extend the period until
September 2017.

The financial restructuring is subject to certamditions being satisfied or waived as soon astjgeule and in
any event no later than by close of business odédember 2010. The material conditions are asvslio
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An approval from competition authorities in Icelaaad Latvia for the sale and purchase of the shares

in Bluebird Cargo ehf. and SmartLynx respectively;

Icelandair Group and SPW ehf. shall enter into arediolders’ agreement and a call option agreement
and other relevant agreements and arrangementsldtion to their shareholding in I1G Invest ehf.

Icelandair Group and SPW ehf. shall enter intoofeihg agreements:

o0 Shareholders' agreement in terms of IG Invest #fdt outlines how IG Invest will be

controlled;

o0 Service agreement in terms of IG Invest whereakmckair Group undertakes to manage IG
Invest on behalf of SPW ehf.;

o SPW ehf. shall have call options on Icelandair @t®ghareholding in IG-Invest.
Icelandair and Vindabudir ehf. shall enter intoogerating agreement in relation to SmartLynx;

The signing of a conditional guarantee issued lejaltdair Group for the benefit of islandsbanki and
Glitnir banki in the total amount of ISK 500,000000

Exemptions from the Central Bank of Iceland frone tRules on Foreign Exchange, No. 370/2010
(issued by the Central Bank of Iceland), with reigato the sale and purchase of the shares in Travel

Service and SmartLynx;

A written confirmation from certain creditors ofavel Service and SmartLynx, confirming that (i) the
relevant loans are not in default and (ii) Icelandzoup can transfer the title of the shares iavet

Service and SmartLynx;

Waiver letters in relation to change of controlyisins in certain agreements entered into by Bideb

Cargo;
Amendments to existing general bonds, granted &ahclair Group and its subsidiaries; and

New security granted by Icelandair Group. Spedifica(i) share pledge agreement, granting 2nd
priority security over shares in IG Invest and @igecurity interest over a Boeing 757-200 aird@aft

{slandsbanki.

It should be noted that the above conditions argels formalities which are expected to be satisfiyy 15
December 2010.

Notice is drawn to the fact that the financial dat&hapters 27.2—-27.6 is not extracted from thedss audited
financial statements. The data in this chaptemsudited and based on management calculationsedefiom
negotiations with the creditors of the Group.

27.2.1 The Future of Icelandair Group

The future focus of the restructured Group willdvethe operations of Icelandair ehf., Icelandiaigra and the
Hub and Spok€oncept that is a pivotal part of Icelandair ehbisiness modéef,

The Group has simplified its business model tcetfthe new strategy.

%9 SeeChapter10.1.1. General Information About the Group.
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+ In the restructuring process, Icelandair Group adssed by DVB bank.

+ From now on, Icelandair Group defines itself a®pearating company focusing on route network and
tourist services, and should not be looked upaa laslding company.

+ By placing Travel Service, Bluebird Cargo and Singrk under the ownership of Icelandic creditors,
the Group’s balance sheet will be reduced by ISR hillion as is explained i@hapter27.6 Pro

Forma Balance Sheébelow).

Item 64. Subsidiaries of the core Icelandair Group goingvéod
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Item 65. Businesses Divested
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The new business structure is based on two busaeggaents. As before, the support functions wiltknacross
both business segments and provide support faubsidiaries and associate companies.

27.3 The Share Offering

As was stated above, investors have subscribedatmleof approximately ISK 5.5 billion at markedlue in new
share capital, which corresponds to approximatedyblion New Shares in Icelandair Group.

The following parties subscribed to the share ehpih offer and will pay for the New Shares in cashe table
shows each investor’s share in the total shardalayfithe Company after the issue of approximagefbillion
New Shares.

Item 66. New shareholders that have subscribed for 2,22ilomiNew Shares announced on 12 August 2010

New Shareholders ID Number  Nominal Value Price. Market  Value Holding
(ISK) (ISK) (% of share capital)

The Enterprise Investment Fund slhf.. 651109-0510 1,200,000,000 2.5 3,000,000,000 30.4%
The Pension Fund of Commerce........ 430269-4459 400,000,000 2.5 1,000,000,000 10.1%
Lifeyrissjodir Bankastreeti 7............... 711297-3919 200,000,000 2.5 500,000,000 5.1%
Virding hf. ..o, 561299-3909 137,000,000 2.5 342,500,000 3.5%
Stefir IS-15......c.ccvveeeeieeie e, 470206-8450 85,000,000 2.5 212,500,000 2.2%
islensk verdbréf hf............ccceeeeueenne. 610587-1519 54,000,000 2.5 135,000,000 1.4%
SteMir IS-5....ccveviiiieiieeeeeeeie e 430407-9610 45,000,000 2.5 112,500,000 1.1%
Other new shareholders.................... 600390-9619 100,000,000 2.5 250,000,000 2.5%
Total...oooiiiii 2,221,000,000 5,552,500,000 56.3%

27.3.1 The Enterprise Investment Fund

On 14 June 2010, the Enterprise Investment Funithvastment company owned by 16 Icelandic pengioad,
entered into a binding agreement with Icelandaoupron an investment of approximately ISK 3 billiarthe
Group in return for a 30.4% share in the Compatsrdlie increase in share capital.EIF subscribd8kol.2
billion in New Shares at the price of ISK 2.5, fototal consideration of ISK 3 hillion in cash.
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The agreement was concluded with normal resenatiegarding the results of due diligence, whichehiaeren
fulfilled as was made public on 12 August 2010.

27.3.2 The Pension Fund of Commerce

On June 15 2010, the Pension Fund of Commerce (B@Ejed into a binding agreement with Icelandaoup
on investing ISK 1 billion in the Group in returarfa 10.1% share in the Company after the increasbare
capital. PCF subscribes to New Shares in the ndramaunt of ISK 400 million at a price of ISK 2f6r a total
of ISK 1 billion in cash.

The agreement with PCF was concluded with the nbreservations regarding the results of due dilagen
which have been fulfilled as was made public orAligust 2010.

27.3.3 Debt Conversion into Equity

islandsbanki will convert ISK 2,793,600,000 of detib equity at the price of ISK 5 per share. idsimanki will
receive 558,720,000 New Shares in Icelandair Grimlipwing the debt-to-equity conversion. Prior tieet
conversion, Islandsbanki holds 469,772,387 sharesthe Group. After the debt-to-equity conversion,
islandsbanki will hold 1,028,492,387 shares indoelir Group, which equals 26.1% of total sharetahp

Glitnir Bank will convert ISK 806,400,000 of debiitd equity at the price of ISK 5 per share. GlitBank will

receive 161,280,000 New Shares in Icelandair Grimlipwing the debt-to-equity conversion. Prior tieet
conversion, Glitnir Bank holds 20,925,000 sharethenGroup. After the debt-to-equity conversionifréél Bank

will hold 182,205,000 shares in Icelandair Groupijoln equals 4.6% of total share capital.

Item 67. The debt to equity conversions

Debt to equity conver sions (ISK) Debt Converted Price Nominal Value
islandsbanki Nf.........cccocoeererniccieeenn, 2,793,600,000 5.0 558,720,000
Glitnir Bank hf........coooeoiiiiiicie 806,400,000 5.0 161,280,000
TOtal oo e 3,600,000,000 720,000,000

27.4 Shareholders List after Financial Restructuring

The following table depicts the largest sharehaddrcelandair Group after the financial restruictg.

Item 68. Largest shareholders of Icelandair Group aftefittencial restructuring

Shareholders after financial restructuring ID Number Nominal Value  Holding (%)

The Enterprise Investment Fund slhf............... 651109-0510 1,200,000,000 30.4%
islandsbanki hf..........ccccovoveveereeereiieeeeeinns 491008-0160 1,028,492,387 26.1%
The Pension Fund of Commerce..................... 430269-4459 400,000,000 10.1%
Landsbanki islands hf.............ccccccoeveeevevennnnne. 540291-2259 238,348,350 6.0%
Lifeyrissjodir Bankastreeti 7..........ccccoccvvrnnen. 711297-3919 200,000,000 5.1%
Glitnir Bank hf........oocoiiiii, 550500-3530 182,205,000 4.6%
Virding hf..ooee 561299-3909 137,000,000 3.5%
Icebank hf.......ooooviiiiii 600390-9619 93,572,562 2.4%
Stefnir [S-15....c..cvoveeieeeeeeeeeeeee e, 470206-8450 85,000,000 2.2%
islensk Verdbréf hf............ccoocvveveeereneennns 610587-1519 54,000,000 1.4%
SEEfNIF [S-5...vevieeeeeececeeeeeee e, 430407-9610 45,000,000 1.1%
Other shareholders............coceeeeiiiiiiieiiiceeeee 277,381,701 7.0%
TOtAl e s 3,941,000,000 100%
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27.5 Asset Divestments and Financial Treatment of Divest Assets

The Board of Icelandair Group has decided to siipptie Group’s business model in order to reflechange in
the business environment. The future focus of hadér Group will be on the operations of Icelandif.,
Icelandic Tourism and thidub and Spokeoncept as well as related services. Under theptany discontinued
businesses will be divested.

Discontinued businesses comprise:

Bluebird Cargo

o Inthe Group’s consolidated balance sheet for gred ended 30 June 2010, this company
was categorised as assets and liabilities helddier.

o Bluebird Cargo is a part of the Group’s consolidateome statement for the period ended 30
June 2010 and directly affects the EBITDA of the@.

0 Bluebird Cargo will be a part of the consolidataddme statement of the Group until the
transaction is finalised, but Bluebird Cargo wititioe a part of the consolidated balance sheet
of the Group when the Group publishes its thirdrtpre?010 results.

SmartLynx

o Inthe Group’s consolidated balance sheet for #reod ended 30 June 2010 the company was
categorized as assets and liabilities held for. sale

0 SmartLynx is categorized as discontinued businedssanota part of the Group’s
consolidated income statement for the period el@edline 2010 and does mtitectly affect
the EBITDA of the Group.

