MLMNN

AL
\\\\\\\\. | SCANDINAVIAN AIRLINES SYSTEM

ANNUAL REPORT 1989

V/48% 48)




THE SAS GROUP

CONTENTS

Highlights

Group Overview

Comments of the
Chief Executive Officer

Global Travel Service

SAS Airline

SAS International Hotels

SAS Service Partner

SAS Trading

SAS Leisure

SAS Financial Services

Ownership Structure

Report by the Board and
the President

SAS Group Statement of
Income and Balance Sheet

SAS Consortium Statement
of Income and Balance Sheet

Statements of Changes in
Financial Position

Notes to the Financial
Statements

Auditors’ Report

Financial Summary

Board of Directors

Group Management

SAS Group Organization

Assembly of Representatives

N —

11
16
19
22
24
28
30

34

46

48

51
61
62
64
66
67
68

GROUP MANAGEMENT

SAS SAS INTER- SAS
AIRLINE NATIONAL SERVICE
HOTELS PARTNER

SAS SAS SAS
TRADING LEISURE FINANCIAL
SERVICES

L OTHER SUBSIDIARIES

| AFFILIATED COMPANIES —I

To assure the continued successful devel-
opment of the SAS Group in a freer
competitive market, a comprehensive
business concept has been formulated to
enhance fulfillment of the Group’s inter-
national travel service. With Europe as a
base, the primary objective is to be the
best alternative for the business traveler
by effectively integrating air and ground
transportation, hotels, airport services,
hotel/airport check-ins and other related
services.

SAS’s business organization is based on
management by objective and decentral-
ized profit responsibility. Each business
unit is responsible for ensuring its own
growth, and each has a defined role in the
Group’s business concept. The Group’s
legal structure is described on pp. 30-33.

SAS Airline is responsible, in coopera-
tion with SAS’s partners, for providing
effective air services in a global traffic sys-
tem tailored to the needs of business trav-
elers.

SAS International Hotels is responsible
for the management and development of
hotel operations at key destinations in the

SAS traffic system. In 1989 the Group ac-
quired a 40-percent shareholding in Inter-
Continental Hotels, with more than 100
hotels throughout the world.

SAS Service Partner conducts business
in two main areas, catering and restau-
rants, supporting the travel service system
in the air and on the ground.

SAS Trading develops and conducts
businesses related to the Group’s air ser-
vices, including wholesale trading, retail
sales and media production.

SAS Leisure’s role is to consolidate and
further SAS’s position as a leading
provider of vacation travel from Scandi-
navia and, over the long term, interna-
tionally as well. SAS Leisure comprises the
tour operators Vingresor, Saga and
Always, the Sunwing hotel chain, and the
charter airlines Scanair and partly owned
Spanair.

SAS Financial Services—through SAS
Finance—handles the Group’s financial
exposure. Diners Club Nordic is currently
developing a payment system for cus-
tomers within the travel service system.
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H SAS’s global travel service system
firmly established.

B Investments in aircraft, hotels, etc.,
total SEK 10 billion.

B Acquisition of 40 percent of Inter-
Continental Hotels.

B Cooperation agreements with
Swissair, Finnair, All Nippon Airways,
LanChile and Canadian Airlines
International broadens route
network.

B New acquisitions expand the inter-
national scope of SAS Service
Partner and SAS Trading.

B Earnings improvements at SAS
International Hotels, SAS Service
Partner, SAS Trading and SAS
Financial Services.

W SAS Airline’s income affected by in-
tensified market-positioning efforts,
rising fuel prices and higher capital
costs.

B SAS Leisure improves position in
weaker market.

B Strong equity ratio maintained due
to the high level of earnings and par-
ent company capital infusion of
1,750 MSEK.




GROUP OVERVIEW

The SAS Group’s accounts are
prepared in accordance with In-
ternational Accounting Stan-
dards.

Starting in 1989 the Scanair
and SAS Commuter Consortia,
which have the same ownership
structure as the SAS Consortium,
are consolidated in the SAS
Group. Corresponding figures
from 1988 have been recalculated
to provide accurate comparison.
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SAS GROUP — INCOME AND KEY RATIOS

MSEK 1989 1988!
Operating revenue 29,471 27,556
Operating income before depreciation 2,658 2,681
Depreciation? -1,414 -1,174
Operating income after depreciation 1,244 1,507
Share of income in affiliated companies 83 127
Gain on the sale of

- aircraft 286 1,061
- hotel properties 751 939
Unusual items -60 -94
Net financial income/expense -98 150
Income before extraordinary items 2,206 3,690
Investments 9,922 4,077
Return on capital employed, % 10 163
Share of risk-bearing capital, % 36 383
Average number of employees 39,800 36,150

! Including Scanair. 2 Including leasing costs, totaling 277 MSEK (112). 3 Excluding Scanair.

For the SAS Group as a whole, 1989 was
characterized by intensive work aimed at
developing SAS into a competitive, global
travel service corporation. Investments
made during the year amounted to 9,922
MSEK (4,077).

Cooperation with Continental Airlines
in the United States, Thai Airways Inter-
national in Southeast Asia, All Nippon
Airways in Japan, and British Midland Air-
ways in the U.K., unfolded very well. Dur-
ing the autumn new agreements were
reached with Swissair (Switzerland) and
Finnair (Finland) regarding cooperation
within the framework of The European
Quality Alliance.

A strategically important event during
the year was the purchase of 40 percent
of the shares in Saison Overseas Holdings,
which owns the worldwide Inter-Conti-
nental Hotels chain. As a result of this ac-
quisition, SAS is a co-owner of 102 hotels
at important destinations.

The SAS Group’s income before extra-
ordinary items amounted to 2,206 MSEK
(3,690) in 1989. This includes gains of
1,087 MSEK (2,000) from the sale of
hotel properties, flight equipment, etc. In-
come was affected to a high degree by
capacity-boosting measures taken within
the hotel and air transport services.
Added to this were the effects of lost rev-
enue and added costs resulting from
external threats made against the Airline

earlier in the year, phase-in costs for new
aircraft, start-up costs for new businesses,
and high average fuel prices.

SAS Leisure’s earnings were hurt by the
generally weak market for vacation travel.

The trend of earnings remained favor-
able for SAS International Hotels, SAS
Service Partner, SAS Trading, and SAS
Financial Services.

Operating revenue for the SAS Group
rose 9 percent to 29,471 MSEK for com-
parable units.

The Group’s operating income before
depreciation amounted to 2,658 MSEK
(2,681).

The major investment program in the
aircraft fleet, hotel operations, and other
strategically important areas has led to
greater capital costs. Depreciation rose to
1,414 MSEK (1,174), and a net financial
expense of 98 MSEK (1988: net financial
income of 150 MSEK) was recorded after
booking interest costs of 208 MSEK in
connection with the Inter-Continental
Hotels investment.

SAS Airline noted a 9-percent increase
in traffic, and the total number of passen-
gers flown rose to 14.0 million (13.3).
Growth was enhanced by cooperation
agreements with other airlines.

Operating income totaled 1,026 MSEK
(1,459), excluding 245 MSEK (1,020)
from the sale of flight equipment, etc.

