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Main Findings

The number of tourists to Iceland has declined by roughly 13% YoY in 2019. A change in Icelandair’s passenger mix has mitigated the
effect of WOW air bankruptcy on the number of tourists. YTD number of passengers travelling with Icelandair to Iceland rose by 30%
YoY while total number of passengers only rose by 11%.

Based on Isavia’s winter schedule, we expect 20% YoY decline in the number of available seats, flying to and from Iceland, this
coming winter.

We expect tourism in Iceland to recover gradually following WOW air’s bankruptcy. Our base case assumes 2% growth in number of
tourists in 2020. Grounding of Boeing MAX 8 aircrafts hinders Icelandair’s growth ambitions in 2018 and 2019. Stronger growth in
number of tourists mostly rests on whether a new airline or airlines begin operations.

On average each tourist visiting Iceland in 2019 has stayed greater number of nights and spent more money, whether in ISK or in
their own currency. Therefore, contraction in the tourist sector is likely to be less severe than we were concerned with at the beginning of
the year. We highlight three contributing factors; progress has been made in attracting more affluent tourists, changes in Icelandair’s
passenger mix and more reliable data on number of actual overnight visitors.

Increased number of overnight stays per visitor and growing demand for hotels has cushioned the effect of fewer tourists on the
accommodation market. However overnight stays in Airbnb have declined significantly as well as overnight stays in vehicles. Surveys show
that visitors travelling with WOW air spent on average a shorter period of time in Iceland and were more likely to stay in hostels and
apartments than other visitors.

The average price of an overnight stay in a hotel room in Reykjavik this summer declined YoY, and the occupancy ratio has come
down, causing revenue per room to contract considerably.

Depreciation of the ISK has alleviated the effect of fewer tourists as Iceland no longer holds the top spot on the list of the most
expensive countries to visit.

The demise of WOW air and subsequent contraction in number of tourists has caused number of tourist related jobs to contract. Despite that
net migration to Iceland could exceed 4,000 people in 2019. Fewer jobs coupled with a growing work force increases competition in
the labor market and contributes to a growth in unemployment.

There is a strong seasonality in the Icelandic labor market, especially in number of tourism related jobs. We expect that at the end of 2019
tourism related jobs will be around 2,000 fewer than at the end of 2018 and that unemployment rate will climb to around 4% by the end
of the year.
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Foggy skies

Development after WOW air’s collapse and tourist
arrival scenarios




17% decrease in tourism since WOW air‘s collapse

Number of tourists began to decline in the beginning of the year, as WOW air had already reduced its fleet by roughly half
before its operations stopped in late March
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In recent years tourism has moved in tandem with changes in the
Icelandic airlines capacity

However, the relationship does not appear to be as strong this year as it has been. Following WOW air’s collapse, the outlook is for a 35% YoY
decrease in total number of passengers flying with Icelandic carriers while we are only estimating a 15% decline in tourist arrivals this year.

Icelandair and WOW air capacity growth and tourist arrivals via KEF airport
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Why have we not seen greater decline in tourist arrivals?

Mainly because Icelandair's passenger mix has changed significantly from last year. Passengers travelling to Iceland with
Icelandair have increased by 30% YoY, while total passengers in Icelandair's route network has increased by 11%
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Since WOW air‘s collapse, two out of three tourists have travelled with
lcelandair

Icelandair’s share in tourist arrivals was 40-50% when WOW air's fleet was at its peak
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What if Icelandair‘s passenger mix had remained unchanged?

If it hadn’t been for the shift in Icelandair's passenger mix, we assume that tourists YTD would have been around 100
thousand fewer than what we have seen so far. The YTD decline would thus have been around 20% instead of 13%.
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Airlines external environment has been relatively stable this year.
Key question is whether air fares continue their downward long-
term trajectory?

Statistics Iceland's latest measurements suggest that seasonal fluctuation in air fares is diminishing
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Air fares: 42 months down, 3 months up...then down again

In the first three months after WOW air‘s collapse, air fares increased YoY. However, in July they returned
to the same old declining trend according to Statistics Iceland

International air fares to and from Iceland
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/% Increase In seat capacity from non-domestic carriers

Fourteen airlines have announced that they will offer scheduled flights to Iceland in the Winter 2019-20
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Around 20% fewer seats available this winter

According to Isavia‘s Winter schedule. Space left behind by WOW air will only be met to a small extent.
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Our base case assumes slow start after the belly flop in March

Based on airlines already operating. Even if the grounding of the B737 MAX aircrafts would be lifted soon, we expect
delays in deliveries of new aircrafts to Icelandair. Thus, we assume a roughly unchanged capacity for Icelandair between
2019 and 2020.

