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IAG is required to prepare a Management Report in
accordance with Article 262 of the Spanish Companies
Act and Article 49 of the Spanish Commercial Code.
Pursuant to this legislation, this management report
must contain a fair review of the progress of the business
and the performance of the company, together with a
description of the principal risks and uncertainties that

it faces. In the preparation of this report, IAG has taken
into consideration the guide published in 2013 by the
Spanish National Securities Market Commission (CNMV)
which establishes a number of recommendations for the
preparation of management reports of listed companies.

The Management Report is contained in the
following sections:

13 Business model and strategy

14 Our strategy

16 Key performance indicators

24 IAG Platform

29 Risk management and principal risk factors
35 Financial overview

36 Economic landscape

38 Financial review

47 Sustainability

62 Corporate governance

The Spanish Annual Corporate Governance Report is
part of this Management Report and it is available on
the Spanish Comision Nacional del Mercado de Valores
website (wwww.cnmv.es).



“IAG is like no other company in the
airline industry. We are uniguely
structured to deliver benefits others
cannot match - to the customers

of our individual airlines, to our
shareholders and to the talented
oeople working right across the Group.

We consistently achieved our

financial targets, while upholding our
commitment to sustainable air travel
and demonstrating the necessary
flexibility to respond to a fast changing
and highly competitive environment. In
doing so, we have proved that we are a
group truly built to succeed’”

Willie Walsh
Chief Executive Officer
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The strategic report that follows
contains a fair and balanced analysis,
consistent with the size and complexity
of the business in accordance with the
expectations of the regulations of

the Companies Act 2006.




Chairman’s letter

A strong expression of our
confidence in the future

2017 was a very good year for our
business where once again we
demonstrated our discipline, our agility
and our determination to achieve our
long-term goal: to build a healthy,
sustainable and value-creating global
airline business.

To report operating profits of €3.0 billion
on total revenues of €230 billion, is a
great achievement especially as all our
airlines, which carried around 105 million
passengers during the year, made a
record contribution to that result. That
was a tremendous highlight of the year
along with the launch of LEVEL, our low-
cost, longhaul airline brand.

Both demonstrate the unique strengths
of our business model, a model that

is being expertly put to work by our
management team, closely supported
by the Board within a rigorous system of
corporate governance.

At our Capital Markets Day in November
we explained our five-year financial goals
for the business to investors and our
message was well received. The targets
offer, | think, a very strong expression of
our confidence in the future.

We were delighted once again to

honour our commitment to create
sustainable value for our investors,

paying back €1 billion to them through
dividend payments and a share buyback
programme during the year. In addition,
we intend to carry out a share buyback of
€500 million during the course of 2018.

I would like to thank our shareholders for
their continued support.

The aviation market remains strong,
with the International Air Transport
Association forecasting that the global
industry’s net profit will rise by nearly
$4 billion to just over $38 billion in 2018,
with returns exceeding the average cost
of capital for the fourth consecutive
year. That is a picture that would have
been unrecognisable only a few years
ago, when destroying value was still the
industry norm.

Some challenges lie ahead - not least
uncertainty over the oil price - that could
disrupt the current levels of discipline

we are seeing in terms of managing
capacity and costs. We certainly believe
that there will be opportunities for
further consolidation in our industry,
both through combinations and through
acquiring assets from airlines that fail.
Consolidation is a major part of our raison
détre and we will continue to look for
opportunities that make strategic and
financial sense for our business.

The future of European aviation policy
post-Brexit remains an area of obvious
focus, with important questions to be
answered on market access, ownership
and safety regulation.

It remains our conviction that a
comprehensive EU/UK transport
agreement will be agreed. It's hard to
believe that an open skies policy that
benefits some 900 million travellers a year

“It is my great pleasure

to welcome you to our
Annual Report which
describes a year of very
strong performance by
International Airlines
Group and our continued
success in building a
platform for long-term
profitable growth.”

in Europe, and sustains jobs and wealth,
will be thrown away.

We comply with relevant ownership and
control regulations and are confident
that we will continue to do so, including
those which are expected to apply in the
UK post-Brexit. We have had, and will
continue having extensive engagement
with relevant regulators in order to ensure
that IAG's interests are protected.

We are determined to lead our industry in
tackling climate change, recognising that
it is a major component in our work to
create a truly sustainable business.

We were the first airline group in the
world to set its own emissions targets,
which we are steadily moving towards
meeting. We also played an important
role in securing the first global carbon
offsetting scheme allowing the industry
to cut emissions in half by 2050 and
grow in a carbon-neutral way from 2020.

This year we become the only airline
company to be included in the Carbon
Disclosure Project’s prestigious Climate
A List of the top 5 per cent of global
companies and named the most
improved organisation in the UK. We
are very proud of these achievements.

At the end of an eventful and very
successful year | would like to say
thank you to all the people across our
business who have worked so hard
and with such skill to build IAG into
the business it is today.

We have achieved so much in the last
seven years. We have so much more
to do.