Travel Service

o Inthe Group’s consolidated accounts for the peended 30 June 2010, the 30% share of the
company was categorised as assets and liabilitigisfor sale.

o Travel Service is categorised as a discontinuethbss and is na part of the Group’s
consolidated income statement for the period elfedline 2010 and does miitectly affect
the EBITDA of the Group.

27.6 Pro Forma Balance Sheet

The pro- forma balance sheet below shows the sffgfdhe restructuring on the Company's balancetshe of
30 June 2010. The pro forma financial informatiddr@sses a hypothetical situation and, therefares dot
represent the company’s actual financial positioresults.

The pro forma financial information listed heresncompiled by the management of Icelandair Grouputnd are
is only for information purposes. The pro formaoimhation are not audited and has been prepared for
illustrative purposes only.

The pro-forma consolidated balance sheet on 30 20h@ is based on the following assumptions:

Sale of Bluebird Cargo, Travel Service and the eatinal benefits of IG Invest for a total of ISK 7.6
billion. The ISK 7.6 billion in proceeds is contuifed by reducing debt of Icelandair Group hf.

amounting to ISK 7.6 billion. There is no cash citmition involved in the asset divestment.
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+ Vindabudir ehf. ID No. 680807-2560, a company fullyned by the Resolution Committee of Glitnir
Bank, will directly acquire 100% of the share capaf SmartLynx for ISK 1 (one) as SmartLynx has

no value. Icelandair Group will continue to guassnSmartLynx operational leasing obligations

+ Debt-to-equity conversion by islandsbanki and tesdtution Committee of Glitnir Bank in the amount
of ISK 3.6 hillion.

+ New share capital from investors amounting to ISKHillion.

+ Refinancing of ISK 11.9 billion of short- term debto long- term debt.

Item 69. Pro -forma Balance Sheet for Icelandair Group 8fJ@ne 2010 (mISK)

Assets: 30.6.2010 Restructuring 30/06/2010
Pro-forma
OPEIALING @SSELS ..ve.eeeutitieiieitiete ettt ettt bttt bttt et e et s e bt e b bt et e sb b et nnenne e 30,391 53 30,444
INEANGIDIE @SSELS ...ttt e 23,781 ( 605 ) 23,176
INVESTMENES IN ASSOCIALES ....e.ueeeieiiiiieite ettt ettt bbb e e e e eaeene e 635 ( 472) 163
Prepaid aircraft aCQUISITIONS ..........ooiiiiiiiiii e 1,179 ( 1,179) 0
Long-term cost 1,318 1,318
Long-term receivables and dePOSILS ........cccciiiieiiiiiiiee e 3,365 ( 1,789) 1,576
Deferred tax asset .........c.ccoeeveene. 439 ( 437) 2
Total non-current assets 61,108 ( 4,429) 56,679
Inventories 1,619 1,619
Trade and other receivables ... . 13,332 1,371 14,703
Assets classified as held for SAlE ...........ueeveiiieeiiieeeee e 12,824 ( 12,824) 0
PrEDAYMENS ....voveveeeeeeeeeeeseeeeeeees et seeseeseeees s eeneansesssseeseseesseenseenesnessereeneeneeeenensneenenes 1,463 1,463
Cash and cash @QUIVAIENTS ..........cooiiiiiiii e 7,471 5,704 13,175
TOTAl CUMTENT @SSELS ...ttt ettt nneas 36,709 ( 5,749) 30,960
TOTAI @SSELS. ...ttt bttt bbbt 97,817 ( 10,178) 87,639
Equity:
SNAIE CAPILAL ...ttt ettt b e sb e e e b e e nbe e en e e e ne e 975 2,941 3,916
SNAIE PrEMILIM ..ottt b ettt e sbe e e e e e sae e eaee e saeeeaeesaneenneennenane 25,450 6,212 31,662
Reserves ............ 7,368 7,368
ACCUMUIALEA TEFICIT ...ttt e ( 20,695) 1,236 ( 19,459)
Total equity attributable to equity holders of the Company 13,098 10,389 v 23,487
NON-CONEIOIING INEEIEST ..ottt 30 30
TOMAI EQUILY.....eviiiiiiiiiiiiicici s et 13,128 10,389 23,517
Liabilities:
LOANS AN DOMTOWINGS ...ttt ettt bbb e sbe e eneesaee e 12,541 11,818 24,359
PIEPAYMENS ... eeee e s ee e eeeee e e eeeeeeeeeee s se e es e s e e s ee e eeenen 2,303 ( 2303) T 0
LONG-TEIM PAYADIES .....cviiiciiciii it 4,132 4,132
Total non-current abilities...........ccccvivis e 18,976 9,515 28,491
LOANS AN DOITOWINGS ...ttt 26,252 ( 23,071) 3,181
Trade and Other PAYADIES .........ccoiiiiiiiiiiiee e 16,682 16,682
Liabilities classified as held for Sale ............cceoiiiiiiiiiie e 6,708 ( 6,708 ) 0
DL (=T g =To W TaTote] o o 1Y 16,071 ( 303) 15,768
Total CUrrent HADITIES. ... e e e ee e e e e e e e e ennaaes 65,713 ( 30,082) 35,631
TOtal IADIIHIES. ... ettt sb e e e e et naeas 84,689 ( 20,567) 64,122
Total equity and ADIlIIES. ..o e 97,817 ( 10,178) 87,639
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The table depicts the consolidated balance shdeelaindair Group hf. for the first six months &1D in the,
column labelled “30/06/2010". The column labelldRiEstructuring” shows the changes to each line déthe
consolidated balance sheet following the finanaatructuring. The last column, labelled “30/06/2ro
forma” shows the pro forma consolidated balancetsbflcelandair Group hf. on 30 June 2010, talitig
account the amendments to the balance sheet stgnfimin the financial restructuring.

The restructuring of the Group’s balance sheekjgagned inchapter ChapteR7.2 Overview of the Financial
Restructuring The effects of the restructuring on every badasiteet item are presented in the column labelled
“Restructuring”.

“Assets classified as held for sale” is the bookieaf the shares in Travel Service, Bluebird Casgal
SmartLynx in addition to the price premium whichnsgolved in the divestments of Travel Service &haebird
Cargo.

Cash and cash equivalents increase by ISK 5. obidue to the capital injection of ISK 5.5 billionaddition to
intra- group debt that will be settled with I1G Iste

The share offering increases the Company’s shanigataf by approximately ISK 9.2 billion (ISK 2,24million
in share capital and ISK 6,212 million in sharempitgm) where approximately ISK 5.5 billion is paidthvcash
and approximately ISK 3.6 billion is debt -to -etyutonversion.

Change in accumulated deficit is ISK 1.2 billiorhieh is the after tax profit and revised foreigmrency
translations differences, from the sale of Trawahi&e, Bluebird Cargo, SmartLynx and the econdoeinefits
from IG Invest. The sale price of the assets amtut8K 7.6 billion and the book value amounts$&16.1
billion. Net after tax effects on accumulated diéfanount to ISK 1.2 billion.

Non-current loans and borrowings increase by ISI billion as the term structure of short- termnsds
changed so as they will be classified as long- teans.

Current loans and borrowings decrease by ISK 2@iérb The sale of the shares in Bluebird Cargmavel
Service and the transfer of the economic benefitm iG invest decreases debt by ISK 7.6 billione Tebt to
equity swap amounts to ISK 3.6 billion. The chanfshort term loan terms decreases current loarSky. 1.9
billion.

“Liabilities classified as held for sale” is theld®n Bluebird Cargo’s and SmartLynx’s balance shee

27.6.1 Auditor”s Review Report

We have reviewed the accompanying pro forma catlata@d balance sheet of Icelandair Group hf. af dfudie
2010. This consolidated financial information is tiesponsibility of the Company’s management. Our
responsibility is to issue a report on this prararfinancial information based on our review.

Our review is limited and thus provides less agsgdhan an audit and accordingly, we do not espaasaudit
opinion.

The pro forma financial information is not auditedf are nevertheless prepared in accordance RRS
Furthermore, the pro forma financial informatiompigpared on a basis which is consistent with tdoeanting
principles used by Icelandair Group.

Based on our review, nothing has come to our attehat causes us not to believe anything othean that the
pro-forma information have been prepared prop&ug.herby confirm that :

the pro forma financial information has been prbpeompiled on a basis that is consistent with the

accounting principles used by the companies ofitwddir Group hf.;
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the adjustments are appropriate for the purpostseqgiro forma financial information as disclosed:;.

financial information is prepared in accordancehiiRS.

We consent to the inclusion of this letter andrference in the Registration Document to be isfyed
Icelandair Group hf. in the form and context in @it appears.

Reykjavik, 28 October 2010

On behalf of KPMG Endurskodun hf.

Jon S. Helgason

State authorised public accountant and member efiistitute of State Authorized Public Accountants
Iceland

Icelandic ID No. 050269-3619

and

Gudny Helga Gudmundsdattir

State authorised public accountant and member efiistitute of State Authorized Public Accountants
Iceland

Icelandic ID No. 221168-4029.
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1 RISKFACTORS

1.1 General

Investing in shares entails numerous risks, asddeision to invest is based on expectations, noinfges.
Investors must rely primarily on their own judgermesgarding any decision to invest in any compamsiiares,
bearing in mind the business environment in whithdompany operates, anticipated profits, extaoadlitions
and the risk inherent in the investment itself. dpextive investors are advised to contact experth |s
licensed financial institutions to assist themhpit assessment of the shares in the Company see@stment
option. Investors are furthermore advised to casitheir legal status, including taxation issueat tthay
concern the purchase or sale of shares in the Qoygoad seek external and independent advice irr¢lspect.