Business at SAS International Hotels’

SAS GROUP—INCOME PER BUSINESS UNIT

MSEK 1989 1988
SAS Airline 1,026 1,459
SAS International Hotels 103 59
SAS Service Partner 211 184
SAS Trading 114 90
SAS Leisure -8 -6
SAS Financial Services 84 71
Group Management -84 -113
SAS joint Group projects! -93 -87

1,353 1,657
Share of income in affiliated companies 83 127
Gain on the sale of equipment, etc.2 770 1,906
Income before extraordinary items and taxes 2,206 3,690
! Including Group eliminations. 2 Includes a 60 MSEK write-down of shares and financing costs totaling 208 MSEK associated with

the investment in Inter-Continental Hotels.

established units remained favorable de-
spite low demand in both Norway and
Denmark. Operating income totaled 103
MSEK (59). Sales of hotel properties
yielded an additional 686 MSEK in in-
come, compared with 925 MSEK in 1988.

SAS Service Partner continued its in-
ternationalization primarily with the ac-
quisition of companies in West Germany
and Turkey. Operating income before the
sale of equipment totaled 211 MSEK
(184). This improvement was largely at-
tributable to the international flight
kitchen operations.

SAS Trading’s operating income rose
26 percent, to 114 MSEK. The greatest
improvements were noted in the retailing
operations.

To consolidate SAS’s position as a lead-
ing producer of vacation travel, the
Group’s activities in the leisure travel seg-
ment were coordinated within a new busi-
ness unit, SAS Leisure.

SAS Leisure’s first year was largely
characterized by a sharp decline in de-
mand in Norway and a slight downturn in
Sweden. Income before the sale of equip-
ment amounted to a loss of 8 MSEK
(1988; loss of 6).

SAS Financial Services includes SAS
Finance and Diners’ Club Nordic. Operat-
ing income improved to 84 MSEK (71).

Costs for the financing and direction of
the numerous joint Group projects and
activities aimed at developing the SAS
travel service concept were charged

against the Group’s earnings. The share
of income in affiliated companies
amounted to 83 MSEK (127).

Net financing from operations totaled
1,550 MSEK after transfers of 490 MSEK
to the parent companies.

A financing deficit of 6,495 MSEK was
incurred in 1989 after balancing revenue
from the sale of aircraft and hotel proper-
ties, etc. (2,035 MSEK) against invest-
ments made in equipment (9,922 MSEK)
and advance payments for aircraft on or-
der (158 MSEK).

Of the year’s total investments, pay-
ments for flight equipment amounted to
4,206 MSEK (2,068), and the acquisition
of 40 percent of Inter-Continental Hotels
totaled 3,148 MSEK.

Due to the long-term nature of the
Group’s investments, with returns and
growth in value calculated over a long
economic lifetime, there is a drop in the
Group’s key ratios in the beginning of the
investment cycle.

The return on capital employed is re-
ported at 10 percent (16) in 1989. As a
result of strong earnings and the capital
contributions from the parent companies,
the Group’s debt-equity ratio remained
satisfactory.

The SAS Group’s equity on December
31, 1989 amounted to 12,177 MSEK
(9,187), and the share of risk-bearing
capital was 36 percent (38).

SAS GROUP
TREND OF INCOME
(INCOME BEFORE EXTRAORDINARY ITEMS)
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SAS—INTO THE 1990s

SAS spent a large part of the 1980s pre-
paring for the liberalization of European
air transport in the 1990s. We set goals
and strategies to gradually adapt to the
changing conditions in the market. We
transformed visions into action and creat-

ed a global travel service system. Our chal-
lenge now is to satisfy our customers’
needs, wherever they may be, and when-
ever the need arises. We will be there,
wherever the customer needs us.

In the 1980s SAS recorded strong
growth in volume, sales and earnings. We
strengthened our financial position and
created the basis for the major investment
program we are currently engaged in. In
the 1990s, our economy and finances will
be influenced by the costs of funding this
program. This, together with increasing
competition, requires further improve-
ments in cost-efficiency. At the same time,
we are creating the conditions which will

enable us to fulfill our shareholders’ long-
term profitability requirements. An invest-
ment-intensive company such as SAS can-
not be judged by the performance of an
individual year. We have to look at the
company’s development over a consider-
ably longer perspective both historically
and with regard to the future.

There is one thing we can definitely
learn from history. Each time SAS has
been faced with new challenges, we have
had the strength and innovation to find
winning solutions. For this reason, I am
convinced that we will succeed this time as
well, even though the challenge is in many
respects more formidable than ever be-
fore.

From Scandinavian Airline to

Global Travel Service

In free competition, the market will be di-
vided into two segments. One will be

based on quality on every level, from
product development to service. The
other segment will be based on price com-
petition on specific point-to-point flights.
The Scandinavian tradition, cost level and
market as a whole do not lend themselves
to strict price competition. In this respect
we cannot hold our own against the major
airlines in the United States and the Far
East, for example. Instead, we have taken
another course, creating products and
services that satisfy the continually chang-
ing needs of our primary target group,
the frequent business traveler.

There are clear limitations to how far
we can develop and refine the specific air
transport product. Personal service on
board, good food, fine wines and in-flight
entertainment can only be carried so far
and still be decisive competitive factors in
the customer’s choice of an airline. There-
fore, the battle for the air has to be won
on the ground. We have to identify and
evaluate the business traveler’s total ser-
vice needs. In the 1980s we saw a cus-
tomer in every individual. In the 1990s,
we see an individual in every customer.

The traffic system and integrated travel
service are the pillars of the Group’s
global service concept. With this founda-
tion, it will be our mission to help busi-
ness travelers to do good business by tak-
ing care of all their practical travel details.

Exporting Our Hubs

Our strategy is to distribute traffic to as
many important destinations as possible in
a global system, offering nonstop or at the
most one-stop service in coordination with
our partners. SAS was the first airline in
the world to move its hubs out to other
continents. Through our cooperation with
Continental Airlines, Thai Airways Inter-
national, All Nippon Airways and Lan-
Chile, we have established hubs in practi-
cally every corner of the globe. From
these, our passengers can continue flying
in local traffic systems, where SAS and its
partners retain responsibility for their cus-
tomers throughout their journeys. The
alliance with Swissair gives us a new hub
in Central Europe and excellent links with
Africa and the Middle East. The agree-

ment with Finnair heralds a more intimate
Nordic cooperation. All of these agree-
ments together have established the global
traffic system. With our own resources we
offer nonstop or one-stop service to some
50 destinations. Together with our part-
ners, we can reach more than 250 destina-
tions with the same standard of service.
Now it is time to grasp the opportunities
the market holds.

Hotels a Key Component

The hotels are the second most important
component in the Group’s global travel
service. Accordingly, SAS’s part-owner-
ship in Inter-Continental Hotels is of vital
importance. Building up our own hotel
chain to encompass all of the important
destinations for business travelers would
have taken a long time and required
major financial and human resources. In-
stead, we added 102 first-class hotels in a
single sweep. And we did so with a part-
ner who shares our values regarding the
products’ content, quality and service. We
also have 25 hotels in our own chain. In
their most sophisticated form, the hotels
will take care of many tasks which tradi-
tionally are handled at the airports. For

the customer, this will make things much
simpler and more rewarding.