Antonio Vazquez
Chairman

www.iairgroup.com 3
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Highlights

QOur highlights

Our model has grown Our strategic priorities have evolved:

©)

and matured since its
formation in January
2011. We have built

@

Strengthening

®

Enhancing

= a portfolio Growing global ,
a unique structure of world-class leadership lA.GtS COT%OH
that drives growth brands and positions l%lz?frc?rri

operations

and innovation to
maximise sustainable

Value Creation @ Read more in Our strategy section on pages 14 - 15
Operating profit before exceptional items (€m) Full year dividend per share (€ cents)'
+€480 million vly +14.9% vly
S 2,335 c 20.0
= 2,535 = 23.5
S 3,015 e 27.0
RolC?
+2.4 pts vly
BRITISH AIRWAYS 2 Aer Lingus +% IBERIA g Vuel'ng
16.0% 23.1% 12.2% 13.4%
+2.5pts 0.0pts +3.2pts +6.1pts
ASK: 0.7% ASK: 12.1% ASK: 2.2% ASK: 1.5%
A A A A
v v v v

IAG oy
16.0%

1 2017 includes recormmended final dividend of 14.5 € cent per share
2 Iberia results exclude the allocation of LEVEL results
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Passenger numbers Highlights of 2017

(thousands) :« All our airlines performed extremely well with their best ever individual
: financial results, strong operational performances and commitment to
Versus : customer service. The turnaround in Vueling, following the challenges
last year : of 2016, has been particularly outstanding.
2017 +4 1% :

104,829

Our scale

: We grew our passenger unit revenue by 1.5 per cent at
2016 : constant currency:.

100,675

0]

We established a consistent and comparable customer satisfaction
measure, Net Promoter Score across the airlines, showing our

'(‘\V_"T“”a";'e seat kilometres : commitment to deliver an unrivalled customer proposition.
miton .

¢ » We introduced the New Distribution Capability (NDC) and we
Versus : launched LEVEL, our new longhaul low-cost brand.

last . . . :
—asyear We achieved the Carlbon Disclosure Project A List and we were

2017 +2.6% © awarded the UK's Most improved company.
306,185 : N
2016 : We returned €1 billion to our shareholders.

298,43

Aircraft in service

Our financial performance

Hoday si16ajeays
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@ Versus Statutory results
last year Versus
2017 2016 last year
(0.4%)
Total revenue € 22,972m € 2256/m 1.8%
2016 Operating profit after exceptional items €2,727m € 2484m 9.8%
548 Profit after tax and exceptional items €2,02Im  €1952m 3.5%
Basic earnings per share 95.8 €c 930 €c 3.0%
Cargo tonne kilometres Cash and interest-bearing deposits €6,676m £ 6428m 3.9%
(million) Interest-bearing long-term borrowings €733Im £€855m (13.9%)
S Versus Alternative performance measures
last year
- Versus
+5.6% 2017 2016 last year
Profit after tax before exceptional items €2243m € 1990m 12.7%
2016 Adjusted earnings per share 102.8 €c 902 €c 14.0%
5,454 Adjusted net debt €7759m  €83]59m (4.9%)
Adjusted net debt to EBITDAR 1.5 times 1.8 times (0.3pts)

Average manpower equivalent

@ Versus
last year
+0.1%
2016
63,387
See our KPIs on See the Glossary See pages 38 - 46
pages 16 and 17 on pages 179 and 180 for the Financial review

www.lalrgroup.com 5



Questions and answers

With Chief Executive Officer
Willie Walsh

IAG’s unigue business
model is promoting record
growth in our airlines,
innovation and important
Improvements in customer
service. Here Chief
Executive Officer Willie
Walsh highlights some of
the reasons why.

Willie Walsh
Chief Executive Officer

[ What advantages does IAG’s
structure give you over your
peers?

We believe our structure is unique
in the airline industry and gives us a
huge advantage in the market.

It's a combination of having very
focused operating companies,

with distinct brands and very clear
customer propositions, underpinned
by a strong support platform that can
do things much more efficiently at
the centre than the individual airlines
could ever do on their own.

It's that combination that makes
IAG a great success.
See pages 18 - 28 for more about our
operating companies
E Can you give an example of where
IAG’s flexibility has enabled it to

respond quickly to market
conditions?

Y In 2017 we demonstrated just how
flexible we are when we launched
LEVEL, our new low-cost, longhaul
airline brand.

We brought a proposal to the board
in February, announced its launch
on March 17" and started flying on
June 1=,

This is unprecedented.

It could not have been done if it
wasn't for the fact that we could call
on expertise from across IAG's airlines
and pull together an enthusiastic team
with the ability to launch a completely
new brand in such a short period

of time.

[Ywhy did you launch LEVEL and
how has it performed?

I The launch of LEVEL has been a
fantastic success. We knew the
business model worked - that
combination of having a low cost base
and targeting an under-served market
with a great customer proposition is a
winning formula.

The success we've recorded so far
really has demonstrated that the
timing was right, the initiative was right
and that the brand is great.

It's given us great confidence to
expand LEVEL and you are going to
see more of that in 2018.