Tourist arrivals via KEF airport
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This time, there‘s more upside potential in our scenarios

Development in number of tourists this year has been in line with a pessimistic scenario provided in our 2018 report following the demise of
WOW air. This time we feel that there is more upside potential than downside risk in our base case forecast. In our optimistic scenario, we are
assuming that Icelandair will operate according to its original fleet plan in 2020 as well as WOW air will return to the air. However, in our
pessimistic scenario, we assume that grounding of the B737 MAX aircrafts will last in to 2020 with Icelandair reducing capacity YoY as well as a

new airline not being established. )
Three scenarios
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More affluent Tourists

The mix of tourists seems to have changed recently,
raising consumption per tourist considerably




Fewer tourists means less revenue

The number of tourists decreased by 13,4% YoY in the first eight months of the year. Export revenue from tourists in the
service trade balance has decreased by 15% at a constant exchange rate mainly due to less revenue from air transport.
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Total consumption of tourists has increased in ISK

Total export revenues from foreign travelers has not decreased much in ISK. Putting air transport aside
consumption of tourists has increased in ISK despite 13,4% fewer tourists!
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Consumption per tourist has increased considerably
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What differentiated tourists flying with WOW air

A big part of them were from North America, they stayed slightly shorter than others, stayed more in hostels and Airbnb and
spent less overall than tourists flying with other airlines.
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More reduction in the number of tourists from North America

Roughly estimated WOW transported around 40% of tourists from North America last year, it is therefore not surprising that
a larger drop in the number of tourists visiting from USA and Canada than most other countries.

Nationality of tourists Total number of tourist arrivals via KEF airport
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Americans are valuable tourists

They spend more than the average tourist while they tend to stay shorter than the average tourist
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Tourism remains the biggest export industry

Tourist arrivals via KEF airport Share in total exports
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The average tourist stays around 24 hours longer than last year

Since WOW air’s bankruptcy overnight stays per tourist has increased by 17% on average. Iceland Tourist Board survey
shows that tourists travelling with WOW air tended to spend fewer nights in Iceland than tourist travelling with other airlines.
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Fewer tourists but the same number of overnight stays!

Overnight stays in hotels have only decreased by 0,1% since WOW air went bankrupt at the end of March, despite 17%
fewer tourist arrivals

60%

50%

40%

30%

20%

10%

0%

-10%

-20%

-30%

-40%

25

> O > & @ & » & ¢® N\ & ® o SF S
Q R Q S N NG N NG & 2 N NG S @
J N % N o A & W & < S &
X @ < & S 2 < R ¢
® s
= Number of tourists ~ ®Overnight stays
. ) ) ‘LA
Sources: Iceland Statistics, Iceland Tourist Board, Arion Research "‘[
N

Overnight stays in hotels and number of tourists
- YoY %-change, April - July




Airbnb has taken a hit

Since WOW air went bankrupt overnight stays in Airbnb have decreased by 13%, mostly due to a fewer nights being spent in
Airbnb in the Capital area.

Overnight stays on Airbnb in 2019
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Tourists are spending more nights at hotels and fewer in other type of
accommodation

The passengers of WOW air tended to stay less at hotels than passengers of Icelandair last year.

Foreigners overnight stays
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Icelandair’s different passenger mix has had an effect

About 25% of via passengers are stopover passengers who typically stay shorter. Less emphasis being put on via
passengers should lead to fewer stopover passengers leading to longer average stay of tourists and more consumption per

tourist.
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The number of tourists has been overestimated

Self connecting passengers are sometimes counted as tourists. Wow air’s demise is likely to have reduced the number of
self connecting passengers leading to a better estimate of the actual number of tourists. This could partly explain more
overnight stays per tourists being counted and a considerable growth in consumption per tourist.
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Iceland has become less
expensive

A weaker ISK supports tourism and prices of hotel
rooms have slid both in ISK and EUR. Occupancy ratio
has come and we expect it to settle around 73%




Not the most expensive country anymore!

Sure, Iceland is expensive, and in 2018 it was probably the most expensive country in Europe to spend time with prices being on
average 56% higher than in the EU and 44% higher than in the US. That is not the case anymore after a depreciation of the
krona, coupled with modest inflation, it has again gotten cheaper to visit Iceland. It can now be assumed that Iceland is around
40% more expensive to spend time in than the average EU country and 24% more expensive than spending time in the US.
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Hotel rates have declined, both in ISK and EUR

Lower price has probably supported occupancy rates, as they have declined less than number of tourists.
Reduction in occupancy rates, coupled with lower price has led to considerable contraction in Revenue per
Available Room.
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Prices of hotel rooms in the capital area are still high compared to other Nordic
countries

There seems to be more seasonality in prices of hotel rooms in Reykjavik compared to other Nordics capitals. Survey
shows that average price for hotel room in Reykjavik in July decreased by around 12% YoY in EUR.