Always Somebody’s Customer

The travel product consists of a variety of
components, to be sure. However, cater-

ing to the customers’ individual needs in-
volves much more—the secure feeling of

always being somebody’s customer. We’ve
summarized this in the words Trust, Sim-

plicity and Care.

By trust we mean that we will keep our
promises. By simplicity we mean that trav-
eling should be made easy. And by care
we mean that we should take our cus-
tomers and their needs seriously. We must
be geared to respond to the needs of ev-
ery individual. Putting these words into
action will be the big challenge for every
SAS employee during the 1990s. There is
no tangible annual report from which to
measure the market’s and customers’ con-
fidence in the way we approach this task.
Early in the 1980s we said that our bal-




SAS—INTO THE 1990s

ance sheet should actually show how many
satisfied customers SAS has during a given
year. There is good reason to reflect back
on this measure of success in a time when
the spotlight is on target figures and
graphs illustrating our performance in
dollars and cents.

As proof of our commitment to service,
we have established an internal university
at SAS to train and develop our own staff.
In the future we hope to go a step further
and include our partners in this program
in order to utilize the human potential
within the Group’s global travel service.
As I see it, we are at the beginning of a
huge process in which we will combine
style and content in an exciting and prof-
itable future program. In the long term,
investments in the development of SAS’s
human resources are considerably more
important than investments in fixed as-
sets. If we cannot live up to our cus-
tomers’ expectations, then it really makes
no difference what our aircraft look like
or what they cost.

Bridging the Gap

SAS’s present situation is strongly influ-
enced by both long-term visions and the
reality of the moment. We are in the midst
of an intensive investment phase. The
total investment program from the late
1980s and through the mid-1990s
amounts to about 45 billion Swedish kro-
nor. In 1989 we invested SEK 10 billion
in new aircraft, hotels, company acquisi-
tions, and more. That’s about how much it
would cost to build a bridge between Den-
mark and Sweden!

QObviously, this is going to have an im-
pact on earnings, especially SAS Airline’s,
since both depreciation and interest ex-
penses are rising. That’s why it is essential
that our less capital-intensive operations
continue to expand in at least the same
pace as they have to date, to bridge the
gap. In this context, SAS Service Partner,
SAS Trading and SAS Finance play strate-

gically important roles both in supporting
the global travel service and as individual
players in their respective fields. The new
SAS Leisure business unit has the crucial
task of developing an international vaca-
tion travel business within the SAS Group.
In the future, SAS Leisure will also be a
significant weapon when competing in the
low-price market.

Finally, I want to stress that I welcome
free competition as long as it is conducted
on equal terms. Living in a regulated
world can seem comfortable and relatively
risk-free. But we won’t win the apprecia-
tion we deserve until we can show what we
are worth in free competition in a wide-
open marketplace. For this reason, the
changes now taking place in the world
around us will revitalize the entire indus-
try and require greater cost effectiveness,
benefiting customers as well as suppliers.
At SAS, at least, we are very well prepared
to face the challenges of the 1990s.

JAN CARLZON
President and Chief
Executive Officer

GLOBAL TRAVEL SERVICE

Throughout the 1980s SAS was a trend-
setter in the business travel market with its

strategy as The Businessman’s Airline.
However, it soon became clear that
tougher competition on intercontinental
routes, combined with the liberalization of
civil aviation policies in the European
Community, would dramatically change
the entire air travel market.

The socioeconomic situation in Europe
makes cost levels considerably higher than
in Southeast Asia and North America, for
example. What’s more, the Scandinavian
countries top the European cost list, and
they also have significantly higher rates of
inflation than most of the competition’s
countries. These factors present SAS with
an immense challenge in tomorrow’s open
competition.

In the mid-1980s SAS set its ultimate

objective of being a winner in a freely

competitive market. The Group’s business
concepts and strategies were thereafter
formulated and adapted to the anticipated
future demands. Given a free choice, the
customer should choose SAS.

For the 1990s, the SAS Group is work-
ing along two business concepts. One is to
be the travel service system preferred by
the European business traveler. The other
is to provide vacation travelers superior
experiences and more for their money.

Europe’s Best Travel Service
In the coming free competition, the busi-
ness travel market will be broken down in-
to two segments. In one of these, the
product and its quality will determine
which carrier offers the best alternative.
In the other, price will be the determining
competitive weapon.

Accordingly, the principal element in
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the SAS Group’s strategy is to enable the
business traveler to put together an indi-
vidually designed travel package for each
trip, based on a selection of quality ser-
vices. SAS’s role is to offer air and ground
transportation, baggage handling services,
simplified flight and hotel check-in proce-
dures, an atmosphere conducive to work
and relaxation, food, favorable shopping
opportunities, simplified ticketing and
travel accounting procedures, and so on.
By taking care of all the practical aspects
of traveling, SAS helps its customers at-
tend to their business.

Following deregulation in the United
States, the air travel market became en-
tirely dictated by price. This led to a de-
cline in quality, lower standards of service,
and a sharp drop in profitability through-
out the industry. At the same time, pass-
enger volume rose, broadening the mar-
ket for the winners.

The situation in Europe will probably
not be as dramatic; still, a price war on
fares to popular destinations is something
to count on.

Following some turbulent years, the
market will stabilize. The winners will then
be those companies that are financially
strong and that also have the resources to
develop products which give customers
the most for their money. To achieve and
maintain satisfactory profitability over the
long term, the airlines will have to reduce
COSts.

By creating a comprehensive travel
service system, the SAS Group offers its
customers a highly integrated quality
product. The more who choose that
product, the greater flexibility SAS has to
reduce prices for those who are only in-
terested in specific point-to-point flights.

Today the SAS Group is alone in offer-
ing a comprehensive service which caters
to the overall needs of the business travel-
er. In addition to air travel, the SAS
Group and its cooperation partners offer
125 hotels in 54 countries, limousine ser-
vices, an exclusive offering of duty-free
goods, food and entertainment both on-
board and at airports, and much more. A
key feature in this travel service is the SAS
Club EuroClass Card, introduced in coop-

eration with Diners Club in 1989.

With respect to vacation travel, the SAS
Group has historically focused on package
charter trips to popular destinations pri-
marily in Spain and other Mediterranean
countries. In a free competitive market,
scheduled air traffic will inevitably take
shares from the charter sector. SAS
Leisure is preparing for this by taking a
similarly comprehensive approach to the
vacation travel segment, offering individu-
ally tailored alternatives to the widely
varying needs of the market.

Being Where the Customer
Needs Us
The SAS Group’s key component is its
traffic system. Regarding European traf-
fic, SAS strives to offer frequent nonstop
routes primarily between the Scandina-
vian capitals and as many other destina-
tions as possible. When the market allows,
nonstop service will be expanded to
include other large cities in Scandinavia,
such as Gothenburg, Berge™ and Arhus.
As for the intercontinental network, the
Scandinavian market is t0© weak a base
for frequent nonstop seV1<€ 102 large
number of destinations- 1" this sef:lor,:
SAS’s strategy is to fly ponstop primar ily
from Copenhagen to nt

JMErous major

hubs, from where passengers can con-
tinue traveling in traffic systems con-
trolled by SAS’s partners. SAS and its
partners are to have fully integrated
timetables, levels of service, check-in and
check-out procedures, baggage handling,
airport services, and so on. The customers
should experience a smooth transition in
travel, with consistent levels of quality and
service.

