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The SAS Group’s commercial organiza-
tion comprises the following business
areas: SAS Airline, SAS International
Hotels, SAS Service Partner, SAS Lei-
sure, SAS Trading and SAS Finance. In
addition, there are a number of indepen-
dent subsidiaries and affiliated com-
panies.

Together, the Group’s operations
form an international, integrated chain
of travel services, designed to be the best
alternative for the business traveler,

Group Management has overall
responsibility for the strategic and com-
mercial development of the SAS Group
and its business areas.

SAS’s organization is based on
management by objectives and decen-
tralized profit responsibility. Each busi-
ness area is responsible for ensuring its
own growth in both the short and long
term. Moreover, each business area has
a defined role in the travel service chain.

SAS Airline, as part of the SAS
Consortium', handles the Group’s
scheduled air services.

SAS International Hotels is re-
sponsible for the Group’s hotel opera-
tions and cooperates with outside inter-
ests through SAS Associated Hotels.
SAS Airline and SAS International
Hotels work together through SAS Des-
tination Service, reciprocal airline and
hotel check-in services, and so on,

SAS Service Partner handles
the Group’s flight kitchen operations
and airport restaurants, and supports
SAS Airline in the air and on the ground.

SAS Trading® conducts and de-
velops businesses related to the Group’s
alr services.

SAS Leisure consists of Ving-
resor and Scanair”.

SAS Finance® arranges funding
and short-term investments on behalf of
the Group’s business areas.

[ GROUP MANAGEMENT
SAS SAS SAS SAS SAS SAS
AIRLINE INTER- SERVICE LEISURE TRADING? FINANCE?
NATIONAL PARTNER Vingresor,
HOTELS Scanals?

OTHER SUBSIDIARIES

|

AFFILIATED COMPANIES

! The SAS Consortinm includes the Group Management, SAS Airline, SAS Finance, SAS Trading and joirit Group projects.

* Independent consortium,
* From January 1, 1988,

THE SAS GROUP
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1986/87 IN BRIEF

Effective January 1, 1988, SAS
will apply the calendar year as
its fiscal year. This annual re-
port covers a fifteen-month
period beginning October 1,
1986 and ending December
31, 1987. The SAS Group
submitted an interim report
for the twelve-month period
ended September 30, 1987,
which corresponds to previ-
ous fiscal years. Unless other-
wise specified, comparisons
with previous years are made
against the interim results.
Twelve-month figures are
unaudited.

2

Development of an integrated chain of
travel services for the business traveler
continued during the year. The traffic
network was expanded with new non-
stop routes, as well as with more [re-
quent flights. Investments in expanded
cooperation between the airline and
hotel operations continued. In Copen-
hagen, SAS has worked together with
the Danish Aviation Authorities Lo
create one of the most attractive airports
in Burope.

The SAS Group’s income before
extraordinary items amounted to 1,698
MSEK for the period October 1, 1986 —
December 31, 1987, Of this total, 1,663
MSEK (1,515) was attributable to the
12-month period ended September 34,
1987.

SAS Airline noted continued
growth in Scandinavia and the rest of
Europe. Intercontinental traffic was
marked by greater competition and
downward pressure on fares. As a step in
the huildup of a more competitive inter-
continental route network, the decision
was made to invest in a {leet of Boeing
767s, which are well suited for the mar-
ket and the future traffic program,

Earnings weakened toward the
end of 1987 following a shght improve-
ment during the lirst three quarters. A
program designed to reduce the cost

SUMMARY OF RESULTS — SAS GROUP

level at SAS Airline, while maintaining
service and guality, has been adopted.,

SAS signed an agreement with
Thai International in 1987 involving
strategic cooperation in Europe and
Southeast Asia.

In cooperation with Air France,
Iberia and Lulthansa, SAS began de-
velopment ol the Amadeus information
and distribution system.

SAS International Hotels is
making substantial investments in new
hotels at important SAS destinations.
Income of the hotel operations was
allected by greater capital cost for hotel
projects and the fieree competition
brought on by newly established hotels.

SAS Service Partner reported
further improvements in income, The
greatest success was noted for the air-
port restaurant and offshore operations.

Vingresor strengthened its posi-
tion as Scandinavia’s largest mclusive-
tour operator. The number of Vingresor
customers rose by 20 percent on an
annual basis. New facilities boosted the
hotel capacity on Gran Canaria, Rhodes
and Crete.

Development costs for the infor-
mation and distribution system are
included among Other Units and
Projects.