The risks and uncertainties described below mayriady affect the Company and any investment niadés
shares. If any combination of these events ocdhestrading price of the shares could decline awestors
might lose part or even all of their investmentdainal risks and uncertainties that do not cuseexist, that
are not presently considered material, or of whieh Company is unaware, may also impair the busines
operations of the Company. These risks and unoéigaicould have a material adverse impact on tisenbss,
income, profits, assets, liquidity and share patthe Company.

Prior to making any investment decision regardimgrss in the Company, please consider all therimdition in
this Securities Note and the Registration Documehich is a part of the Prospectus dated on 281§2cta010.

1.2 Risk related to Shares Investment

1.2.1 Stock Returns

Empirical evidence is generally considered to Isapport to the fact that in the long run stock meftexceed
those of bonds and alternative securities. Yieldtogks consists of dividend payments, on one heamdl the
change in share prices on the other, profit or tesslting from the difference between the pricegtwre when
bought and sold. However, stock investment is amsid to be a riskier than that of alternative gdes. Stock
prices are prone to greater volatility and paymenht$ividends are often uncertain, as is the efféstuch
payments on the share price. The risk involvedhwesting in individual companies can be spreadiSiyuising
the risk by investing in different registered comiea of different character and markets. Suchadegiy can
even out individual firm level risk and constrairtiose to the average stock market level of risk @eturns.
Hence, stock investment will always be under thk and influence of external market related distndes, e.g.
currency exchange fluctuations, changes in gemnaeakest rates, market mood, news, speculatiostovs”
sentiment, risks accompanying political developregcihanges in the economic outlook, etc. Thoseintead
to invest in the Company should know that themeiguarantee of a return on their investment irfihgre and
investors should bear in mind that even thoughkstean provide a good return in general, theréways a risk
that an investment in the shares of individual canigs will decline in value. It is therefore suggeshat
prospective investors pay close attention to difsgng their risk and seek investment advice.

1.2.2 Ownership and Control

The structure of shareholder ownership can bekdaidor for investors. The share price could beessely
affected if a potentially large shareholder deciaesell a substantial number of shares or in tse ©f
additional shares being sold in a share capitatase. Note that company ownership can changelyapid
without prior warning. Further a principal-agentdiplem of ownership and control is a theoreticalhygl
practically known phenomenon within large corpamas which is based on the concentration of ownprghi
high concentration of ownership tends to be attist of minority shareholders’ rights whereas a low

! Investment theory offers the Capital Asset Pricalbl, CAPM to explain this as a case where the mreazent of risk, the beta coefficient,
equals one, which is a benchmark of market riskeqected market returns.
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concentration and a lack of leading investors coedier administrative complications and leadlttated
decision processes.

Due to the fact that the Company's shares aredradéhe NASDAQ OMX Iceland Main Market, those
investing in them will thereby become subject tblpuregulation relating to securities transactiosgch as
rules relating to takeover bids, public disclosofewnership stakes, etc.

1.2.3 Dilution

Current shareholders face dilution unless theyigpate in the issuing of the New Shares. When gleares are
issued, the proportional shareholding of those alheady hold shares in the Company will be reduced
accordingly unless they acquire the New Sharesgieoto their existing holdings. The purpose oféasing
capital is generally to reshape the capital stmecto increase company value by financing new fable
projects and reduce the loan ratio. Shareholdeysthaefore be faced with increased risk to themestment
alongside dilution of their existing shares depegdin how the added capital will be disbursed.Harrhore, it
is open for future shareholder meetings to considatinued equity financing.

1.2.4 Trading in the Secondary Market

Trading with the shares in the secondary marketdsieebe active and the volume sufficient for investo
profit from their investment. The possibility exdghat investors will not be able to sell theirrglsaeasily or
only at a discount to comparable securities fronepissuers.

1.2.5 Liquidation Risk

According to the Bankruptcy Act No. 21/1991, shaesa subordinated claim on the assets of companie
Therefore, in the event of company liquidation,rehalders will receive what is left after all otl@aims have
been met.

1.2.6 Changes in Law

The terms and conditions of the Share capital asedb on Icelandic law in force as of the date isf Securities
Note. No assurance can be given as to the impatypossible judicial decision or change to Icdiataw or
administrative practice after the date of this $ities Note.
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2 PERSONS RESPONSIBLE

2.1 Issuer’s Statement

The CEO and the Board of Directors of Icelandaiou@r hf., ID No. 631205-1780, registered office Rayk
Airport, 101 Reykjavik, Iceland, hereby declaret thaving taken all reasonable care to ensure titdt is the
case, the information contained in the Prospestus ithe best of our knowledge, in accordance thighfacts
and contains no omission likely to affect its imipor

Reykjavik, 28 October 2010
Reykjavik Airport, 101 Reykjavik, Iceland:

Sigurdur Helgason,
Chairman of the Board of Directors,
Icelandic ID No. 010546-2069

And

Bjorgélfur Jéhannsson,
CEO,
Icelandic ID No. 280855-3409.
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3 THE LISTING ADVISOR

The Listing Advisor, islandsbanki, ID No. 491008601 registered office Kirkjusandur 155, Reykjavieland,
has been the advisor to the Issuer in the preparafithis Securities Note. The Listing Advisor et
independently verified the information containedeie.

Accordingly, no representation, warranty or undertg, express or implied, is made and no respadityiloir
liability is accepted by the Listing Advisor astte accuracy or completeness of the informatioriainad in
this document or any other information providedhwy Issuer in connection with the issuing of thevi\ghares,
which is expected to be no later than 3 Novembé&020

The Listing Advisor has in consultation with themagement and the Board of the Directors of Icelar@mup
construed this Securities Note and is acting iilanek on the information provided by the manageraadt
Board of Directors of Icelandair Group.

islandsbanki is the largest shareholder in Icelar@aup with a 46.98% share of the common stoakan
voting right which is limited at 30%. islandsbaiialso the owner of all of the Groups convertiads; the
bank will refinance the convertible bonds in cortimetwith the restructuring of Icelandair Group &hd
convertible bonds will accordingly be cancelledamsisbanki is the Groups largest creditor and wafth
agreement which was made between Islandsbankicatehidair Group, regarding the financial restruntyof
the Group, certain assets of the Group will besfemed to a separate holding company owned bgdslaanki
and Glitnir Bank. Notice is drawn to the fact théter the financial restructuring is completed viltk issue of
the New Shares islandsbanki’s stake in the commomk vill be 26.1%.
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4 NOTICE TO INVESTORS

The Securities Note is compiled in accordance Witlective 2003/71/EC of the European Parliament @frithe
Council of 4 November 2003 (“the Prospectus Dire}i. The Prospectus Directive has been implemeinited
Icelandic law.

Only the Issuer is entitled to procure informataiout conditions described in this Securities Niptfarmation
procured by any other person is of no relevancelation to the Securities Note and cannot bededie

This Securities Note is not an offer to sell oequest to buy Shares in the Company.

The Securities Note is not being distributed, angthmot be mailed or otherwise distributed or st into
any country in which distribution would require aagditional registration measures or other meadorbe
taken, other than as applicable under Icelandicda@vregulations, or would be in conflict with daw or
regulation in such country. On the other hand theuBities Note may be passported in accordancethdgth
provisions of the Prospectus Directive into otheisdictions within the European Economic Area. Phepose
of this Securities Note is to have available infation about the Securities in conformity with Presjos
Directive. Any exposure or distribution of the cemt of this Securities Note, which has been creiated
accordance to Articles 44 and 45 of the Securifr@msactions Act No. 108/2007, is forbidden. Therefany
exposure or distribution of the content of this 8éies Note, for any other purpose, is forbiddeithout a prior
written consent of the Issuer. Binding subscripfienNew Shares in the Company is in the form pfigate
tender offer with professional investors.

No person is authorised to give information or kenany representation in connection with the Near&s
other than as contained in the Securities Notb®Registration Document, which together with a Bamy
form part of the Prospectus, which are all date®2®ber 2010. If any such information is givemmade, it
must not be relied upon as having been authorigedebCompany or any of the Company’s respectifibaaés
or advisers. Neither the delivery of the Securibiedge or the Registration Document, nor any saldena
hereunder shall under any circumstances implythieae has been no change in the Company’s affaiisad
the information set forth in the Securities NoteReistration Document is correct as of any dabssguent to
28 October 2010.

This Securities Note should by no means be viewanostrued as a promise by the Company, or otteieg
of future success either in operations or returingastments. Investors are reminded that investirsgcurities
entails risk, as the decision to invest is baseeqectations and not promises. Investors mustaréhyarily on
their own judgement regarding any decision to ihuethe Company’s securities, bearing in mindrirtiéa the
business environment in which the Company operatemticipated profits, external conditions and ttsk
inherent in the investment itself. Prospective gtoes are advised to contact experts, such ashkcefinancial
institutions, to assist them in their assessmetti@tecurities issued by the Company as an inesgtaption.
This Securities Note does not constitute legagrfirial or tax advice. Investors are furthermoresmati/to
consider their legal status, including taxatioméssthat may concern the purchase or sale of thgp@ay’s
securities and seek external and independent advtbat respect.

This Securities Note, Registration Document and f@any, which together form the Prospectus and didasdd
on 28 October 2010, have been prepared to proléde and thorough information on the consolidateehgany
Icelandair Group Investors are encouraged to anttl@mselves thoroughly with this Securities Ndteey are
advised to pay particular attentionGbapterl RISK FACTORS of this Securities Note. The Prospectus is
available for viewing at the Company’s registeréfice at Reykjavik Airport, 101 Reykjavik, Iceland.will
also be available on the Company’s website: hitpldndairgroup.com/.

Notwithstanding a special statement to the contrafgrences to any laws, acts or regulationsefexances to
acts passed by the Icelandic parliament and regofaissued by Icelandic governmental agenciessanle
otherwise clear from the context.
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The admission to trading will proceed pursuantldndic law and regulations. NASDAQ OMX Iceland hia
its authority under agreement between it and thkahaic Financial Supervisory Authority, scrutindsend
approved this Securities Note, which is publishre&mglish only.