@ See case study on next page

[ How are you improving
customer experience?

I} During the year we introduced a
non-financial metric to ensure we had
a good balance between our focus
on the financial performance of the
business and our focus on serving our
customers.

We decided that using a Net
Promoter Score - based on direct
feedback from customers - was

the best measure to use and it has
made a big difference, changing the
discussion and the debate about
customer service within the business.

This measure is a very efficient

way of understanding whether our
customers like what we are doing.

It means we are able to target our
investment based on what they want
and can see the immediate impact
that investment is having.

It has given us a way to really home
in on everything we do for our
customers and we will continue
using it in all our airlines in 2018
and beyond.

See page 17 for more
about Net Promoter Score

INTERNATIONAL AIRLINES GROUP
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LEVEL - IAG’s new longhaul low-cost brand

“Making longhaul travel
more accessible for
the current and future
generation of travellers’

)

LEVEL launch

2017 was an exciting year for the
Group which expanded its portfolio
of world-class brands with the
launch of LEVEL, IAG's new longhaul
low-cost customer proposition.

LEVEL reflects IAG's growing
confidence in the sustainable returns
that can be achieved through an
‘unbundled” value longhaul offering
which addresses a customer

market previously underserved by
the Group.

Following the unveiling of LEVEL in
March 2017, services commenced

Distinct brand unlocks “dual

brand” strategy

During 2017, IAG undertook a
focused review of its customers’
emotional and functional needs,
identifying a clear view of
customer and travel occasion
segmentation

This review supported IAG's
decision to create LEVEL,

an airline focused solely on
delivering a price sensitive
leisure proposition, which is in
turn allowing the Group's full-
service brands to focus on their
own customers’ demands and
expectations.

from Barcelona just three months later,
with the deployment of two Airbus
A330-200 aircraft operating to San
Francisco (Oakland), Los Angeles,
Punta Cana and Buenos Aires. The
LEVEL flights from Barcelona are
currently operated by Iberia which was
able to offer a competitive cost-base
from which the low-cost offering could
be launched.

IAG has been delighted by the early
success and the positive response to
its new brand and remains confident
in LEVEL's continuing strong
performance. In the first six months of
operations under the LEVEL brand, it
has achieved load factors exceeding
90 per cent and delivered non-fuel
unit costs ahead of target enabling a
positive underlying profit result ahead
of expectations.

W LEVEL

Looking forward

The LEVEL fleet will more than
double in 2018 with the addition of
a further three Airbus A330-200
aircraft. LEVEL's second base will
be established in Paris with services
to New York (Newark), Montreal,
Guadeloupe and Martinique. From
Barcelona we will add frequencies
and launch a new route to

Boston. LEVEL will also become
an independent operating airline
within the Group with its own
management team.

Beyond 2018, IAG expects LEVEL to
grow to a minimum of 15 aircraft by
2022, with flexibility to increase its
fleet beyond this amount. Under both
scenarios, the business is projected
to perform in line with the Group's
sustainable Return on Invested
Capital target of 15 per cent.

IAG is equipped to be a leader in low-cost longhaul

IAG's business model has distinct features which LEVEL can exploit
to develop a global leadership position in low-cost longhaul travel:

» the Group's common integrated platform allows LEVEL to achieve
“best in class” costs, either through pursuing greenfield costs or
leveraging IAG's economies of scale;

* targeted commercial co-operation with IAG and partner airlines,
such as Vueling and American Airlines, and arrangements with
IAG's associated businesses, such as Avios, ensure LEVEL can
deliver an unrivalled customer proposition and build connections

to drive additional demand;

» the Group structure affords LEVEL the autonomy needed
to execute its own business objectives, supported by expert
management experienced in overseeing a portfolio of world-class

operations and brands.
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E How is IAG exploiting digital This is about improving our overall

technology?

ﬂ We recognised very early on that

the future of our business was

going to be hugely influenced by
developments in digital technology.
So we brought together a small team
within IAG to try to exploit technology
for the benefit of customers.

We've done a lot of that already.
Self-boarding gates at Heathrow'’s
Terminal 5, new automated Mototok
push back vehicles on our stands,
new ways of distributing our product
digitally - these are just a few
examples of how we are constantly
looking for better ways to do the
everyday things that make life easier
for our customers.

performance - not just in terms of

customer service, but also financially.

It is going to be a priority for us as
we continue to draw on the skills

of our digital team and build on
initiatives like our Hangar 51 project,
where we are investing in tech start-
ups that can help us find new ways
to innovate.

See page 28 for more
information on digital

INTERNATIONAL

AIRLINES
GROUP

Watch the full interview on our
website www.iairgroup.com

www.lalrgroup.com



Our network

Our business

around the world

WOSmillion

passengers flown to

2/9

destinations on

540

aircraft

Our brands .

BRITISH AIRWAYS

See pages 18 - 19 for more
about British Airways

o
IBERIAl

See pages 20 - 21
for more about Iberia

o
vueling

See page 22 for
more about Vueling

INTERNATIONAL AIRLINES GROUP
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