85/86

86/87 86/87

MSEK 15 mths 12 miths 12 mths
Revenue 29924 23870 21585
Operating income before depreciation 2517 2346 2200
Depreciation —1380 — e —863
[ncome lrom the sale of equipment, ete. 394 sl3 34
Financial items, net 167 130 128
Income before extraordinary items 1698 1663 1515
Investments 3493 2660 41928

35% 36% 29%

Share of risk-bearing capital
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INCOME BY BUSINESS AREA

86/87 86/87 85/86
MSEK 15 mths 12 mths 12 miths
SAS Airline 1586 1453 1305
SAS International Hotels 63 73 69
SAS Service Partner 202 180 123
Vingresor 106 141 133
Other units and projects —128 =09 —28
Joint Group cost —88 —44 —69
Group eliminations —43 =41 —18
Income belore extraordinary items 1698 1663 1515

SAS GROUP
TREND OF INCOME
(INCOME BEFORE EXTRAORDINARY ITEMS)*
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INVESTMENTS*
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SAS GROUP
FINANCIAL POSITION*

MSEK
20000

15000

10000

82183 83/84 84/85 8586 86/8T

3 Total liabilities

[ Equity and reserves

1 Share of risk-bearing caphal
* 12-month figures, Oct. - Sept.



Comments of the Chuef Executive Officer

“FLEXIBILITY
AND ADAPTATION
— AMUST FOR
TOMORROW”

In the early 1980s SAS formulated The
Businessman’s Airline strategy. Accord-
ingly, we developed new products that
were immediately welcomed by the mar-
ket. We recovered lost market shares,
gained new shares, and achieved good
profitability. SAS has become a trend-
selter in improving quality and service
for the business traveler at unchanged
economy-class fares.

At the same time, we saw the
dramatic changes approaching in our
husiness environment. The web of regu-
lations that had protected commercial
aviation since World War 11 began to
untangle. The deregulation of the
American airline industry quickly left its
mark on intercontinental air traflic.

Three vears ago, we began to
concentrate on three strategic develop-
ment areas in our ambition to become
one of five international air lines operat-
ing out of Europe by the end of this cen-
tury. The strategies were to increase the
cost-effectiveness of operations, to de-
velop an information and distribution
system that would give us unhindered
exposure for our products and services
on the market, and to expand our air-
port and Scandinavian traffic systems.

Where Do We Stand Today?
Until early 1987, SAS Airline was be-
coming cost-elfective, Our goal was a
13-percent gross profit margin, to allow
us to continue on our course of expan-
sion and essential investments. This
margin deteriorated in the latter half of
1987 and, once again, we arc faced with
the task of reversing a negative trend to
reach the necessary levels of effective-
ness and profitability. I am convinced
that we will succeed.

In our choice of an information
and distribution system, we had the op-
tion of developing our own or cooperat-
ing with other airlines. The first alterna-
tive was quickly ruled out, since it would

be too expensive and would take too
long to develop. Therefore, in 1987 we
joined Air France, Iberia and Lufthan-
sa, and formed the Amadeus system.
Many other European airlines have
since joined this system. Amadeus is
hereby assured access to at least 60 per-
cent of the European market.

As for the traflic network, SAS is
very strong 1 Europe. Our geographic
location favors us in traffic to and from
other European countries. At the same
time, our base of 18 million people is far
too limited to support intercontinental
traftic with frequent flights to many des-
tinations. We therefore base our efforts
on two main strategies: broadening our
passenger base through cooperation in
Lurope, and establishing new gateways
on other continents. By establishing
alliances with local airlines in these for-
eign locations, we can extend our fully
integrated system to our passengers in
their continued travel. A prime example
of this is the agreement we reached with
Thai International in 1987. Similarly,
we are now engaged in talks with airli-
nes in North and South America,

A Partial Victory
Qur contacts with Sabena and British
Caledonian fit in with the strategy of
cooperation in Europe. In contrast to
the rapid deregulation of the airline in-
dustry in the U.S. just over ten years
ago, the European air travel market is
being liberalized gradually, with strong
consideration for the countries’ national
carriers. This process mainly favors
those located centrally in Europe: the
survival of the fattest, not the fittest.
Many countries still consider it vitally
important to maintain national control
of their own airlines. For this reason, our
venture with British Caledonian was a
partial victory, not only for us, but also
for the rest of Europe’s carriers, because
it stimulated a more open view (o cross-




Comments of the Chief Exerutive Officer

border cooperation and ownership. Af-
ter a series of negotiations we won the
approval ol the British authorities to
simply make an offer for cooperation
based on a 25-percent interest, without
affecting B-Cal’s traflic rights. When
British Airways then increased its bid to
acquire all of B-Cal — which a national
airline can do without restriction — we
decided the price had become too high.
The key tactor is that the outcome was
determined by purely commercial prin-
ciples: British Airways put a greater
price on keeping us out of the British
market than what we considered enter-
ing it worth.

Doing Better Business
Another aspect of our quest for a strong
position in the face of growing competi-
tion is to help the business traveler do
better business. Qur goal is to create an
integrated travel service, combining
flights, hotels, ground transport, airport
service, hotel check-ins and so on, to
save the business traveler time and
money.

The competition has intensified
considerably in recent years. In 1984
there was one American carrier flying 16
times a week over the North Atlantie
from Scandinavia. In 1988, four com-
panies together fly 52 times a week,
meaning price will play an increasingly
competitive role. The cost level in Scan-
dinavia makes it difficult for us to com-
pete on price with airlines from Asia and
the U.S. We want to create a quality
product that is far ahead of the rest of
the market — a product that concen-
trates on the total needs of business
travelers and gives them full value for
their money.