In the event of any significant new factor, matlemiéstake or inaccuracy relating to informationlirded in this
Securities Note, which could be capable of affectie assessment of the New Shares, the Issueimwill
accordance with Article 46 of the Securities Tratisam Act No. 108/2007, publish a supplement to the
Prospectus which will be published with the sanaess as the Prospectus. The supplement shalbbevap
within seven business days and published in theesaanner as the Prospectus. In the event of theeabo
mentioned, the Issuer will also issue an announoéthat will be made public.

On 15 September, an extraordinary shareholdersmgests convened. The agenda of the meeting waletb
a new Board of Directors and vote on proposalafeote of no confidence in the Company’s auditing and
the election of a new auditing firm. The proposa¢se withdrawn and subsequently the only item enatpenda
for the meeting was the election of a new Boarbioéctors. The following persons were elected:

Board members:

Audur Finnbogadottir.
Finnbogi Jonsson.

Katrin Olga J6hannesdéttir.
Sigurdur Helgason.

Ulfar Steindérsson.

Alternate board members:

Herdis Drofn Fjelsted.
Magnus Magnusson.

Vilborg Lofts.

The Company has also stated its plans to havediticaril share offer to employees and shareholite2810.
Details on that share offer have not been decideaf the date of this Securities Note.
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5 REFERENCES

References to “Icelandair Group”, “the Issuer”, "wéus”, “the Group” or “the Company” in this Sedties
Note shall be construed as referring to Icelan@awup hf., Icelandic ID No. 631205-1780, unlesseotfise
clear from the context.

References to “the New Shares” in this SecuritiegeMshall be construed as referring to 2,941,0@0r@Qv
shares in Icelandair Group hf., admitted to traginghe Main Market of NASDAQ OMX Iceland and
subscribed for by professional investors, unlebsrstise clear from the context.

References to “FME” in this Securities Note shadl bonstrued as referring to the Financial Superyiso
Authority in Iceland, unless otherwise clear frdme tontext.

References to the “European Union” or “EU” in tt8&curities Note shall be construed as referringhto
member states of the European Union, unless otkergiear from the context.

References to “the ISD” in this Securities Notellsbha construed as referring to the Icelandic Sidesr
Depository, i.e. Verdbréfaskraning islands hf.,oiporated under the laws of Iceland, ID No. 5003909,
unless otherwise clear from the context. Eignadfaldgid Verdbréfathing hf., incorporated under ldas of
Iceland, ID No. 650602-4390, the sole owner of \beéflaskraning islands hf., is currently fully ownbg
NASDAQ OMX Group inc., which is the world’s largestchange company.

References to “NASDAQ OMX Iceland” in this Secwg@iNote shall be construed as referring to NASDAQ
OMX Iceland hf., incorporated under the laws ofidoel, ID No. 681298-2829, part of the NASDAQ OMX
Group inc.; it shall also refer to the former nara€BIASDAQ OMX Iceland such as OMX Nordic Exchange
Iceland hf. and OMX ICE, unless otherwise cleanfrihe context.

Reference to “the Main Market NASDAQ OMX Iceland this Securities Note shall be construed as riafgrr
to the Main Market at NASDAQ OMX Iceland hf., italhalso refer to the former names of the Main Mgdf
NASDAQ OMX Iceland such as OMX ICE Main Market, as$ otherwise clear from the context.

References to “the Prospectus” in this Securitiegel$hall be construed as referring to the Prospetated 28
October 2010, comprising of a Summary, a Registnaflocument and a Securities Note, which are sligd on
the same date, unless otherwise clear from thesgbnt

References to “the Listing Advisor” and “Islandskirin this Securities Note shall be construed efemring to
islandsbanki hf., ID No. 491008-0160, unless otlisgvwelear from the context.

References to “Glitnir Bank” shall be construedeferring to Glitnir Bank hf., incorporated undbetlaws of
Iceland, ID No. 550500-3530. On 8 October 2008cicoadance with the authority provided to the FMEAy.
No. 125/2008 on the Authority for Treasury Disbungamts due to Unusual Financial Market Circumstaetes
the FME appointed the Resolution Committee of @Gli#ank. On this date the Resolution Committee tow&r
all authority of the Board of Directors of Glitiank hf. in accordance with the articles of Act 1961995 on
Public Limited Companies, including oversight dftetatment of its assets, as well as the handifrajl other
business. References to “the Resolution Committ€dimir Bank” shall be construed as referringthe
Resolution Committee of Glitnir Bank hf., unlesb@twise clear from the context.
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References to “SPW ehf.” in this Securities Notallde construed as referring to a special purpeséle,
incorporated under the laws of Iceland, ID No. 5BD9590 whose registered office is at Séltan 26, 10
Reykjavik, unless otherwise clear from the cont8i@W ehf. common stock is divided between two
shareholders who are islandsbanki with 71.1% aitsiiGBank who holds the remaining 28.9% sharehim t
company.
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6 KEY INFORMATION ON THE ISSUER

6.1 Working Capital Statement

The Chairman of the Board of Directors and the GiChehalf of the Issuer declare that in their apinihe
Issuer’s working capital is sufficient for the 18si$ present requirements and the next 12 mofiths.Company
has announced that following the sale of 2,941@WW,New Shares in the Company it intends to have an
additional share offer to employees and sharehelddre offering will amount up to ISK 1,000,000,0@iminal
value for a purchase price of ISK 2.5 per share.

6.2 Capitalisation and Indebtedness

6.2.1 Information on Capital Resources

The following table sets forth the Group’s capgation and indebtedness as of 30 June 2010. Tlosviog
table does not reflect the issue of new sharegshavs should read this table in conjunction wlia Group’s
consolidated financial information (and the notesréto)

ltem 1. Capitalisation and indebtedness of Icelandair Gramupf 30 June 2010

Capitalization and Indebtedness (mISK) 30 June 2010
TOtAl CUITENE TS, ..o oe e et ettt ettt et e et e ettt e e e et e et et r e et s e e e e e aaa e 65,713
[CTUE 1= a1 1=T=To PPN 18,686
ST o 01T kP 5,890
UNQUAIANTEEA/UNSECUIEA. ...t eieiii et ettt ettt et e et s e e e e e et e ettt n e e et s e e et e e e eebn e e eeninaes 41,137
TOtAl NON-CUITENT HADIITIES. ... i e e e et et et e et e e e et n e et e e et e e aa s 18,976
[ TUE: 1= a1 1=T=To PPN 0
ST =T o 01T i 10,532
UNQUATANTEEA/UNSECUIEA. .......ut e ieii ettt ettt e et e et s e et e e et n e e et et e e et s e e et e e e ee e e eanins 8,444
SNATENOIAETS EQUILY. .. ittty ettt ettt e e ettt e et e e e aeee 13,128
SNAIE CAPITAL ...ttt ettt e a e e 975
12 LI o] =001 101 T PP PR PP PPPPPINN 25,450
Fair value @nd OtNEr FTESEIVES........ciii i ettt et et e e e e e e aaas 7,368
RELAINEA BAIMINGS. ... ettt ettt et e ettt e e e e e ettt e e e ettt bbb e e e e e e et abn b neree e -20,695
[T aTe g8 VAL 41 (= =T ST PP P PPPT 30
Total capitalization 0N 30 JUNE 2010, .......cciiiit ettt ettt e e ettt et e e ettt o e e e et et et e et e e et e e e e et e e 97,817

* Represents a general pledge in unpledged assets of the Group
** Represents a direct pledge in certain real estates and aircraft

The table above does not reflect the issue of aqupiedely ISK 2.2 billion New Shares in Icelandairo@p in
the share offering at the subscription price ingiddn this Securities Note and the intended appta of the
estimated net proceeds of approximately ISK 5.ohil Following the completion of the share offeyiof the
New Shares, the share capital will increase by 231,000,000.

The table on capitalisation represents the cupertton of long-term loans, plus short-term liatgls excluding
aircraft leases. Total non-current liabilities undé long-term interest-bearing debt which amoumts t
approximately ISK 12.5 billion. The remainder catsiof prepayments (ISK 2.3 billion) and long tgrayables
(ISK 4.1 billion). Total current liabilities consisf interest bearing loans and borrowings (ISK34illion),
trade and other payables (ISK 16.7 billion), liglas held for sale (ISK 6.7 billion) and deferredome (ISK
16.1 billion). Aircraft financing constitutes 40%the total interest-bearing debt and is solelga édng-term
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nature and financed by foreign banks. Apart froat source of financing, the interest-bearing dédrns from
domestic bank borrowing. Further details of theakomwn of loans can be found in the table below.

Item 2. Net indebtedness of Icelandair Group as of 30 201€

Net indebtedness (mISK) 30 June 2010
=) IO L] TP PPPPPPPTPTP 7,471
D) CASH EQUIVBIENTS. ... e e e e et ettt et et et a e 0
€) TrAAING SECUNLIES .. ...ttt ettt ettt oottt oo e ettt e ke e e e ettt e e ba e e e et e e e e et e e e e e eenenanens 0
) LIQUITHEY (B) + (D) F (C)evvveereeeeieieeee ettt e e e et e e e ee et et e et e e ettt ettt e et en et n e ean e 7,471
€) Current fiNANCIAl FECEIVADIES. ... oottt e s 0
L) IO 11 (=T a1 o = Ug Q0 (= o | PR 19,271
g) Current portion of IoNg terM debt.........coueii i e 5,821
h) Other current fINANCIAI AEDL............ooiii et 1,160
i) Current financial debt (f) + (G) F (1) oeeiiiirs oo e et e et ettt et e e 26,252
j) Net current financial iINdebtednNess (1) = (€) = ([ A).uuieiiiniiiiii et et e e e e et e e et e e e 18,781
K) NON-CUITENE DANK GEDL...... ettt et e et e e e e e e n e e s nees 10,552
1) NON-CUITENE DONAS ISSUBM. ...ttt ettt e e e ettt e e e e e e e eeenee s 1,971
M) Other NON-CUITENE JOBNS. ... ettt et et e ettt e e e et e i n e e e e e e e et e e e ea e e e aans 18
n) Non-current financial indebtedness (K) + (I) + (1) .uuiiiiii i e ettt e e e 12,541
Net financial indebtedness (j) + (n) 31,322

The cash represents the net figure derived fronctheolidated cash flow statement of the Groupuddighed
on 13 August 2010.