The SAS Group and its partners offer
the European business traveler approxi-
mately 250 destinations with nonstop or
one-stop service. The SAS Group alone
can furnish more than 50 of these routes.

Broadening of the European Market
Base

SAS’s domestic market consists of 18 mil-
lion people in Europe’s northern periph-
ery and is largely determined by the finan-

cial and competitive strength of Scandina-
vian industry. SAS has a strong position
on routes between Scandinavia and conti-
nental Europe. By forging strategic al-
liances with airlines on other continents,
SAS has gained the external conditions
necessary for further development of its
intercontinental route network. Fulfilling
the travel service concept requires a
broadening of the market base so that
economies of scale can be maintained in
all operations. The cost structure must be
changed, while costs in general must be
brought down to the level of the competi-
tion.

Continued expansion of SAS’s intercon-
tinental route network is dependent on
how well SAS exploits the ongoing liberal-
ization of the European air transport
market and the EC’s internal market. Of
SAS’s owner-countries, only Denmark
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is-a member of the European Community.
However, the Norwegian and Swedish
governments have explicitly pledged to
adapt their aviation policies to conform
with those of the EC. This will have an im-
pact on intra-Scandinavian traffic and
other international traffic to and from
Sweden and Norway. SAS is regarded as
an EC airline.

A broadening of the market base will
require continued internationalization of
air services, primarily in Europe. It is
against this background that SAS sought
cooperation with three European airlines
—Swissair, Finnair, and the privately held
group Airlines of Britain Holdings (ABH).

Extensive Part Ownership

The ownership structures of European
airlines are varied. Among the state-
owned carriers are Iberia, Alitalia and Air
France. Government ownership in Finnair,
Swissair, KLM, Lufthansa, Sabena and
SAS varies between 23 and 70 percent.
Following the public share offer in 1988,
state ownership in British Airways has
been eliminated.

In the United States, there is no gov-
ernment ownership whatsoever in airlines.
Several major American carriers have
changed owners in recent years. Compa-
nies have been bought out, sold, merged,
eliminated or gone bankrupt. The Ameri-
can market is structured and has clear
tendencies.

In the course of fulfilling the travel ser-
vice system and developing a global route
network, the SAS Group has acquired
equity stakes in several of its cooperation
partners. The most prominent example of
this is in SAS’s hotel operations, where
the 40-percent holding in Inter-Continen-
tal Hotels is of major significance. The re-
maining 60 percent is owned by the
Japanese conglomerate Seibu Saison.

The SAS Group has a 24.9-percent
shareholding in Airlines of Britain Hold-
ings PLC. In the United States, SAS has a
9.9-percent holding in Texas Air, the par-
ent company of Continental Airlines. In
early 1990 SAS acquired a 30-percent
interest in LanChile. Cooperation with
Swissair and Finnair will also be solidified

through reciprocal financial arrangements.

Despite the EC Commission’s efforts to
liberalize the air transport market, clear
protectionist elements remain in several
member-countries. For example, certain
countries have regulations which limit for-
eign companies from acquiring airlines
within those countries. Having a major
foreign interest over a national airline can
in turn affect traffic rights. The SAS
Group does not intend to acquire such
large shares in airlines that their competi-
tive positions would be weakened due to
discriminative treatment from the respect-
ive countries’ aviation authorities.

SAS AIRLINE

SAS Airline’s business concept is to offer
global travel services to the European
business traveler.

The Airline provides the transportation
elements in the travel service which, in
addition to flights, comprises ground
transport to and from airports, and rental
car services at each destination.

The traffic network encompasses dom-
estic routes in Denmark, Norway and Swe-
den, intra-Scandinavian routes, and routes
to other cities in Europe, North and
South America, the Middle East and the
Far East. In all, the network covers 81
destinations.

SAS Commuter is an independent con-
sortium with its own production within
the framework of SAS Airline’s opera-
tions. Its purpose is to operate regional
traffic in the SAS system and to develop
routes with a view to joining them into
SAS’s primary network once the market
base is sufficient.

SAS Airline is also responsible for
development of a global information
system which will tie together all of the
elements in the travel service for SAS’s
customers around the world.

One of Five by 1995

SAS Airline’s ultimate goal is to become
One of Five by 1995—that is, to be one of
the five largest airlines in Europe offering
intercontinental air services in the mid-
1990s, when the liberalization of civil avia-
tion in Europe will have taken full effect.
Achieving this goal demands continual in-
vestments in aircraft, computer systems,
airport terminals, recruiting, personnel
training and development, and more.

The prime strategy is to be The Busi-
nessman’s Airline—the best alternative for
the frequent business traveler. SAS Air-
line’s main product is called EuroClass,
offering high standards and a high level of
service at full fare. This is complemented
by a marginal strategy in which SAS offers
low-price alternatives to fill empty seats
and boost the profitability of each flight.
This low-price strategy will gain signifi-
cance since vacation travel is expected to
grow much more rapidly than business
travel in the 1990s. Indications are that,
in the liberalization of the airways, sched-
uled flights will draw traffic away from
chartered flights, while it is expected that
the latter will be able to compete with

MSEK 1989 1988
20,557 18,951

Revenue
Income before
sale of flight
equipment, etc. 1,026 1,459
Income before
extraordinary

items 1,271 2,479
Gross profit

margin (GOP), % 12 13
Return on capital

employed, % 13 18
Investments 4,970 2,348
Number of

employees 21,820 20,800

TRAFFIC REVENUE PER ROUTE SECTOR

Europe

Denmark

Intercontinental

Norway
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scheduled flights on high-volume routes.
In addition to these two strategies, the
cargo operations serve a supporting func-
tion, by selling a given capacity within the
express freight market. The goal is to be a
market leader in the 500 kilo-and-under

segmem.

Development of the Traffic System

SAS Airline benefits to a certain degree
from its geographic position in Scandi-
navia since air travel in many cases is the
most competitive means of transportation.
At the same time, the market base is too
weak to maintain frequent traffic to many
destinations around the world.

SAS’s major European competitors—
British Airways, Lufthansa and Air
France—are much more favorably located
with respect to their market bases. Smaller
competitors such as KLM and Sabena,
though they have small domestic markets,
attract a considerable amount of transit
traffic due to their strategic locations.

In response to market demands, the
SAS Group has forged numerous strategic
alliances. As a result, SAS today has the
world’s most comprehensive network of
nonstop and one-stop service. For hubs in
this network, SAS has chosen Tokyo in the
Far East, Bangkok in Southeast Asia, New
York and Toronto in North America, and
Rio de Janeiro in South America.

Great pains have been taken in recent
years to find suitable partners at these
hubs. By 1989 essentially all the pieces
had fallen into place.

In Tokyo, SAS cooperates with All
Nippon Airways. ANA is Japan’s largest
airline—and one of the world’s largest—
with an extensive domestic network. This
alliance as a whole provides daily traffic
between Scandinavia and Tokyo, extend-
ing SAS’s reach to 36 destinations in the
Far East with a single connecting flight.