Solid Links in the Chain
Our other business areas play a vital
role as solid links in a chain of services.
At the same time, they have experienced

very strong growth in their respective
market segments. For the SAS Group,
this entails maintaining a favorable bal-
ance both in terms of products and geog-
raphy to strengthen the whole and boost
the Group’s resilience, even in a climate
marked by lower demand and greater
price competition. The coming changes
will put great demands on flexibility.
This applies to all aspects of our opera-
tions. We must foster a propensity for
change to quickly adapt our strategies to
new developments. What is good today
18 perhaps not the best alternative to-
MOTTOW,

I want to emphasize that we have
great opportunities to continue our suc-
cesstul growth to date. We have a highly
businesslike orgamzation. We have an
ellective combination of business arcas
and products. We have the profitability
to expand and continue investing. It is
now important that we gain the strength
and flexibility to adapt to new realitics.

o

/

JAN CARLZON
President and Chief
Executive Officer



The Operating fnetronment

THE OPERATING
ENVIRONMENT

Growth of international air traflic and
changes in flows of passenger and cargo
trallic basically follow worldwide
cconomic developments. Business travel
is also a reflection of the trend toward
greater global production and interna-
tional and regional trade in goods and
services.

In the 19705 increases in wraffic
were generally high, The recessions in
the wake of the two major oil crises led
to stagnation in Europe in the beginning
of the 1980s, tollowed by a period of re-
newed growth. At the same time, struc-
tural changes in the cconomies of West-
ern Europe, the United States and the
I'ar Fast have altered traflic patterns for
passengers and cargo.

Changes in Conditions
[n contrast to other industries, the inter-
national airline industry does not have a
free right of establishment. Traffic be-
tween and over countries 15 based on
bilateral agreements which specifically
regulate operating conditions. As a re-
sult, cach country tries to promote its
own interests as far as possible. These
agreements therefore reflect the relative
political and economic clout of the par-
ties 11 question.

SAS’s trathic system is dependent
on a limited population base of 18 mil-
lion people in Europe’s northern
periphery and the economic and com-
petitive strength of Scandinavian indus-
try at home and abroad.

SAS maintains a strong position
in Scandinavia and on routes between
Scandinavia and the rest of Europe. Im-
provements in intercontinental trafhic
will require a wider geographic spread
and economies of scale.

The future of SAS’s international
tratlic therefore lies in exploiting the
coming liberalization of the European
airline industry and in establishing
alliances with other carriers on other

continents. In this way, SAS can gain
access to new markets and create the
groundwork for a cost-effective interna-
tional traflic system.

Tough Competition on
Intercontinental Routes
Deregulation of domestic traffic in the
United States has led to the rise of a few
so-called mega-carriers: American Air-
lines, United Airlines, Delta, Northwest
Airlines and Texas Air.

Their dominance can be traced
to a combination of a few important fac-
tors: nationwide (raffic systems with two or
three hubs and a few exclusive feeder
carriers that operate on a franchise
hasis, effective booking systems, economies of
seale in marketing and production, com-
petitive personnel costs, and financial
strength.

Many tickets sold in the U.S. are
highly discounted. However, the new
structure of the industry has led to a
gradual improvement in profitability, at
least for the major carriers.

Consumer organizations and
politicians in the U.S. are demanding
better service, higher quality and punc-
tuality — as well as regularly published
statistics on delays and cancellations.

Technological advances have
now made intercontinental flights poss-
ihle with twin-engine aircraft, such as
the Boeing 767 for 200 passengers.

Several American carriers plan
to establish or add nonstop flights to
new destinations in Burope in 1988. In
1986 U.S.~owned airlines offered 15 di-
rect flights to Scandinavia. In 1988 that
number is expected to increase to 52, In
addition, American carriers have oppor-
tunities to expand their own himited
traffic systems in Europe. As regards
traffic over the North Adantic, the low
value of the dollar will be an important
competitive advantage for U.S. airlines
in relation to their European com-
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petitors. This will intensify competition.

In the Far East, the base for in-
tercontinental business traffic is expand-
ing. Business travel is concentrated in
countries with strong or growing
economies such as Japan, South Korea,
Taiwan, Singapore, China and Hong
Kong. Their strong markets, in combi-
nation with such technological develop-
ments as the Boeing 747-400, which can
fly to Europe nonstop, will benefit the
national airlines of these countries. In
the long term, Japan Airlines, All
Nippon Airways, Gathay Pacilic, Singa-
pore Airlines and Thai Airways Interna-
tional will all likely gain in strength.

Tourist traffic will inerease from
economically strong countries, such as
Japan. Due to the size of the market,
tourist traffic will favor carriers that can
ofler the largest aireralt with the lowest
per-seat costs.

Common Market in’92
Work is continuing in Europe to create a
genuine common market by 1992, with
350 million consumers and no barriers
restricting the flow of goods, labor and
capital.

As planned, this free market will
also apply to air trallic by eliminating
claims to natonal sovereignty over air
space.