The capital profile above is based on Icelandaoupis Financial Statements as of 30 June 2010 efatdthe
financial restructuring of the balance sheet. A pathe completion of the financial restructuriwgl be a share
capital increase of approximately ISK 9.2 billidBK 2,941 million in share capital and ISK 6,21%hare
premiums) where approximately ISK 5.5 billion Wik paid with cash and approximately ISK 3.6 billigitl be
debt-to-equity conversion. Additionally, most oét@roup’s interest-bearing loans were restructured

The Group has a total of approximately ISK 31.4dsilin contingent indebtedness in the form of keas
obligations due to aircraft financing. The leaségaltions are off-balance-sheet items that araeitected in
the balance sheet, but are directly payable threunghmortisation schedule, and they are not reficict the
maturity profile of the Group. Furthermore, the Gudhas a contingent liability stemming from the coitment
to acquire four 787-800 Dreamliner aircraft, seeert® in the consolidated financial statement ol8tember
2009 for further information.

The Group had a total of ISK 6.7 billion in inditécdebtedness at year end 2009, through off-balzheet
items such as lease obligations and financial guees. The only financial guarantee for third garits the USD
19.6 million guarantees to SmartLynx as of 30 0&0.

After the divestment of SmartLynx, Icelandair Gromili continue to guarantee USD 19.6 million to
SmartLynx. The guarantee will gradually expire bhtlanuary 2014. The guarantees for SmartLynxrare
regard of lease payments on aircraft. If SmartLyarnot pay its lessors, the guarantee will fallaatandair
Group. That could happen if SmartLynx could noséeds unused aircraft to another company. Lofildids a
contract with SmartLynx regarding the lease of diraraft, where Loftleidir leases two aircraft from
SmartLynx. The contracts are on an arm’s lengtlsksawd they will not be affected by the divestmaint
SmartLynx from the Group.

The expected net indebtedness after the restrogtigishown in the following table. Please noté tha
financial information on net indebtedness afterfthancial restructuring is not audited and is lobse
information from the management of Icelandair Group
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ltem 3. The table shows net indebtedness after finanesitucturing

Net indebtedness (mISK) 30 June 2010
A) CASN...ceiiii e e 13.175
D) CASN EQUIVBIENTS. ...t ettt e e e e et e ettt e e e e et e e e e 0
€) THAMING SECUIIES . ...t ettt ettt e ettt e e e e ettt ettt e e e e et e e et et e et e e e e e e eeenees 0
d) LiQUIITY (B) F (D)  (C):rereeeeiiiiiiieiiiit ettt ettt e et e e e et e s 13.175
€) Current fINANCIAI TECEIVADIES. ........cii ittt et ettt e e e e e e nenaneas 0
) CUITENTE DANK GEDL. ... et ettt e e e et e et e et e e e e e e eeeeenaes 0
g) Current portion Of [ONG tEIM AEDL. ... ...ouiiiiii e et et e e e e e e enaes 3.181
h) Other current fINANCIAL GEDL. .........oiiiiitii e e et e e e e e e s 0
i) Current financial debt (f) + (G) F (N)..oeeiiiis oo e et et eaa 3.181
j) Net current financial iNdebtedNESS (1) = (B) = ( @)ererrurunn e ee ettt ettt e e e e e et e e ae e e e eeaees -9.994
K) NON-CUITENt DANK GBDE. ... .. e e ettt e e e 22.370
1) NON-CUITENE DONAS ISSUBT. ... ettt e e e e ettt e e e e e e e e s 1.971
M) OthEr NON-CUIMENE JOBNS .. ... ..tiieeiii ettt et e e ettt e e e et e e e et r e et n e et aa s n e et neeeeeas 18
n) Non-current financial indebtedness (K) + (I) £ ( MN).uuiiiiiiiii e e et e e e e 24.359
Net financial indebtedness (j) + (n) 14.365

Item 3 shows the effects of the restructuring an@empany'‘s net indebtedness after financial resitring as
of 30 June 2010.

The information provided in this chapter is derifesin the last published financial information bétlssuer
and information related to the financial restructgrwhich have not been audited and is based anndtion
from the management of Icelandair Group. As ofdhg of this Securities Note the Issuer declarasthiere
have been no material changes since the last pedlinancial information.

6.3 Interest of Natural and Legal Persons Involved

Attention is drawn to the fact that islandsbankijeh is handling the current issue and acts agnigigidvisor to
the Issuer, directly holds 469,772,387 sharesanbmpany which amounts to 46.98% of the total remolf
shares in the Company. Glitnir Bank, which is Hgydforeign creditors, owns 20,925,000 shares in the
Company which amounts to 2.09% of the total nunabeshares in the Company. Glitnir Bank holds, adoay
to publicly available information, 95% of the commstock of islandsbanki

For further information about islandsbanki’s andti@ Bank’s debt conversion into equity, S8kapter 8.1.2
Debt-to-Equity Conversions.

6.4 Reasons for the Issue and Use of Proceeds

The Group undertook major cost-cutting measurékerfirst half of 2008. More than 500 staff reduncias
were followed by capacity cuts and renegotiatioith suppliers. Furthermore, the top managementafym
subsidiaries has been changed over the course tdghtwo years. Around the same time, orderofar Airbus
330 cargo aircraft were cancelled, which lowered@noup’s commitments by USD 450 million. The cost-
cutting measures taken in 2008 are among the raasons for the Group’s ability to shoulder the diommin
2008 and early 2009.

However, the balance sheet of the Group was sepiriod when the owners and the Board of Diredtmgsed
on acquisitions and expansion abroad. The baldresst svas not self-sustaining, in particular duth#high
level of indebtedness, and it was a major problenttfe Group even before the collapse of the bankystem
in Iceland. Although the daily operations of theo@p largely went according to plan in 2009, finaheixpenses
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were a drain on the cash flow of the Group. It badn evident for some time that the balance stemsted to be
restructured.

The collapse of the banking system in Icelandila@008 along with the worldwide recession has aféected
the Group’s operational landscape, especially asedtic demand dropped significantly. Strain on dhsks
followed due to termination of the Group’s banksegvices coupled with severe outflows of cash tetraa
ever-growing demand for cash collateral by intaomal financial institutions to replace bank gudems. As a
consequence, it become more challenging for theito meet its refinancing needs since its liqyithtgely
dried up after the collapse of the Icelandic baglkipstem in 2008.

To meet these changes, the Board of Directorseo@itoup announced its plans to adapt to this new
environment. A step in this process was the firareistructuring and binding agreements were sigmeti2
August 2010. The Group addressed its refinancimglignidity needs by entering into a standstillegment
with Islandsbanki and Glitnir Bank. Further stepsrtitigate the refinancing needs are taken withstie of
assets, by the conversion of debt into equity, l@ndhanging the term structure of loans. The totateeds
from the equity share issue will be used to inaezsh on hand in the Company.

Icelandair Group announced on 14 and 15 June 2GiQHe Enterprise Investment Fund (EIF) and thesi®a
Fund of Commerce (PFC) had entered into a bindimgeanent with the Company to the effect that the tw
funds would invest in Icelandair Group for ISK 4libn at a share price of ISK 2.5. In the agreemEif
undertook to contribute ISK 3 billion, thereby arg 1.2 billion new shares in the Company. Th&CPF
undertook to contribute ISK 1 billion, thereby azig 400 million new shares in the Company.

The agreements were concluded with the followingditions:

Positive results of Icelandair Group due diligence

Exemption of the EIF by the Financial Supervisomttority (FME) from an obligatory take-over of
the Company

That Icelandair Group raised a minimum ISK oneidnillin market value through the sale of New
Shares to other investors

All of the above conditions have been met as ladarGroup announced on 12 August 2010, and inv&sto
have subscribed to a total of ISK 5,552,500,000atket value in new share capital, which correspdod
2,221,000,000 New Shares in Icelandair Group. Etgroceeds from the share offering will be ISK
9,000,831,250; the net cash proceeds from the sifferéng will be ISK 5,400,831,250.

The agreement assumes the conversion by Icela@daip’s two largest creditors of debt in the amafiSK
3.6 hillion into shares based on a share pricepdrsshare, which corresponds to a subscriptigi2@million
New Shares. The total increase in share capitatiwis amount to 2,941,000,000, New Shares at ranaiue.

In addition, debt in the amount of ISK 7.6 billidngether with assets in a corresponding amoutithei
transferred to a separate holding company to beedvly Icelandic creditors. Assets pertaining to tvwha
Board of Directors has defined as core operatiwhgh mainly consist of Icelandair ehf., Air Icethriceland
Travel (Vita), Icelandair Cargo, Icelandair Hotdtsslandair Ground Services, Loftleidir-Icelandic &énd
Icelandair Shared Services (Fjarvakur — fjarmatatbgta ehf.), will remain in Icelandair Group.

Icelandair Group plans furthermore to raise appnately ISK 2.5 billion in additional share capitadm
shareholders and employees at the same price asriteat offering. The timing and structure of théfering
will be disclosed later.

2 For information about the standstill agreemenagderefer tehapter 25.1.2 Standstill Agreement in the Registration Document
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7 INFORMATION CONCERNING THE SECURITIES ADMITTED TO T RADING

7.1 Total Share Capital

The total issued share capital, as of the datéiefSecurities Note, is ISK 1,000,000,000 in nomivedue,
divided into an equal number of shares each withrainal value of ISK 1.0. The Group’s share captaisists
of one class of shares and each issued sharescamgevote. The shares have been created in cabfomith

Act No. 2/1995 on Public Limited Companies.