Thai Airways International is SAS’s
partner in Bangkok. Together with Thai,
SAS can now offer two daily nonstop or
one-stop flights from Stockholm and
Copenhagen to Bangkok, and 23 daily
routes in Southeast Asia, Australia and
New Zealand with a single connecting
flight.

The United States is SAS’s largest inter-
continental market. SAS’s traffic rights
are limited to New York, Los Angeles,
Seattle, Chicago and Anchorage.

The entrance of numerous American
carriers to the Scandinavian market
during the1980s has resulted in a dra-
matic increase in both traffic and compe-
tition. SAS’s share of U.S. traffic has
decreased considerably in recent years,
despite the steady growth in total passen-
ger volume. Leakage of traffic via Lon-
don, Frankfurt and Amsterdam is one
contributing factor. British Airways,
Lufthansa and KLM have traffic rights to
considerably more U.S. destinations than
SAS. Their passengers prefer an early
connection to a nonstop flight over trou-
blesome connecting flights with American
carriers.

Through cooperation with Continental
Airlines, SAS offers 60 destinations in the
U.S. via single connecting flights at
Newark International Airport outside
New York. In 1989 this led to a nearly 50-
percent increase in SAS’s transit traffic
compared with the previous year.

Cooperation begun in 1989 with Cana-
dian Airlines International has resulted in
three nonstop flights each week to Toron-
to. In past years SAS had no service to
Canada at all.

In 1990 cooperation with LanChile will
be developed in South America.

Previously, SAS flew to only a few desti-
nations in Africa. Following consolidation
of the route network in the 1980s only
Cairo remained. The cooperation with
Swissair adds 19 destinations in Africa,
the Middle East and India/Pakistan.

Cost Advantages

These intercontinental alliances are pri-
marily aimed at improving SAS’s product
and thereby contributing to an increase in
revenues. Moreover, the cooperation be-
tween SAS and its European partners
Swissair, Finnair and Airlines of Britain
Holdings will have a favorable impact on
costs due to the considerable synergy be-
tween the companies regarding technical
maintenance, aircraft purchases, training,
marketing, and so on.

-

Finding a strong partner in central
Europe has long been a high priority mat-
ter at SAS Airline. In 1989 an agreement
was reached with Swissair. Swissair has a
very good reputation in the business
travel arena for safety, efficiency, punctu-
ality and high service standards. In addi-
tion to a complementary route network,
Swissair provides regional and charter air
services, and hotels. Also, Swissair has an
8-percent stake in Austrian Airlines and a
5-percent interest in America’s Delta Air-
lines. Swissair and Singapore Airlines are
also entering into an agreement which will
involve a minority cross-ownership.

Through Finnair, Helsinki is the fourth
Nordic capital to join SAS’s global traffic
network. The pattern is the same, with non-
stop service to many joint hubs. Finnair
also brings to the Group some interesting
destinations, particularly in Eastern Eu-
rope. Finnair has hotel operations, charter
air services and vacation tour operations
which are well suited for the SAS Group’s
overall goals in the Nordic market.

In late 1988 SAS acquired a 24.9-per-
cent stake in Airlines of Britain Holdings.
Its largest subsidiary, British Midland, is
the neighbor of one of SAS’s fiercest com-
petitors at London’s Heathrow Airport,
British Airways. British Midland has an
established domestic traffic network and
commands about 40 percent of the mar-
ket. The company is rapidly expanding on
the European continent with concessions
to numerous major cities.

ABH also owns Manx Airlines, Loganair
and London City Airways. Coordination
of timetables, joint maintenance of certain
aircraft, and simplified transfer services
are just a few matters that will be accom-
plished in 1990. Substantial synergies
were already created in 1989.

SAS, Swissair and Finnair will gradually
market themselves jointly as The Euro-
pean Quality Alliance. Over the long term
this will involve such efforts as joint sales
offices, new product development, per-
sonnel training, and shared airport
lounges. However, each company will
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retain its own identity within the frame of
this cooperation agreement.

A Growing Market

Growth of SAS’s principal markets has
been strong throughout most of the
1980s. From 1985-89, the average annual
growth of Scandinavian domestic traffic
volume was 6.4 percent, although the rate
varied considerably within the three coun-
tries. Sweden noted the most stable
growth, 11.6 percent, while Denmark and
Norway each posted gains of 2.6 percent.

European traffic volume in general rose
8.5 percent per year during the same
period. The corresponding rate of growth
for SAS’s European routes averaged 10.6
percent per year.

Intercontinental traffic has risen by 6.7
percent per year since 1985, with a 5.6-
percent increase in production. The ma-
jor capacity buildup has led to more in-
tense competition, downward pressure on
fares, and declining profit margins
throughout the industry. Moreover, there
is a greater percentage of vacationers on
intercontinental routes than on European
flights, flying on discount-fare alterna-
tives. In 1989, 51.7 percent of SAS’s pas-
sengers in the European network flew Eu-
roClass, giving SAS the largest proportion
of full-fare passengers of all the major Eu-
ropean airlines. The corresponding figure
for intercontinental routes was 24.0 per-
cent.

Competition is the toughest on North
Atlantic routes. In 1989 SAS successively
began replacing its DC-10 fleet with
Boeing 767s, which carry fewer passen-
gers and are more cost-effective aircraft.
This was reflected in the Airline’s operat-
ing result for the year.

Travel to the Far East is concentrated
to countries with established economies or
those undergoing rapid growth, including
Japan, South Korea, Taiwan, Singapore,
Thailand, the People’s Republic of China
and Hong Kong. The national airlines of
the respective countries are benefiting
from a growing market base and technical
developments which enable large aircraft
to fly to practically any destination with-
out refueling. Accordingly, carriers such

as Japan Airlines, All Nippon Airways,
Cathay Pacific, Singapore Airlines and
Thai Airways International are showing
greater strength in the international com-
petition.

These airlines also have a completely
different cost structure and lower costs
than their European counterparts. Among
this group are some of the world’s most
profitable airlines. The American carriers,
on the other hand, have generally unsatis-
factory profitability and aircraft fleets
with a high average age, a factor which
will create financial problems for them in
the future. The European airlines lie
somewhere in between. The renowned
West German business magazine Capital
conducted a review of the European air-
line industry in 1989 for the purpose of
judging the survival potential of airlines in
the coming free market. At the top of the
list was SAS.

According to recent forecasts, global air
traffic is expected to rise by an average of
7 percent per year until the year 2000.
For the same period, capacity is expected
to grow by only 50 percent. This gives
SAS interesting perspectives in light of its
buildup of a global travel service.

In Europe the 1990s will bring more
airlines and greater capacity. Air corridors
are already crowded and many airports
are ill-equipped for the coming growth in
traffic. This is causing frequent delays
even today, resulting in substantial extra
costs for the airlines. Sharper demands
are now being raised in favor of replacing
the various national air traffic control
systems with a common system for all of
Europe.

Cutting Costs Requires Greater
Efficiency

SAS Airline’s gross profit margin aver-
aged 11 percent between 1985 and 1989,
compared with the goal of at least 13 per-
cent in 1989.

Personnel costs of the Airline are gen-
erally on the same level as the European
competitors. However, productivity and
efficiency are lower than most of the
competitors’.