Furopean air traflic policies are
greatly influenced by national prestige;
each country goes out of its way 1o pro-
tect its own air space and its own air-
lines. Immediate, total deregulation
would produce major problems for the
entire industry. At leastin the short
term, current agreements between air-
lines on flights, timetables and ticket
hooking cooperations give consumers
a wide selection of products, freedom
of choice and flexibility. Moreover, the
managements and unions of the major
airlines are facing strong pressure to in-
crease cost elfectiveness in operations.

DREAMING
START
PACKING!"

WORLDWIDE
ECONOM)




The Operating Environment

Liberalization and the resulting combi-
nation of regulation and deregulation
will therefore lead to problems for the
industry. In some cases, airlines will be
forced to compete with each other and in
others to cooperate, at the same time
that various national authorities place
conditions on their operations.

In 1987, the EC’s Council of
Ministers passed a resolution to gradu-
ally accommeodate freer competition in
the airline industry. The measure went
into effect on January 1, 1988. Under the
new regulations, the authorities must
approve airline fares it justifiable in light
of each carrier’s costs. Also, the earlier
regulation, by which each country’s
carrier is in principle insured half of the
traftic in bilateral agreements, has been
relaxed. In 1988 the new ratio is 45/55;
in 1989 1t will be 40/60.

This may seem like a marginal
change, but in 1989 a carrier with 40
percent of the market can increase its
share to 60 percent, a 50-percent gain. It
will also be possible for several carriers
to share traffic from one country to
others.

In addition, regional airiines
have been given the right to serve the
major airports, paving the way for
agreements on feeder traftic.

For large airlines like British Air-
ways and Air France, both of which
have sizable domestic markets and ad-
vantageous geographic positions from
an intercontinental perspective, the new
rules will not radically change the
operating conditions. Authorities that
monitor and control air traffic in accord-
ance with national regulations can still
protect national policies, where desired.
For carriers in Europe’s periphery that
have significantly smaller population
bases, continued regulation is a disad-
vantage.

Changes in Domestic
Traffic, Too

SAS has also been subjected to the cur-
rent political trend of selling off govern-
ment and collective services. In Scan-
dinavia, some people are advocating
that SAS’s traffic rights should be
shared with other carriers to stimulate
competition. This applies to domestic,
intra-Scandinavian and European
routes and, to a lesser extent, to inter-
continental routes.

In Norway, certain domestic
routes were earlier reserved for
Braathen, while others were reserved for
SAS. Now, parallel concessions have
been introduced, by which Braathen
also flies Oslo—Bergen, carlier an SAS
route. In the same way, SAS can now fly
Oslo—Stavanger, where Braathen previ-
ously had exclusive rights.

The debate in Denmark has
primarily centered on other carriers’
rights to international traflic. Of princi-
pal importance are new routes from Jut-
land, by which fairly small cities would
be accessible to direct traflic to the Con-
tinent and, as a result, would feed the
traflic systems of other intercontinental
airlines,

In Sweden, SAS and Linjeflyg
share the traffic rights of their parent
company, ABA. Linjeflyg in turn com-
missions Swedair to fly certain routes
with small traffic bases, where Swedair’s
fleet and resources are better suited.
Sweden also has a number of regional
and local carriers,

Environmental Concerns
The financial performance of the major
airlines is affected not only by air traffic
regulations, but by environmental con-
cerns as well, In general, this includes
noise-reduction measures, particularly
in the vicinity of major airports. At
present the EC is discussing a further
reduction in noise levels in 1992, A large
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number of aireraft would be affected by
these rules. SAS would be forced to re-
place a number of DC-Y9s and DC-10s
earlier than would be technically or fi-
nancially motivated. The environmental
elfects of emissions from jet propulsion
fuel is also a topical concern. In Sweden,

S[Z)(“.(‘,iél[ taxes have heen [)I‘()[)USC(].
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GOALS AND
STRATEGIES

“Helping the business
traveler do better busi-
ness”

10

The SAS Group consists of a number of
business arcas, cach of which operates
independently in its respective market,
but which 1s also a link in SAS’s inte-
orated travel service chain. Throughout
the 1980s SAS has been a trend-setter in
hoth the business-travel and tourist sec-
tors.

The overall goal of the SAS
Group is to survive and grow in a future
in which substantial changes can be ex-
pected. This 1s why SAS, with Scan-
dinavia and Europe as its base, must
further develop into a company that
oflers
— travel services 1o business travelers
around the world,

— quick cargo handling for businesses,
and
— leisure travel services,

These goals must be achieved
while at the same time meeting profita-
bility ebjectives and without jeopardiz-
ing long-term linancial stability, Each
business area also has individual objec-
tives in light of its capital requirements.

Strategies
Against the background of current and
expected changes in the market, SAS
has formulated a number of strategies to
achieve its overall market and financial
objectives.

The SAS Group’s main strategy
is to be the best alternauve for the [re-
quent business traveler, SAS aims to
provide a complete, integrated chain of
products and services for the travel sec-
tor, to meet the complete needs of people
traveling on business. In the same way,
SAS’s strategy 1s to provide comprehen-
sive services for tourists.