After the New Shares issue is concluded, the totainber of issued shares in the Company will be
3,941,000,000, all of the same class and all isguésk >

7.2 Type and Class of Shares

The Company’s share capital consists of one clasbares, each share having a nominal value of ISKThe
ISIN number of the shares is 1IS0000013464. Theeshaicker symbol in the trading system of the NASD
OMX Iceland hf. is ICEAIR.

7.3 Applicable Law and Jurisdiction

The New Shares issue is subject to laws in Iceldineg. Company is a public limited company, registeire
Iceland and operates pursuant to Act No. 2/199Bwlic Limited Companies. All shares in the Comphaye
been issued in conformity to the Act No. 2/1995Rublic Limited Companies and other relevant doroesti
legislation. Any dispute arising in relation to thlesue of the New Shares shall be brought befareditrict
court in Reykjavik.

7.4 Form

The Company’s shares are all issued electronicatlyhe ISD, which is located at Laugavegur 182, 105
Reykjavik, Iceland. All shares are registered imoak-entry form, under the name and Icelandic 1D dfothe
relevant shareholders or their nominees.

The electronic registration of securities is goeertry the Act on Electronic Registration of TittesSecurities,
No. 131/1997 and Regulation No. 397/2000, whiclsssied in accordance with that Act. A printout frome
ISD on the ownership of shares in the Company iisidered a valid proof of registration of the skaRegistry
of title in a securities depository constituted fuloof of title to shares in the Company and adéguasis for
entry in the register of shares. Dividends and annements shall at any given time be sent to théy pa
registered in the Company’s share register as owahtre shares in question. The Company shall bmiway
liable if payments or announcements do not reaelr tiecipients because a change of address hakeeot
notified.

7.5 Share Rights

Information about the Company’s share rights cafobed in the articles in section 2 of the Compamitticles
of Association.

All the shares of the Company carry equal rightse Company’s shares carry no special rights angeneral
restrictions are placed on them. A party acquiranghare in the Company cannot exercise its righ& as

% Attention is drawn to the fact that according tdiée 11.1 of the Company’s Articles of Associatiwotes are not attached to shares
owned by the Company. That provision in the Ar8abé Association is in accordance with paragrajoifi rticle 82 of Act No. 2/1995 on
Public Limited Companies.
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shareholder unless its name has been registerédeirshare registry or it has announced and proteen i
ownership of the share.

Owners of the Company’s share capital have thet tiglvote at shareholders’ meetings, the righteoeive
dividends when declared, enjoy pre-emptive rightadw shares, unless waived, and the right to geshaany
surplus in case of liquidation, all according toagh ownership, statutes and the Company’s Artides
Association in effect at any given time. Sharehdda the Company are not required to suffer redempof
their shares except as provided by law. The shard®e Company may be pledged or sold without ict&in,
except as otherwise provided by law.

In the case of an increase in share capital, shhtets enjoy pre-emptive rights to new sharesyapertion to
their holdings in the Company and within the tinmeits specified in decision to increase the shaastal. If a
shareholder does not exercise his or her pre-eeptifits in full, other shareholders shall be &tito increase
their subscription rights. A shareholders’ meetimgy, by a 2/3 majority vote, decide to waive prgatve

rights on increases in share capital, providedttiere is no discrimination. In the case of a slcaggtal increase
that follows the conversion of convertible bond®istock or according to a stock option plan foy ksanagers,
which could be implemented into the Company’s Aetiaf Association, shareholders could be burdened t
waive their pre-emptive rights to the increaseth& date of this Securities Note the Company’schet of
Association do not contain provisions regardingvestible bonds or a stock option plan for key maarag

Article 15.1 (d) of the Articles of Association tife Company, stipulates that the Board of Directdithie
Company is authorised to increase the share capitae Company in the following manner: a) Thersha
capital of the Company may be increased by up k04$800,000,000 (four billion Icelandic kronur) noral
value with subscription of new shares. b) This ati#fation is valid until 31 December 2010. c) Tienmnal
value of the shares which the shareholders maycabkgo is one krona. The subscription rate magdmded
with by means of invitation to tender new shargs ik Board of Directors of the Company may lirhig t
priority rights of shareholders to subscribe to re#hares. e) Shareholders may pay, partially oalinfor the
shares that they subscribe to, by means of setfafidebtedness, as may be further decided by tdeedBof
Directors. A specialised report due to payment leans of set-off of indebtedness shall not be pegpbdnstead
the Board of Directors shall prepare a statemagarding the value of the payment, in accordanck #iticle 6
¢ of Act No. 2/1995 on Public Limited CompaniesTfe new shares shall grant rights within the Camgpees
of the date of registration of the increase of sltapital. The Board of Directors shall lay dowrtHer rules
relating to respite for subscription and paymeatsshares. A decision of the Board of Directormtwease the
share capital shall be approved by an increasedrityapf the board—four out of five members. TheaBa of
Directors has not laid down any rules relatingespite for subscription and payments for shared e date of
this Securities Note.

The Company has now raised subscriptions and cted/debt into equity for a total of 2,941,000,008AN
Shares based on this authorisation. The Companglbastated in a press release made public b@dhgpany
the 12August 2010 that it intends to raise ISK 2.5 billio additional equity. The Company plans to offer
shareholders and employees exclusively to substwibew shares at the same price as the currestteri
tender.

The Company and its subsidiaries are subject tl legtrictions on the amount of dividends that lsampaid to
shareholders according to the Act No. 2/1995 ori@ubmited Companies. There are no special rettns or
procedures regarding dividend payments to non-eesishareholders. There is no dividend policy actplfor
the Company. The Company has not paid dividendthifinancial years ended 31 December 2007, 2200
and 1H 2010.

Rights to electronic shares must be registerechatl$D if they are to enjoy legal protection agtilegal

executions and disposal by means of an agreenasitforbidden to issue share certificates for stgried rights
according to an electronic share or endorse thach,sach transactions are void. Registration ofavaership
of an electronic share at the ISD, subsequent3eaurities Depository final entry, formally givesenistered
owner legal authorisation to the rights for whiehis registered. Priority of incompatible rightgdetermined by
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the chronological order of requests from the Barkata CentralReiknistofa bankanna) reaching the Securities
Depository. No redemption provisions, conversionvisions or special restrictions regarding dividerve
been attached to the securities.

7.6 Dividend rights

Upon paying dividends, Icelandair Group practiceipay dividends to those parties, registerechaseholders,
in the shareholders’ register at the third busimkessafter the Annual General Meeting with ex-dagenext
business day after the AGM, unless the Companydwesved notification of the assignment of the dirid
upon the transfer of the shares. Considering aieararocedures on the NASDAQ OMX Main Market (T+3),
trades with the Company’s shares need to take plaite date of the AGM if parties are to be elgitor
payment of dividends.

Dividends are deposited in shareholders’ bank agsowhich they have specified as their accounts fo
dividends payments and are linked to their custmbpunts.

Shareholders can collect their dividends at Icedam@roup office within four years after the duaalaf
payment. Four years after the due date, the rigbblect the dividend payments lapses in accorelavith Act
No. 150/2007, on the Lapse of Debts and other CRiigints.

Icelandair Group has no special restriction or pdaes regarding dividend payment for non-resident
shareholders.

Icelandair Group does not have any policy regardinglend payments. The Company has not paid didder
any of the financial years covered in the Prospectu

An annual general meeting shall be held withirheigonths from the end of the financial year.

7.7 New Issues

At a shareholders’ meeting held on the 6 Augus©2@fe shareholders of the Issuer granted the Bafard
Directors the authority to increase the Issuerasitapital by up to 4,000,000,000 nominal valuetie
purpose of strengthening the Company’s financiaitjpm.

Icelandair Group announced on 12 August 2010 thegstors had subscribed to a total of ISK 5,552 (BlD at
market value in new share capital, which correspdod,221,000,000 New Shares in Icelandair Group.
islandsbanki and Glitnir Bank will also convert di@bthe amount of ISK 3.6 billion into shares ihea a share
price of ISK 5.0 per share, which corresponds ,0@0,000 New Shares. The total increase in stagpitat

will thus amount to 2,941,000,000 New Shares atinahvalue.

On 9 September 2010, the Board of Directors usedtithorisation from the shareholders’ meeting dwugust
and approved the issue of New Shares in the anofi941,000,000 in accordance with Article 15t t
Articles of Association. The total share capitatted Company will be 3,941,000,000 after the igsfutae New
Shares.

Furthermore, the Board of Directors decided orBbard meeting on 9 September to authorise islamdsbad
Glitnir Bank to pay in full for shares in the noralrvalue of ISK 720,000,000 by means of a set-bff o
indebtedness in accordance with Article 15.1(eghefCompany’s Articles of Association. The Board of
Directors prepared a statement regarding the \&ltlee payment, in accordance with Article 6 (cpat No.
2/1995 on Public Limited Companies. In the staternttes Board of Directors declared that the debedaity
conversion is in accordance with Article 5 of thet No. 2/1995 on Public Limited Companies and tai@e of
the Annual Accounts Act No. 3/2006 and internati@@ounting standards. Article 5 of the Act NALZJ5 on

4 Dividend proposals by NASDAQ OMX Iceland: httpastdagomx.com/digitalAssets/58/58629_Dividend_prabes AGM.pdf.
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Public Limited Companies states that payment witieiovaluables than cash shall have financial vahd
cannot be in the form of duty to complete a tasgrowide services. The Board of Directors concluthed the
debt-to-equity conversion is in full compliance lwirticle 5 of the Act No. 2/1995 on Public Limited
Companies. The Board of Directors declared thatew information had come to light that could atter
original evaluation of the debt-to-equity conversio

islandsbanki and Glitnir Bank will convert debttire amount of ISK 3,600,000,000 into new sharékeaprice
of ISK 5 per share. The Board concluded that threvesion has been appropriately evaluated and diogpto
Article 6 (c) of the Act No. 2/1995 on Public Lirad Companies. It was the evaluation of the Boérd o
Directors that no new information had come to lithfatt could affect the original evaluation of trebtito-equity
conversion. Refer t€hapter 8.1.2 Debt-to-Equity Conversions for more detailed description of the debt-to-
equity conversion.