A fundamental condition for achieving

greater cost effectiveness is that SAS Air-
line itself produce only the bare essentials
at competitive cost levels. Accordingly,
technical analyses are currently being
performed to find out what can be
changed to improve profitability.

In 1989 SAS Airline adopted a policy
aimed at extending SAS’s leadership in
the realm of environmental issues as well.
The most obvious disturbances caused by
air transport are noise and exhaust emis-
sions. One of SAS’s most significant en-
vironmental contributions is the change-
over from DC-9 and DC-10 aircraft to the
quieter and more efficient MD-80 and
Boeing 767 aircraft.

Reservations System Gaining
Importance

Fulfilling the travel service concept re-
quires that SAS be able to freely expose
individual and integrated products and
services through international reserva-

tions systems.
SAS is one of four owners of the

European system Amadeus, which handled
approximately 60 percent of total Euro-
pean bookings in 1989. In all, some 25
airlines are connected to the system, in-
cluding East Germany’s Interflug, which
signed on in early 1990 as the system’s
first East Bloc carrier.

Connected to Amadeus will be national
communications systems, with hook-ups to
local suppliers. SAS is backing SMART,
the largest such system in Scandinavia.

The United States has numerous major
systems with European offshoots. The
largest of these are Apollo and Sabre,
owned by United Airlines and American
Airlines, respectively. Through coopera-
tion with Continental Airlines, SAS has
access to Texas Air’s System One, which
accounts for about 15 percent of book-
ings in the American market.
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SAS INTERNATIONAL HOTELS

MSEK 1989 1988
Revenue 1,250 1,338
Income before

sale of hotel-

properties, etc.! 103 59
Income before

extraordinary

items 577 890
Gross profit

margin (GOP), % 25 23
Return on capital

employed, % 8 10
Investments 3,901 396
Number of

employees? 2,740 3,170

! Excluding Financial expenses of 208 MSEK incur-
red with the investment in Inter-Continental Hotels.
2 In 1989, excluding SAS Scandinavia Hotels, SAS

Royal Hotel and SAS Globetrotter Hotel
hagen).

SAS INTERNATIONAL HOTELS
OCCUPANCY RATE

THOUSAND ROOM-NIGHTS
2000
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= Occupancy rate
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SAS International Hotels operates first-
class hotels in Norway, Denmark, Sweden,
Austria, West Germany, the Netherlands,
Belgium and Kuwait.

In 1989 SAS International Hotels
acquired a 40-percent shareholding in
Saison Overseas (Holdings), which in turn
owns the Inter-Continental Hotels Group,
with 102 hotels in 45 nations around the
world. The purchase price was 500
MUSD. The remaining 60 percent is
owned by Japan’s Saison Group, whose
holdings include one of Japan’s largest de-
partment store chains with 6.5 million
credit card holders. Saison is also active in
the vacation travel segment.

Goals and Business Concept

In terms of market coverage, the goal of
the hotel operations is to offer hotel
accommodations at all destinations of
importance for the business traveler.
Through the investment in Inter-Conti-
nental, SAS has come much closer to
achieving this goal.

The operations’ financial goal is to
achieve an average return on capital em-
ployed of at least 15 percent in a single
investment cycle for established hotels,
and a gross profit margin of 25 percent.

Key Role in the Future
The hotels play a vital, integrated role in
the Group’s travel service. Aided by an
effective reservations and information sys-
tem, the hotels heighten the SAS Group’s
overall market position.

In the future the hotels will take over

~many tasks ordinarily handled at airports.

The idea is that customers should be able
to make reservations, bookings, changes
and payments for flights from their hotels.
Check-ins, baggage handling, rental cars
and limousine services will also be handled
by the hotels. Customers will be able to
use their SAS Diners Club card for pay-
ments as well as for cash-advances. And
through the Group’s own shops at the
hotels, SAS will offer guests an exclusive
range of attractive products which can be
purchased either on the spot or for deliv-
ery via mail order.

Several of these services are already

offered today at SAS’s own hotels or at
associated ones, and they have actively
contributed to the dramatic increase in
the number of the Airline’s passengers
who have chosen SAS hotels in the past
three years. As an example, the percent-
age of Scandinavian guests at The Port-
man Intercontinental Hotel in London
has risen from 3 to 22 percent since it be-
came associated with SAS.

In its fullest meaning, the Group’s trav-
el service should allow persons traveling
on business to utilize their hotel stay
effectively for work, rest or recreation.
The hotel should solve a number of prac-
tical problems so that the travelers can
concentrate on doing good business. For
this reason, the hotels offer customized
service, with a price structure that gives
customers the opportunity to choose and
select their own programs. Each individu-
al product or service is designed to aug-
ment the overall service, while remaining
profitable in itself. The customers should
get what they are willing to pay for.

Airline Cooperation Broadens Market
The SAS Group’s strategic alliances with
airlines on other continents are broaden-
ing the market for the Group’s hotels.
Qccupancy rates and profitability will
improve dramatically if only a few percent
of passengers who fly with the Airline’s
partners choose to stay at SAS Hotels.
Moreover, this would bring additional
customers into the SAS system, which
should lead to an increase in customer

loyalty.

Market Sensitive to Economic Trends
Demand for hotel rooms for business
travelers follows the same pattern as the
air travel market, with a dependence on
general economic trends. The vacation
travel sector is dependent on individuals’
disposable income and is considerably
more sensitive to external factors.

Each hotel works in its own local market
and is affected by local developments. An
established first-class hotel generally has a
high occupancy rate during the autumn,
winter and spring. Customer loyalty is
strong.

The occupancy rate and price are the
most important factors affecting prof-
itability. The average price level is depen-
dent on local costs, competition, supply
and demand, and the hotel’s general
attractiveness.

SAS International Hotels’ operations
are structured—like the Airline’s—accord-
ing to a distinct price and product differ-
entiation. Royal Club is the exclusive
alternative, followed by a normal price
alternative with high standards, and a low-
price alternative for weekends and low
seasons. Such a structure provides cus-
tomers with the best possible value for
their money. Through this strategy, SAS
has been able to increase the average
price per room in its hotels by approxi-
mately 9 percent per year in the latter half
of the 1980s. The occupancy rate has
steadily averaged 70 percent.

Conferences make up a vital segment in
the business travel market. As a result of
active product development in the past
five years, SAS’s hotels have become pro-
fessional conference organizers with a
reputable name on the market. Confer-
ence customers demand punctuality and
quality without hitches in all respects,
while price is seldom a determining
factor.

Local Variations

Growth in demand for hotel rooms has
been generally good since the mid-1980s,
although there have been considerable
variations between the various markets in
which SAS International Hotels is estab-
lished.

In Scandinavia, the market has been
very favorable in Stockholm and Copen-
hagen, while Oslo and Gothenburg have
been subject to major fluctuations. In
Gothenburg, numerous hotel start-ups be-
tween 1986 and 1988 led to overcapacity
and depressed rates. This same pattern is
now being repeated in Oslo, where the
market is already weak. Demand in gener-
al has decreased substantially in Norway
in recent years as a result of developments
in the oil industry. Bergen and Stavanger
have been particularly hard-hit.