The continued success of The
Busmessman’s Airline strategy requires
a broader base in current markets,
aceess to new markets, and a reduction
in SAS’s current costs to an internation-
ally competitive level.

Furopean dominance in inter-
conunental trattic — by earriers such as

British Airwavs, Lufthansa and Air

France — will more likely increase than
decrease. SAS's discussions with Sabena
and its oller to purchase a share in Brit-
1sh Caledonian should be viewed with
this in mind.

As regards the intercontinental
network, SAS’s strategy is to fly to seleet
hubs in the U.S., the Far East and South
America. From there, SAS passengers
should be able fly with other airlines
that complement SAS’s integrated ser-
vice chain. In 1987 SAS reached agree-
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ment with Thai International, resuluing
in two daily nonstops between Scan-
dinavia and Bangkok. From there,
That’s trafficsystem takesover. Time-
tables, coordinated ground services at
airports, reservations and bookings, and
service in general should be organized in
such a way that the traveler experiences
his trip as if it where with a single air-
line.

Access to the market is also de-
pendent on information and reservation
systems. This 1s why SAS must develop
its own system or join in a mutually
owned system that guarantees that the

Group’s products will receive the proper

exposure and that its position cannot be
limited.

In general, cost-eflectiveness in
operations must be improved il the SAS
Group is to he competitive in a freer
market. SAS International Hotels, SAS
Service Partner and SAS Leisure are al-
ready competitive costwise, but the Air-
line’s cost level is too high, This situa-
tion will be even turther accentuated,
since inflation in several of SAS Airline’s
most important competitor-countries is

lower than in Scandinavia.

11



SASS Ounership Stractire

SAS’S
OWNERSHIP
STRUCTURE

12

The first agreement covering the SAS
cooperation was signed in the autumn
of 1946, The current agreement was
ratified in 1951 hetween the three
national carriers: Det Danske Luftfare-
selskab A/S (DDL — Denmark), Det
Norske Luftfartselskap A/S (D

Norway) and Akucholaget Aerotrans-

port (ABA — Sweden). In this wayv three
domestic airlines joined lorces in a single
organization, the SAS Consortium. The

current agreement, a revision of the orig-
mnal, extends to September 30, 1995,

DDL and DNL each own two-
sevenths ol the Consortium, while ABA
owns three-sevenths.

The three parent companies have
given total responsibility for operations
to the Consortium. At the end ol each
reporting period the Consortium’s in-
come statement and balance sheet are
divided between the parent companies
ina 2-2-3 ratio. The SAS Consortium
includes the Group Management, SAS
Airline, SAS Finance, SAS Trading and

Joint Group projects.

Parent Companies
DDIL and DNL are corporations listed
on their respective countries” stoek ex-
changes. Hall of their shares are owned
by their governments and the remainder
by private interests, primarily busi-
nesses and mmstitutions.

The 50 percent of ABA’s shares
not controlled hy the government is
owned by Svenska Interkontinental
Luftirafik AB (SILA), a listed company.

In addition o their participa-
tions in SAS and Scanair, the parent
companics also have interests in other,
national airlines.

Decision Making
SAS's highest decision-making body is
the Assembly of Representatives, which
is made up of the parent companics’
boards of directors. The Assembly of

Representatives appoints SAS's board of
directors, approves its financial accounts
and decides on the portion of income to
be transferred from the Consortium (o
the parent companics to cover their ad-
ministrative costs, taxes and dividends,
SAS’s parent companies each have two
members on SAS’s board. One member
represents the government interests and
one the private. In additon, the unions
in each country appoint a member and
his or her deputies.

Responsibility [or overall man-
agement rests with the president and

chief executive officer of the SAS Group.

Capital and Taxes

The SAS Consortum’s equity 1s made
up of the capital account, which consists
of funds contributed by the parent com-
panies and surpluses retained in opera-
tions. Thus, the Consortium cannot
issue shares. Instead, increases in capi-
tal are made through contributions from
the parent companies. The Consortium
is responsible for its own external
financing.

The Consortium 1s not a tax-pay-
g entity, The parent companies each
file income tax returns and pay taxes on
their share of the Consortium in accord-
ance with national regulations, The
Consortium’s subsidiaries pay their own
taxes in the usual manner.

The Consortium’s accounts are
examined by external auditors from the

member-countries,
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DDL

FRLE iy

DNL

ABA
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Private interests
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Government
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347

p
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SAS Airline

SAS AIRLINE

86/87 8687 85/86
MSEK 15 mths 12 mths 12 mths
Revenue 21953 17510 16483
Operating in-
come before
depreciation 2146 1935 1900
Gross profit
margin, % = 11 11

[ncome hefore
extraordinary
iems

[nvestments

Return on
capital
employed?, %

Number of

employees

1586 1453 1305
2446 2112 3733

= 14 21

20479 20356 19666

FSAS Consortinm,

I Not relevant for 13-month period

TRAFFIC REVENUE PER ROUTE SECTOR

Europe

intercontinental

14

Sweden

Norway

SAS Airline’s business concept is to
meet the business traveler’s air travel
needs around the world at competitive
prices and with a high level of service —
to be The Businessman’s Airline.