No further authorisations or approvals are needessue the New Shares.

The New Shares will be issued electronically at BB no later than 3 November 2010, and they wdl b
admitted to trading no later than on 5 November201

7.8 Transferability of the Shares

There are no limitations on the transferabilitytioé Issuer’'s shares, and shareholders may ple@gestiares
unless prohibited from doing so by law. Only gehéegislative rules apply to the transfer of shameghe
Company. Nevertheless, it should be noted thaviddal shareholders may have agreed that theireshare
subject to certain restrictions, s€bapter 9.4 Lock-up Agreements.

7.9 Mandatory Takeover Bids and/or Squeeze-out and Sedlut rules

7.9.1 Mandatory Bid

The Issuer is subject to Chapter X of the Secugrifimnsactions Act No. 108/2007, legislation whichased on
Directive 2004/25/EC of the European Parliamentafrthie Council of 21 April 2004 on takeover bidse
Takeover Directive). Under the Securities Transactions Act, if aatirectly or indirectly, acquires control of
the Issuer, it is obliged to make an offer, witfoar weeks, to the other shareholders to acquei thares at a
price not less than the highest price paid forstieres by the acquirer or its concert parties dutie previous
six months!”Control’ means that the party and any party acting in abmdéh it has acquired (i) in total at least
30% of the voting rights in the Company, (ii) und@ragreement with other shareholders, the righoitrol at
least 30% of the voting rights in the Company) (liie right to appoint or dismiss the majority lo¢ Board of
Directors of the Company.

The FME decided to grant islandsbanki a conditi@xaimption from a mandatory takeover bid in accocda
with paragraph 5 of Article 100 of the Icelandicc8eties Transaction Act No. 108/2007, despite Ingiog in
indirect control of the Company following a subseguenforcement action. islandsbanki was, bothasditor
and large shareholder of Icelandair Group, requivetispose of holdings in excess of maximum thosh
according to Article 100 of the Icelandic SecustiEransactions Act No. 108/2007 as soon as posaitile
within 12 months from the date of the decisionvatpossibility to extend for 6 months, which waplad for
and granted after the 12 months limit expired. .

This enforcement action was prompted by the inghilf a number of shareholders—including leading
shareholders in the Company—to meet margin callespect of loans extended to these parties blgahk.
The FME considered that the bank fulfilled condidhat would be granted to a pledge, those comditare:

« When the guarantee was granted, conditions digirmetrise to indications that the pledgee shouktha
known would be likely to result in a margin call.
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* A margin call is necessary for reasons that contexpledger.
A margin call is conducted with intent to re-s@lhe FME grants the creditor time limits for thesade.

The exemption was granted with the following coiodis.

+ In light of the financial restructuring within I@@dair Group, the FME decided to grant islandsbanki
generous continuance, i.e. 12 months which wasdgtito 18 months. islandsbanki shall sell to the
amount that mandatory takeover is no longer apiplicen accordance with Article 100 of the Icelandic
Securities Transactions Act.

« Islandsbanki was only authorised to apply up to 20%s effective voting rights in the Company.

« [slandsbanki, in cooperation with the Company, widaoform FME on a regular basis of the progress
of the financial reorganisation of the Company.

When the New Shares have been issued, islandsbatéke in the Company will be less than 30% aad#nk
will no longer be indirectly in control of the Compy. Consequently, the decision discussed aboVvaavil
longer be applicable.

On 6 August 2010 the Enterprise Investment Funé)(Edquested an exemption for an obligatory takeote
Icelandair Group in accordance with Article 10Gld Securities Transactions Act-No. 108/2007. ThEF
decided to grant the EIF the exemption in accordarith section 1.a) of Article 100 of the Secustie
Transactions Act. The article in question authaige exceptional circumstances, exemption fronothlegation
to make a mandatory bid when an investor owns 30#tare of the outstanding stock of a publicly liste
company. This exemption is applicable if the pugpissto pave the way for financial restructuringcofmpanies
experiencing financial difficulties.

This exemption was a condition to the EIF’s sulpgizyn to 1,200,000,000 shares in the Company aptice of
ISK 2.5. As this exemption has been granted by-{i&, and other conditions of the EIF’s undertakitaged 14
June 2010 with Icelandair Group in respect of tigssription have been fulfilled, EIF's commitmesitiow

firm and binding. Accordingly, following the isswéthe New Shares, the EIF is allowed to own 32d&%he
common stock in the GroupThe threshold according to Article 100 of the S#ims Transactions Act is
ownership of 30% of common stock in public companighe EIF was authorised by the FME to own 32.5% o
the common stock of Icelandair Group. The FME grdrihe EIF exemption from a takeover bid with the
following conditions:

e The EIF shall, as soon as possible (and within d8ths), by selling shares, no longer have direct or
indirect control of the Group according to Artide0 of the Securities Transactions Act. This
exemption will be valid as soon as the EIF becoaslsareholder in the Company.

* The EIF voting rights are capped at 30% of the comsstock (i.e. the EIF can utilise up to 30% of the
active voting rights). Active voting rights refer total number of voting shares less than thoseesha
held by the EIF that become inactive due to thidgien.

e The EIF shall, in cooperation with the Companypini the FME on a regular basis of the progress of
the financial reorganisation of the Company. TheEHkhposed the condition on the EIF to notify the

FME with at least one week’s notice of any plansstgell.

All decisions of the FME are available on www.frsé.i

® Notice is drawn to the fact that the EIF will 0®0.4% of the common stock of the Company afteiigbige of New Shares and not 32.5%
as the FME authorised.

® Direct links to the decisions in question are,i&tandsbanki - http://www.fme.is/lisalib/getfilsgx?itemid=6347 and
http://imww.fme.is/lisalib/getfile.aspx?itemid=724&nd the EIF - http://www.fme.is/lisalib/getfileitemid=7358.
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7.10 Squeeze-out/ Sell-out

Under Article 24 of Act No. 2/1995 on Public Limit€€ompanies, a shareholder holding more than 90&o of
company’s capital and controlling an equivalentgamtion of its voting rights may decide that other
shareholders in the company shall be subject tadatary redemption of their shares. In cases where a
shareholder owns more than 90% of the share capitatompany and controls corresponding votinggrsw
each individual minority shareholder may requirgen@ption from the shareholder. No single sharemdidils
more than 90% of the share capital or voting rigifiteelandair Group.

Shareholders are not obligated, neither by the Gmyip Articles of Association nor changes to thémraccept
their shares being redeemed, except as providéaby

7.11 Public Takeover Bids by Third Parties

The Company'’s shares were listed and admittecatbirtg on the OMX ICE Main Market (currently knows a
NASDAQ OMX Iceland Main Market) on 12 February 20&ince its listing, no takeover bid has been made
respect of shares in the Company.

7.12 Tax Issues

7.12.1 General

The following is a description of the relevant Bedlic tax consequences for shareholders, basdwanles and
regulations in force at the date of this SecuriNese. It is therefore subject to any changeswndacurring after
such date. The following discussion is meant tovig® general guidelines and does not deal withsglects that
could be important for potential investors. It fees on individual shareholdings and shareholdifiimded
liability companies, and does not cover tax issnagher cases, for instance where shares areakeddsets in
business operations by individuals or by a partriprahe tax treatment of holders of shares depangart on
their particular circumstances. Each shareholdeulshtherefore consult a tax advisor regardingtéxe
consequences which may arise for such personesul of buying or selling shares in the Compangiuding
the applicability and effect of foreign income t@gulations and provisions contained in treatiesvimd
withholding tax and double taxation. Foreign parsould obtain information on a possible doubtatian
treaty with their country of residence. If suchreaty has been made, the party should establisthvaaiuntry
has the right to tax. The following chapters do axdress foreign tax laws.

7.12.2 Tax Considerations for Residents of Iceland

Taxation of Dividends

For individuals, capital income such as dividersdtaiked at the rate of 18%.

Dividends paid to limited liability companies coihste taxable income according to the Income TakMa.
90/2003. The same act however permits limited litgliompanies to deduct from their income, inchgliheir
dividend income, any sum which they may have besa ip dividends. Such a deduction is conditiorethat
the limited company owning at least a 10% shatbénCompany. In fact received dividends are theeefot
taxable for such shareholders.

The Company is obligated to withhold 18% tax ordpait dividends in the case of individuals anddest
companies. Companies may have a deduction of the aaount as the dividends received if the comganie
own at least 10% share in the Company and cons#yueere is no effective tax burden for such compa

Icelandair Group hf. | SecuritiesNote| 20



(“dividend received deduction”). The 18% withhelglthe Company is in accordance with its legal
responsibilities under law respecting withholdiagéds. If the withholding tax is higher than levied, then the
difference will be refunded upon assessment ofgéaxns.

Taxation on Realization of Shares

Capital gains from the sale or other disposal afab are taxable in Iceland pursuant to curren.|&ar
individuals, capital gains are taxed as income foaital. The tax rate is 18%. Upon the sale oerotlisposal
of shares, the shareholder’s average acquisitiets ¢or all shares of the same class and typebwilised as the
tax base on which the capital gain of the salefdiapis calculated. Individuals can use losses ttmrsale of
shares in limited liability companies within thensacalendar year and offset them against capiias dgeom
sale of shares. Losses from the sale of sharestharcarried forward and offset against futuratehpgains
from the sale of shares.