SAS’s hotel project in Vienna was a reg-

17



SAS INTERNATIONAL HOTELS

SAS INTERNATIONAL HOTELS
TREND OF INCOME*
(INCOME BEFORE EXTRAORDINARY ITEMS)

MSEK
100

8

84/85  85/86 87 88 89

[ Excluding Income from the sale of
hotel properties, etc.

—— Gross profit margin (GOP)

*  Excluding effects of investments
in Inter-Continental Hotels

SAS INTERNATIONAL HOTELS
INVESTMENTS*

MSEK

84/85  85/86 87 88 89
@8 Investments

*  Excluding investments in
Inter-Continental Hotels

SAS INTERNATIONAL HOTELS
RETURN ON CAPITAL EMPLOYED*

15

N\

84/85  85/86 87 88 89

@& Excluding income from the sale of
hotel properties, etc.

* Excluding effects of investments
in Inter-Continental Hotels

i8

ular disappointment from its start in the
early 1980s, partly due to weak demand.
That market has now rebounded and the
trend is clearly favorable. Vienna has a
potentially key role as a gateway to East-
ern Europe.

New hotels were inaugurated in
Amsterdam and Brussels in early 1990.
The future looks promising for both
hotels, which are centrally situated in
prized cities.

New hotels will be opened in Beijing
and Helsinki in 1991. Aside from the
Inter-Continental Hotels acquisition, the
investment program amounts to 1,574
MSEK for the period 1987-91.

Capital Released Through Sale of
Hotels

Managing a hotel business does not necess-
itate owning the actual hotel property.
Regarding the purchase and construction
of new facilities, SAS International Hotels
is prepared to finance such investments
internally, retain ownership for a few
years and then sell the properties through
sale-and-leaseback agreements. By owning
the properties originally, SAS can negoti-
ate more favorable operational terms
upon their sale. Hotels currently owned
by SAS International Hotels are an impor-
tant source of financing for this strategy.

In 1988 three hotel properties in
Copenhagen were sold with ten-year sale-
and-leaseback agreements. These sales re-
leased approximately SEK 1 billion in lig-
uid funds.

SAS Scandinavia Hotel in Oslo and SAS
Park Avenue Hotel in Gothenburg were
sold in 1989, releasing an additional 800
MSEK. SAS International Hotels’ proper-
ty holdings now include SAS Park Royal
Hotel in Oslo, SAS Plaza Hotel in Ham-
burg, and the new units in Amsterdam
and Brussels.

Inter-Continental Hotels
Inter-Continental Hotels consists of 102
facilities, of which 17 are marketed under
the Forum name. Inter-Continental
Hotels has a very high reputation among
business travelers all over the world.
Operations are currently most concen-

trated in Europe. Inter-Continental Ho-
tels is committed to growth on a global
basis, with emphasis on North America
and the Pacific Basin in order to achieve
better market coverage. Inter-Continental
has long been affiliated with hotels in
Eastern Europe and is well prepared to
participate in the anticipated sharp rise in
demand for hotel accommodations.

SAS SERVICE PARTNER

SAS Service Partner’s business concept
is to produce and supply meals as a sup-
plement to its business partners’ core
operations, thereby helping boost the
partners’ competitiveness.

Customer relations are largely based on
goal-oriented cooperation with airlines,
aviation authorities, conference centers,
trade fairs, hospitals, businesses or other
conceivable partners.

Goals

SAS Service Partner’s qualitative goal is to
be the best alternative as a partner for
selected customer groups by developing,
producing and supplying products and
services that are tailored for each cus-
tomer’s individual needs at competitive
pl’lCCS.

The quantitative goal for the period
1989-91 is to double income with a 30-
percent return on capital employed. This
increase will be accomplished through
organic growth as well as through acquisi-
tions and joint ventures within established
product areas and new geographic
markets.

Catering and Restaurants

SAS Service Partner is engaged in cater-
ing and restaurant operations with a pri-
mary focus on the European market.

SAS Service Partner’s role in the
Group’s travel service is to supply quality
catering services at competitive prices on
board SAS flights, and to operate restau-
rants at the major Scandinavian airports,
thereby helping make airport stays as
pleasant as possible for travelers. In order
to increase the unit’s expertise, profitabili-
ty and spread of risk, operations will be
expanded to include product areas and
geographic markets which are outside the
overall business concept of the SAS
Group.

Home Market Europe

Catering accounted for 2,830 MSEK, or
68 percent of the unit’s total sales of
4,157 MSEK in 1989. Airline Catering is
the largest single product area.

SAS Service Partner is the largest air-
line-catering company in Europe, and one
of the three largest in the world. In 1989,
it served more than 100 airlines through
its own flight kitchens, joint ventures and

MSEK 1989 1988
Revenue 4,157 3,580
Income before

sale of

equipment, etc. 211 184
Income before

extraordinary

items 240 184
Net profit

margin, % 5 5
Return on capital

employed, % 33 35
Investments 302 172

Number of

employees 10,740

SAS SERVICE PARTNER
REVENUE

Airline Catering

Othsr Industrial
Catering
Terminal
Restaurants
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other forms of cooperation. The SAS
Group accounted for 21 percent of SAS
Service Partner’s total sales.

Although Scandinavia has been SAS
Service Partner’s primary market in the
past, operations are now focused on the
whole of Europe. In 1989 operations out-
side Scandinavia accounted for 34 percent
of total sales. This expansion is largely the
result of a number of acquisitions, of
which West German CSG Catering Service
in 1988 and Turkish USAS in 1989 are
the most significant.

The major competitors in the airline
catering business are chains such as Mar-
riott (USA) and Trusthouse-Forte (UK),
which are not aligned with any specific
airline. In addition, local companies, such
as Sterling Airways’ Aerochef, present a
considerable deal of competition.

Demand for in-flight catering services is
strongly tied to fluctuations in passenger
volume. The past five-year period has
therefore been characterized by steady
growth. The introduction of various busi-
ness travel alternatives on scheduled
flights has led to the implementation of
more exclusive menus as a standard
feature.

The fierce competition and the virtually
equal standards of products in airline
catering make price an important factor
in the customer’s choice of an airline
caterer. This has a dampening effect on
profit margins. Coordinated and centrally
developed management systems for logis-
tics, finances, purchasing and products, as
well as staff training programs, provide
economies of scale and are a determining
factor in the unit’s profitability.

Patient Hotels in Sweden and Denmark
The health care sector in Scandinavia, as
in the rest of Europe, is increasingly look-
ing for alternative working methods. SAS
Service Partner has decided to concen-
trate on the Scandinavian market, where it
operates a number of hospital kitchens,
personnel restaurants, cafeterias and
shops. This market has recently seen the
emergence of the patient hotel, an entire-
ly new concept developed by Service Part-
ner in ‘cooperation with county council

and hospital authorities. The patient hotel
is an inexpensive hotel where outpatients
can stay for the duration of their treat-
ment. It also offers a substantially higher
degree of service than hospitals. The first
such hotel was opened in Lund, Sweden,
in 1988, and a similar cooperation agree-
ment was undertaken in 1989 with
Rigshospitalet in Copenhagen, thus repre-
senting a breakthrough in the Danish
market.

Restaurants

Of Service Partner’s restaurant sales of
1,343 MSEK in 1989, 76 percent were
generated by the airport restaurant opera-
tions. Operations are generally conducted
under commission of local aviation
authorities, and the competition for such
contracts is often fierce.