Hotel room ADR in Nordic capital areas

- euros
250
200
150
\ /A
\\//‘\\_/7&,\
100 v N ¥ =4
50
0
O O O O =i =+ =+H =« N N N N O OO OO0 MM & & < < 10 0 o n © © O© © ~~ M~ M - 0 0 0 0O o o O
L= = = = D = D = T = D = = I = = D = D = D = D = D = D = D = D = D = D = T = D = = D = = D = I = D = = T = D = D = = L = D == L = T = D
o O O O O O O O O O O O O O O O O O O O O O O O O O O O O 0o o O o o o o o o o
N & § 8§ & & § & 8§ 8§ 830§ 807§ 833§ 83§83 Q§ 8§«
A I N~ O d I > O d I > O d I > O d g > O dJd I > O d I > O d > O dJd S > O d I >
O O O «€ O O O «€ O O O « O O O «« O O O «« O O O «<« O O O «#£ O O O «H O O O «€ o o o
e OSl0 === Stockholm Helsinki == Reykjavik

33 Sources: Benchmarking Alliance, Arion Research "

7V X




Occupancy rates have gone down

The average occupancy rate of hotels in the Capital area has gone down due to a growing supply of rooms alongside with
fewer tourists. However the occupancy rate is still high in comparison to other Nordic cities.

Hotel room occupancy ratio
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New rooms starting to welcome its guests

So far this year 270 new rooms have opened and 120 more are expected to be opened before the end of the year. In addition to this, around 900 rooms
are under construction, and around 1,150 rooms are in development. In our opinion, it is unlikely that all development projects will realize. Neither do we
expect that all development projects to be ready before 2023.
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We predict 73% occupancy ratio in the coming years

Increased capacity will put pressure on occupancy ratio in the coming years. However, increase in tourist arrivals
later on in the forecast period coupled with longer stays offsets this. If the forecast realizes, we expect average
occupancy rate to be similar as it was in 2012-2013
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We expect similar export revenues from foreign travelers in 2022 as in 2018

Based on our base case on number of tourists and given assumptions about tourist’s consumption.
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A slowing world economy decreases demand for travel

How much effect might further slow down of the world economy have on Icelandic tourism? That depends on income
elasticity. IATA’s passenger forecast has been lowered with worsening global economic outlook suggesting the demand for
travel to be sensitive to income.
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Tourism Is Labour
intensive

The labour force has had to grow considerably to make
the growth of tourism possible, now however
unemployment is set to grow.




The growth of tourism has called for a bigger labour force

Historically there has been a good correlation between economic growth and net migration to Iceland. Recently
however the correlation has been broken, mainly because of how labour intensive tourism is. Since 2010 17,000
jobs have been created in tourism in Iceland which is 40% of all new jobs in the country this decade.
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Net migration still considerable despite rising unemployment

Unemployment among foreign citizens in Iceland has more than doubled in the last two years and has gone from 3.8% up
to 7.3%. Despite that net-migration has remained considerable and we expect more than 4,000 foreign citizens will migrate
to Iceland this year.
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Registered unemployment among foreign
citizens in Iceland
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= Registered unemployment among foreign citizens in Iceland

12 month moving average

Sources: Statistics Iceland, Directorate of Labour, Arion Research.
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Competition increases in the labour market

If migration stays the same as it has been in the first months after WOW air went bankrupt and the number of jobs stays
roughly the same unemployment will rise and could go above 5% looking twelve months ahead given these assumptions.

Change since the bankruptcy of WOW air Unemployment
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Decreasing number of employees in tourism

We expect the number of employees in tourism to be two thousand fewer by the end of the year than at the same time last
year. The number of employees in tourism is well correlated with the seasonality in number of tourist arrivals. Even so, we
expect number of tourist related jobs to decrease more this autumn than mere seasonality suggests.

Number of employees in tourism Expected decrease in the number of
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We expect unemployment to rise

Due to seasonality, fewer tourist arrivals, slower economic activity and pressure on costs we expect
unemployment to rise and to be a close to 4% by the end of the year.
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Disclaimer
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This presentation is for information purposes only and is not designed to form a basis on which recipients should
make decisions. The information contained in this presentation does not represent any promise or forecast of
future events. The Bank is not obliged to provide the recipient with access to further information than that
contained in this presentation or to update the information contained within. The Bank is not obliged to correct
information should it turn out to be incorrect.

The information on the Bank, its subsidiaries and associate companies has not been verified. This presentation
does not represent exhaustive information on the Bank, its subsidiaries or associate companies.

The information contained in this presentation is based on existing information, projections of expected
developments in external conditions etc. The information is subject to various uncertain factors and may change
without warning.

The Bank, including shareholders, management, employees and their advisers, take no responsibility for the
information, assumptions and conclusions contained in the presentation or the information or information
provided in connection with it. The above parties will not issue statements that the information, assumptions or
conclusions are accurate, reliable or sufficient and they shall not be liable for damage which can be traced to
such information being inaccurate, unreliable or insufficient.

Receiving this presentation does not represent investment advice on the part of the Bank.

By receiving this presentation the recipient accepts the above disclaimer.
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