The traffic network covers
domestic routes m Denmark, Norway
and Sweden, intra-Scandinavian routes,
andd routes to other European cities,
North and South America, the Middle
East and the Far East. In total, the net-
wark covers more than 80 destinations
in 34 countries,

Aside [rom the primary target
group — the business traveler — SAS
serves two groups: tourists and cargo
customers. In the fifteen months of the
1986/87 fiscal year the total number of
passengers was approximately 16 mil-
lion. Business travelers, who pay full
fare, account for the large share of
revenue, while tourists contribute to
the profitability of each individual
tlight.

Cargo flown on passenger air-
cralt is basically a byproduct, since the
traffic program is geared to meet the
needs of the passengers. However, cargo
is gaining in significance in pace with
the development ol new service concepts
and products,

Product and
Price Differentiation
Product and price differentiation play a
dominant role in SASs strategy. Prices

are differentiated based on the content of

the products. On international routes
the business class alternative is called
FuroClass, which has a high level of ser-
vice at normal economy fares. Discount-
fare alternatives are offered on all routes
to meet demand for inexpensive tourist
and vacation travel.

SAS’s products are distinguished
by high quality with concern for safety
and service, Fares are set competitively
vet prolitably.

Decentralized Organization
The commercial organization consists of
six route sectors — Denmark, Norway,
Sweden, Europe, Intercontinental and
Cargo — each responsible for its de-
velopment and marketing of air travel
products, and profitability. Production
is managed through an integration of
three divisions — Technical, Operations
and Trallic Services — togetherwith a
unit {pr small aircraft operations.

SAS Trading

sxternal Enterprises, which develops
and handles businesses in conjunction
with air travel, is a complement to the
route seclors and operating divisions.
These businesses include purchasing
and selling dutv-free goods. External
Enterprises was reorganized in the be-
ginning of 1988 into a separate business
area in the SAS Group under the name

SAS Trading.

Goal
SAS Airline’s goal is 1o survive and de-
velop in freer competition. SAS intends
to be one of the [ive major airlines in
Europe after 1995, To do so, it must ex-
pand its traffic system, develop eflicient
information and reservation systems,
and achieve a competitive cost level.
This requires a long-term gross profit
margin of 13 percent, to insure that capi-
tal can be obtained to finance the expan-
sion and replacement of the aireraft fleet

and other resources.

Dependence on
Economic Swings

Demand for air travel largely follows the
trend of the gross national product in
each country. In times of high economic
activity and industrial growth, travel in-
creases. In times of recession, travel falls
off.

The market for business travel in
Europe has inereased by an average of
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five percent annually in the 1980s, but
with large variations between years,
There are now signs that the rate of in-
crease will drop due to an economic
downturn forecasted for the second half
of 1988,

Tourist travel has increased in
recent years, Growth in the economies of
the Western World has lelt more room
for private consumption, including
travel. Air [ares are extremely impor-
tant, which is why the lare decreases
brought on by tougher competition have
also had a positive effect on demand.

Factors Affecting Revenues
Decisive 1o an airline’s revenues is the
relation between full-fare and discount-
fare traflic in combination with the
cabin factor on cach flight.

By svstematically applving its
strategy of price and product differentia-
tion, SAS has been able 1o limit in-
creases of both full and discount fares.
Moreover, SAS has the largest share of
full-fare passengers of any European
airline — but with a large difference be-
tween the share of full-fare passengers
on European routes and on interconti-
nental routes. In BEurope, SAS’s share of
lull-fare passengers averages between 30
and 35 percent on each flight, while the
corresponding figure for long routes 1s
only 15—20 pereent.

A suceesstully implemented
strategy has also helped SAS Lo gradual-
ly increase its total average cahin factor
to around 60 percent in Furope and to
approximately 80 on its intercontinental
network.

Atr fares must be approved by
the authorities in each country, and in-
creases are generally based on expected
economie developments. During the
past four years. [ull fares from Scan-
dinavia to other parts of Europe have
risen by less than half the rate of infla-

tion 1n the Scandinavian countries.
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Restrictive Government
Policies

In 1987 SAS was permitted to raise its
domestic fares by an average of just
under 3 percent. Although most coun-
tries permitted fare increases to Scan-
dinavia, SAS was not allowed (o raisc its
fares from Scandinavia to other parts of
Europe. Full fares on intercontinental
routes were raised by 2 pereent. In prac-
tice this had litde effect, however, since
the total share of full-fare passengers is
low. For competitive reasons, increases
in tourist fares were only marginal,

As a whole, SAS’s revenue has
risen at a significantly slower pace than
its costs. Several of SAS’s major com-
petitors have been permitted to raise
their fares despite that inflation in their
countrics has been lower than in Scan-
dinavia. I'or SAS, the ratio of revenue to
costs declined in 1986/87 compared to
earlier years and to the competition.