In the case of legal entities capital gains fromdhle or other disposals of shares are taxalden@@ccording
to the Income Tax Act. The same act however perimiited liability companies to deduct from thefitome
any gains from sale or other disposals of shangsh & deduction is conditional on the limited compawning
at least a 10% share in the Company.

* Losses from sales of shares cannot be carried fdraslosses from regular activities.

e Specific tax consequences may be applicable taioerategories of companies, such as mutual funds
and holding companies.

» Residents of Iceland are subject to income taheir tnterest income in accordance with Icelandic t

law.

7.12.3 Tax Considerations for Non-residents of Iceland

Taxation of Dividends

The Company is obligated to withhold 18% tax oridbwnds paid to individuals who are not residenteland,
absent treaty provisions to the contrary. The Campsobligated to withhold 15% tax on dividendsdp@
foreign legal entities unless there is a tax tréafylace lowering the percentage. Qualified congmmay apply
for a reimbursement and/or an advance relief urelevant provisions in double taxation treatiese Ticome
Tax Act No. 90/2003 however permits limited liatyilcompanies which are resident within the EU/EE@aao
deduct from their income, including their divideindome, any sum which they may have been paid in
dividends. Such a deduction is conditional on itmétéd company owning at least a 10% share in the@any.
Received dividends are therefore not taxable foh shareholders.

Taxation on Realization of Shares

In the case of legal entities all gains from thie sa other disposal of shares are taxable incasnerding to the
Income Tax Act and are subject to withholding tht®%. The same act however permits limited li&pili
companies which are resident within the EU/EEA doededuct from their income any gains from the sal
other disposals of shares. Such a deduction isittama on the limited company owning at least &iléhare in
the Company. The capital tax rate for individuald 8% absent treaty provisions to the contrary.

Icelandic brokers as well as Icelandic personsig@s intermediaries are required to withhold #éxeftom the
sale price unless they have been furnished witlbthector of Internal Revenue’s confirmation of thadler’s
exemption from such taxation prior to the transactResidents of treaty countries can apply fomgr
confirmation of their exemption from such taxatfoom the Director of Internal Revenue.
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7.12.4 Stamp duty

The Company's shares are subject to stamp dutglard, which the Issuer shall pay within two maentfithe
issue of the shares. Stamp duty has been paid msw@td shares. The sale or other disposal oéshamot
subject to Icelandic stamp duty.
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8 TERMS AND CONDITIONS OF THE OFFERING

8.1 Details and Process of the Issue

This Securities Note is constructed in connectiéth the issue of 2,941,000,000 New Shares in |can
Group. The New Shares are all of the same clasdeadthe same rights and are identical to thdiegishares
in Icelandair Group. The New Shares issue will lizcated to professional investor and also in threnfof debt-
to-equity conversions to islandsbanki and GlitrémR.

No portion of the New Shares will be offered inublic tender.

8.1.1 Professional Investors

Professional investors have subscribed for Newehiarthe total of 2,221,000,000 in Icelandair Gratithe
price of ISK 2.5 per share. A list of the largestwshareholders is available@hapter 9.2 Private Tender. All
terms and conditions of the private tender haveaaly been negotiated and therefore no additionakter
conditions are applicable at the date of issub®MNew Shares. The price is final and will not bkjact to
change in the issue of the New Shares. The subistriis binding for both parties and cannot be digtwn by
either party. All subscriptions have been receiard terms and conditions have been finalised oddite of
this Securities Note and therefore cannot be redakesubject to change in any form or manner.

The price along with the terms and conditions waslenpublic by Icelandair Group on 12 August 2010.

8.1.2 Debt-to-Equity Conversions

islandsbanki will convert ISK 2,793,600,000 of détib equity at the price of ISK 5 per share. igistanki will
receive 558,720,000 new shares in Icelandair Gfollpwing the debt-to-equity conversion. Prior teet
conversion, slandsbanki held 469,772,387 shar#wiGroup. After the debt-to-equity conversion,
islandsbanki will hold 1,028,492,387 shares indoekir Group, which equals 26.1% of total sharétakp

Glitnir Bank will convert ISK 806,400,000 of delsitd equity at the price of ISK 5 per share. Glidank will
receive 161,280,000 new shares in Icelandair Gfollpwving the debt-to-equity conversion. Prior teet
conversion, Glitnir Bank held 20,925,000 sharethanGroup. After the debt-to-equity conversion ti@tiBank
will hold 182,205,000 shares in Icelandair Groupijol equals 4.6% of total share capital.

8.1.3 Payment/ Share delivery

Investors participating in the offer must pay wédsh in accordance with the subscription agreemz rdter
than 12.00 pm on 1 November 2010. If payment is@ctived on the due date, it may be collectednraaner
provided for by Icelandic law. The Issuer also ress the right to cancel unilaterally unpaid sulpgimms on
the due date instead of collecting the debt amdatiocate the subscription at the Company’s dismeShares
subscribed and paid for will be delivered to eantestor no later than 5 November 2010.
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9 ADMISSION TO TRADING AND DEALING ARRANGEMENTS

9.1 Admission to Trading

An application has been made for the New Sharés tadmitted to trading on the regulated market AENAQ
OMX Iceland, which is an EU regulated market witttie meaning of Directive 2004/39/EC on Markets in
Financial Instruments (“MiFID”), which has been ilamented through the Securities Transaction Act No.
108/2007. NASDAQ OMX Iceland is authorised pursuarthe Act on Stock Exchanges No. 110/2007 to
operate a regulated market under the supervisitimeoicelandic Financial Supervisory Authority (FMEhe
FME is a governmental agency responsible for, anather things, supervising Icelandic securitieskaalaws.
Furthermore, pursuant to the Act on Stock Exchaigesl 10/2007, NASDAQ OMX Iceland is required tovba
rules of its own, governing the trading on NASDAMR Iceland.

The New Shares will be delivered electronicallytigh the depository agent, the Icelandic Securépd3itory,
Laugavegur 182, Reykjavik, Iceland. The earliest da which the New Shares will be admitted toitrgebn
the NASDAQ OMX main market is 5 November 2010.

9.2 Private Tender

As noted inChapter 6.4 Reasons for the Issue and use of Proceeds, the Company has already made
arrangements with several professional investarsudbscription for the New Shares. The subscrigtinme
detailed in the table below:

Item 4. New shareholders that have subscribed for 2,22lomiNew Shares announced on 12 August 2010.

New Shareholders ID Number Nominal Value Price Market Value Holding
(ISK) (ISK) (% of share capital)

The Enterprise Investment Fund slhf.. 651109-0510 1,200,000,000 2.5 3,000,000,000 30.4%
The Pension Fund of Commerce........ 430269-4459 400,000,000 2.5 1,000,000,000 10.1%
Lifeyrissjodir Bankastreeti 7............... 711297-3919 200,000,000 25 500,000,000 5.1%
Virding b 561299-3909 137,000,000 2.5 342,500,000 3.5%
Stefnir [S-15........ccooeeeeeereeene 470206-8450 85,000,000 2.5 212,500,000 2.2%
islensk verdbréf hf..............cccccouc...... 610587-1519 54,000,000 2.5 135,000,000 1.4%
StefNir [S-5...oveveveeeeeeeeeeeee e 430407-9610 45,000,000 2.5 112,500,000 1.1%
Other new shareholders.................... 600390-9619 100,000,000 2.5 250,000,000 2.5%
TOtal e 2,221,000,000 5,552,500,000 56.3%

The shareholders in the Company that have regisstoek before the issue of the New Shares willl fadier
the issue of the New Shares 43.6% of the commark shathe Company.

Notice is drawn to the fact that four members ef @ompany’s Board of Directors have duties to thterprise
Investment Fund slhf. They are: Audur Finnbogadd@&innbogi Jénsson, Herdis Dréfn Fjelsted and afith
Lofts.

9.3 Market making

Following the issue of the Securities Note, Icekin@Group projects to reach an agreement with ntarke
maker/makers in order to facilitate the tradingitfa date of the issue of this Securities Noteunh sagreement
has been made by the Issuer.
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9.4 Lock Up Agreement

According to an agreement between The Enterprigestment Fund (EIF), which is the largest purcha$éne
New Shares, and islandsbanki and Glitnir Bankweebanks have agreed not to sell their currentesha
holdings in the Company for a period of 24 montiasf the date of the issue of the New Shares. Theeatent
contains the following exemptions:

a) Each of islandsbanki and Glitnir Bank may at tlwein discretion sell shares in the Company
amounting up to ISK 40 million in nominal value ey¢hree months.

b) Each of islandsbanki and Glitnir Bank may sell thweirrent shareholding to professional investors,
either as a whole or in parts. If the holding iklso parts, the underlying stock in each transacshall
not be less than 3% of the share capital of the fizom

c) There are no sale limitations on either party—regifslandsbanki nor Glitnir Bank—should the total

number of shares in their possession go below 3¢eofommon stock in the Company.

9.5 Expense of the Issuer

The commission for placing 2,941,000,000 new shizr&éSK 124,168,750. In addition the cost for prépgthe
Prospectus, registering the shares, paying statypadd other costs is ISK 25,000,000. The charges f
NASDAQ OMX Iceland total ISK 2,500,000.

The total cost for the issue of the New Sharesthdtefore be ISK 151,668,750. All cost of the essfithe New
Shares will fall on the Company.

9.6 Dilution

On the date of this Securities Note, the total neindd shares in Icelandair Group is ISK 1,000,000,
nominal value, divided into an equal number of seaeach with a nominal value of ISK 1.0.

The issue of the New Shares increases IcelandaupCs share capital by 2,941,000,000 shares. Tak to
number of shares in Icelandair Group after thedgdithe New Shares will be 3,941,000,000 sharssusing
that existing shareholders do not take part inghee of the New Shares at all, the resulting priagral dilution
of their shares will be 74.6%.
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