SAS Service Partner operates some 300
units, including 75 restaurants at Scandi-
navia’s international airports.

SAS Service Partner is a European mar-
ket leader and one of the three largest
companies of its type in the world. Cater-
ing chains, both regional and national,
provide the main source of competition.
Another type of competition often comes
from locally based family firms.

Operations are individually designed to
fit various target groups. One example of
this is the 16 SAS Service Partner restau-
rants at Copenhagen Airport, each offer-
ing a particular specialty to a selected
clientele. In 1989, Copenhagen Airport
Restaurants was nominated airport restau-
rant of the 1980s by the magazine
Frequent Flyer.

The airport restaurant operations are
much less dependent on passenger
volume than the flight catering opera-
tions. Nevertheless, they utilize largely the
same economies of scale with regard to
methods, personnel and general business
organization. Apart from airport restau-
rants, SAS Service Partner operates ap-
proximately 100 company cafeterias in
Scandinavia. The Stockholm Globe Arena,
the Bella Center in Copenhagen and the
Barbican Centre in London are examples
of special-event concessions operated by
SAS Service Partner.

The Industrial Catering unit conducts
extensive catering operations on offshore
accommodation and drilling platforms for
the North Sea oil industry as well as on
building sites in Norway and Greenland.

An International Market

Expansion within SAS Service Partner’s
direct market is expected to continue
throughout the next five years. SAS
Service Partner already has a significant
share of the market in many European
countries, including West Germany, Great
Britain and the whole of Scandinavia. The
opening of the EC’s internal market in
1992 is expected to lead to a large in-
crease in air traffic, which in turn indi-
cates a greater demand for both in-flight
and airport catering services. At the same
time, competition between airlines will in-
crease, forcing them to boost cost-effec-
tiveness. This will put additional pressure
on in-flight meal prices, favoring large-
volume caterers who can maintain effi-
cient production in the face of lower mar-
gins. It is therefore reasonable to expect
that many airlines will be forced to consid-
er the future development of their own

catering systems in a more general strate-
gic light, with regard to how product sup-
port can be reorganized so as to give the
greatest possible financial return. Such a
situation is likely to open up new opportu-
nities for companies like SAS Service Part-
ner.

Regarding new geographic markets, it is
of primary importance to get a foothold
at key airports in the SAS Group’s traffic
network. In this way, SAS Service Partner
can support the Group’s overall travel ser-
vice. Other obvious ways of reaching these
markets are through cooperation agree-
ments with the SAS Group’s new business
partners. This makes Great Britain and
the United States particularly interesting
as potential markets, since SAS Service
Partner is already in place there.

Developments in Eastern Europe are
also creating new business opportunities,
and contact has already been made with
numerous airports. An example of poten-
tial business in this area is the letter of in-
tent signed in 1989 to start up restaurant
operations at Moscow’s airport.
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SAS TRADING

MSEK 1989 1988
Revenue 1,407 1,251
Income before
extraordinary
items 114 90
Net profit margin, % 9 8
Number of
employees 540 390
SAS TRADING
REVENUE
Retail sales

Wholesale
trade
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production

SAS Trading’s business concept is to offer
attractively priced quality goods to travel-
ers, and cost-effective advertising space in
diverse media productions. These opera-
tions are an important part of SAS’s ser-
vice concept and are an expression of the
Group’s total view when it comes to fulfill-
ing the various needs of the Airline’s pas-
sengers throughout their journeys.

SAS Trading became an independent
business unit of the SAS Group on Janu-
ary 1, 1988. Operations comprise retail
sales, wholesale trade, and media produc-
tion. A new organizational structure was
initiated in early 1990, employing numer-
ous distributive units which broaden
market contact and facilitate improved
business objectives.

Growth will be sought through further
development of the unit’s established
product segments, as well as through
cooperation agreements and/or acquisi-
tions of complementary businesses.

SAS Trading’s goal is to grow by an
average of 25 percent per year from 1990
to 1992, with a minimum 30-percent
return on capital employed.

Sharp Rise in Retail Sales Volume
Retail sales are conducted primarily in co-
operation with the Scandinavian aviation
authorities. The objective is to make the
international airports in Denmark, Nor-
way and Sweden attractive transit alterna-
tives in competition with airports in other
locations, such as London, Amsterdam
and Frankfurt, and thereby reduce leak-
age to traffic systems outside Scandinavia.

In all, SAS Trading owns 35 shops at
Copenhagen Airport, at Fornebu and
Gardermoen Airports in Oslo, and at
Stockholm’s Arlanda Airport. The retail
sales operations also include substantial
in-flight sales on the Airline’s domestic
and international flights.

A new gift shop was opened in 1989 at
the airport in Bergen. Additional expan-
sion of retail space at Arlanda is planned
for 1990.

Retail sales rose 13 percent in 1989, to
MSEK 1,017. This improvement is at-
tributable to a sizable gain in volume both
in the shops and in in-flight sales. Intensi-

fied marketing and the continued shift of
the product selection toward more exclu-
sive goods have also aided this growth.
In-flight sales rose dramatically due to
effective sales efforts and an attractive
product offering.

Hotel Shops and Mail-Order Sales
In 1990 SAS Trading is initiating coopera-
tion with the Group’s hotel operations.
The first phase will involve setting up
shops at the Inter-Continental Hotels in
London and Paris. Cruise liners are
another segment with promising potential,
and the first contract of this kind was
signed in 1989 with an Asian firm.
Mail-order sales on-board may become
a thriving alternative to traditional sales of
duty-free goods as a result of the greater
number of nonstop flights, shorter transit
times, and demands for comfort and
larger product selection. In 1989 SAS
Trading acquired the Danish mail-order
firm Brdr. Ostermann Petersen A/S, a
leading supplier to diplomats around the
world. SAS Trading plans to broaden that
market to travelers around the world.

Rise in Wholesale Trade

SAS Trading’s wholesale operations
involve the purchase, inventorying and
distribution of goods sold by its retailing
operations. Other customers include
Scanair, Transwede, Conair, and the ferry
company Silja Line. The wholesale compa-
ny Copenhagen Duty-Free Distribution
put a new computer system in operation
which will dramatically improve its ability
to meet new orders. Sales to third parties
amounted to 265 MSEK during the year.

Higher Quality Media Productions
SAS Media produces a number of airline
magazines, spearheaded by SAS Airline’s
Scanorama, as well as videofilms for in-
flight showing. These media productions
are attractive from an advertising view-
point since they are aimed at a highly
receptive target group with large purchas-
ing power. In 1989 additional editorial
resources were made available for Scano-
rama, while changes were made to the
magazine’s graphic design. These meas-

ures have contributed to further improve-
ments in quality and give SAS Media a
solid platform for new assignments in the
travel media segment in the 1990s.

MediaSiljarna, a wholly owned sub-
sidiary, sells advertising space in SAS
Media’s productions. MediaSiljarna is
also commissioned by Scanair, Linjeflyg
and other clients outside the airline indus-
try, and produces HeadHunter, the Swedish
domestic air industry’s recruitment/
management magazine.

Future Internationalization

SAS Trading works according to two chief
strategies within the framework of the
Group’s integrated travel service. The first
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