Cholice of Aircraft
SAS’s strategy — with many flights and
nonstops to a large number of destina-
tions — reguires medium-size, cost-cllec-
tive aircratt. SAS has therelore decided
to stick with DC-9-size aireraft for short
and intermediate distances and DC-10-
size aircraft on long-distance routes. The
alternative would be to switch over Lo
Jarger planes such as the Airbus A300 or
Boeing 717, Product and price differenti-
ation in combination with smaller air-
cralt has resulted in a high cabin factor
and a high per-flight ratio of revenue to
costs. This strategy is a fundamental
reason [or SAS’s success during the
1980s.

The same reasoning is the basis
for the selection ol new aireralt (o re-
place the fleet of DC-9s and DC-10s.
SAS has decided not to commit itsell,
pending new technological develop-
ments which would signilicantly im-

prove O[JCI'EHiH\(_‘)' cConomy and cabin en-

vironments for passcngers and crew. As
regards the long-distance lleet, SAS has
decided on a gradual changeover to Boe-
ing 767s. The total investment for the
nine aircralt ordered to date is 4 billion
kronor; the new planes will be placed in
service starting in 1989, Higher capital
expenditures will be balanced out by

lower ()p(‘rat i Ny CXpenscs.

Factors Affecting Costs
An airline’s largest costs are salaries and
social fees, government fees for take-offs,
landings and overflights, fuel, commis-
sions paid to agents, and depreciation
and interest expenses.

Higher Personnel Costs
SASs strategy has a direct effect on per-
sonnel costs. The Airline’s commitment
to service and high quality requires a
relatively large number of employees.
Like most other Scandinavian com-
panies, SAS has high personnel costs.
This is especially true in comparison
with carriers in Southeast Asia. In the
U.S., the average salary cost per em-
plovee in the airline industry fell in 1986.
During the period 1983-1987, 5AN’s per-
sonnel costs rose twice as [ast as its
passenger revenue. This trend must be

broken.

No Subsidies
The Scandinavian authorities have ex-
pressed as their objective that civil avia-
tion bear its own costs. Some countries
subsidize their airlines with low tarills or
by covering deficits. Since SAS has a
large part ofits trallic in the Secandina-
vian countries, where tariffs are high,
these costs are relatively burdensome in
comparison with many of its com-
petitors.

Fuel Prices Up Again
Airline fuel costs dropped rapidly in
1985 and 1986 on account of lower il
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prices and the drop in the U.S. dollar. In
the early 1980s. fuel accounted for ap-
proximately 20 percent of airline costs.
In 1985 the corresponding figure was 15
percent, in 1986 10 percent, and in 1987
7 pereent. During the autumn of 1987 oil
prices rebounded. Thus, fuel expenses
are expected to be significantly higher in
1988 than in 1987,

since the trend in fuel prices
affects all carriers to almost the same de-
gree, luctuations have little effect on
compettliveness.

New Information and

Distribution Systems
Clommissions paid to agents constitute
8-10 percent of an airline’s costs. To in-
sure contact with the market and to cut
costs, airlines are increasingly investing
in their own information and reservation
systems. Such systems can also be used
by ather producers of travel and related
services, making them commercially at-
tractive from the standpoint of product
development. However, the investments
involved are very large, so that few air-
lines can bear the costs to develop new
syvstems by themselves.

Of the svstems used 1n the U.S.,
American Airlines” Sabre and United’s
Apollo dommate the market. Both
carriers intend to establish their systems
in Europe. To meet future competition
from the Americans, development was
begun in 1987 on two European systems.
Together, the two systems will cover
hookings for all European airlines.
Amadeus, one of the two, is owned by

SAS, Lufthansa, Air France and [beria.
Braathen, Finnair, Linjeflyg and Air In-
ter have also joined 1n. Since Amadeus
carriers have a large portion of Euro-
pean trallic, the system will encompass
roughly two-thirds of all bookings in
Europe. Amadeus is scheduled to be in
operation in 1990,

17
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The other system, Galileo, 1s
owned by British Airways, Swissair,
Austrian Airways, Alitalia and KLM.
Other members include British Cale-
donian, Aer Lingus, TAP Air Portugal
and United Airlines. These airlines hold
a large share of intercontinental traflic,
with major sales outside Europe.

Amadeus will be tied to nation-
wide communications systems, which
will allow local suppliers to hook into the
system. Thus, it will oller a complete,
worldwide selection of travel services to
travel agencies and other customers. An
unbiased presentation of suppliers’ prod-
ucts will always be available as well, so
that the local sales agent can favor cer-
tain suppliers if he so desires. Printouts
ol documents and customer invoices will
be handled at the point of sale.

Together with 5] (the Swedish
State Railways) and Braathen in Nor-
way, SAS has developed SMART, a

stem which already

communications sy
has a strong position in Scandinavia,

Timing Investments
Viewed over a long period, an airline’s
investments occur in cyeles. Since lead
times for acquiring atreralt and pilots
are hetween two and three vears, airlines
tend to secure deliveries of new materi-
ele as early as possible. If the market
does not expand in pace with the in-
creased capacity, the cabin factor drops,
as does profitability. Then the com-
panies cannot bear increased capital
costs for new, more expensive aircraft.
This is what happencd in the late 1970s,
causing major financial problems for
many carriers in the beginning of this
decade. Though ditheult, capacity plan-
ning in relation to expected market
growth is therefore essential. In the
1980s, annual changes in traflic volume
in Europe have luctuated between a §-
percent drop one year and a 9-percent
gain in another,

What is SAS Doing to Improve
Its Competitiveness?

In the beginning of the 1980s SAS was
suffering from overcapacity, products
poorly-suited to the market’s needs, low
service levels, and a lack of customer
confidence. This led to a financial crisis.
At that point, SAS revised its strategy,
marketing and product development
and created The Businessman's Airline.
The portion of full-fare passengers
quickly inereased and market shares
were regained. This, in combination
with favorable market erowth, led o
grcatly improved profitability.

SAS egrew gradually into the size
it had originally intended, and capacity
is now fully utilized. The Airline ex-
panded with new aircraft and more em-
ployees. However, capacity was added
at higher than average costs, at the same
time that revenue fell below average for
the added volume due to the fare struc-
ture and product mix.

To strengthen competitiveness
and profitability in a market with stag-
nant fares, SAS is continuing (o em-
phasize quality inservice, increased pro-
ductivity and expansion.

After review, suitable levels of
product and service quality were deter-
mined and norms were established for
overhooking, baggage handling, reply
times, and a number of other technical
and operative tasks. Priority has been
given (o salety, punctuality and service.

Service must be provided at the
right quality and a cost not exceeding
the competition. But to do so requires
significantly higher producuvity than we
have today. Since labor is more expen-
sive in Scandinavia than in most other
areas of the world, higher productivity
demands will necessitate increased auto-
mation and computerization.

Expansion applies to both the
route network and SAS’s service con-
cepts. The latter includes the continued




SAS Airling

development ol The Businessman’s Air-

line concept as a complement to the inte-

grated travel service chain. Other im-

portant elements include airhine check-
in for SAS pas
check-in at airports, special EuroClass

sengers at hotels and hotel

lounges at all airports where SAS 1s
represented, transter services, and coop-
eration with other airlines for continued
travel to other parts of the world.

Up until 1986 SAS focused
primarily on its existing route network.
Now, new routes are again heing
opened, starting with Reykjavik in 1987,
Malaga, Cairo, Toronto and Beijing are
next in line. Moreover, Buenos Aires
will be a point of connection lor con-
tinued travel te other destinations in
South America
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SAS

INTERNATIONAL

HOTELS

86/87 86/87

85/86
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SAS International Hotels manages first-
class hotels in Scandinavia, Austria and
Kuwait. It also has hotels in northern
Norway, marketed under the name
North Cape Hotels.

SAS International Hotels” busi-
ness concept is to operate and develop
hotels in and outside Scandinavia and
thereby be an integrated link in the
travel service chain. The buildup of its
own hotel chain is therefore a natural
element in the SAS Group’s develop-
ment from an airline to a travel-service
company primarily for the frequent
business traveler.

SAS International Hotels” goal is
to establish, within a (ive-year period,
hotels at a minimum ol another ten des-
tinations where SAS has nonstop con-
nections from Scandinavia. Hotel proj-
cets far along in their planning include
those in Amsterdam, Brussels, Helsinki
and Beijing.

SAS International Hotels™ quali-
tative goal 15 to he one of the best alter-
natives for the businessman. This means
that all hotels should have the same high
standard and offer services particular to

SAS.

Product Development

and Price Differentiation
In implementing the Group’s Business-
man’s Airline strategy, SAS Internation-
al Hotels has adapted many of its prod-
ucts and services. A concept with higher
standards and special services is mar-
keted as Roval Club. The basic idea is to
make the business traveler’s hotel stay
effective from the standpoint of work, re-
laxation and recreation. Airline check-in
is offered at all hotels in cooperation
with SAS Airline.

The hotel strategy is based on a
clear product and price differentiation,
designed to increase the occupancy rate
and improve profit margins. The prod-
uct range has the same structure as in

SAS Airline: an exclusive first class, a
high standard for regular-price custom-
ers, and discount alternatives on
weekends, during vacation periods and
at other times less interesting to business
travelers.

Demand Parallel
With Air Travel

Demand for hotel rooms by businessmen
tollows general cconomic trends and
shows the same pattern as air travel.
The tourist sector 1s dependent on the
scope of disposable income and is more
sensitve to external factors.

Growth in demand has generally
been good in recent vears, with the ex-
ception of 1986, when the ellects of the
Chernobyl accident in the Soviet Union
and the falling dollar reduced tourist
travel to Europe from North America.
The market recovered in 1987, reaching
on average the same level as earlier in

the decade.

First With Integrated
Services

Most major hotel chains are owned by
or affiliated with airlines. Swissotel 1s
owned by Swissair, Meridien by Air
France, Golden Tulip by KLM., and so
on. More than other airlines, however,
SAS has integrated air travel, hotels and
ground services in its product range.

SAS’s integrated products are
still ahead of the competition. Several
European airlines are now beginning to
copy the concept, as was the case with
The Businessman's Airline.

As an clementin the develop-
ment of its business traveler services,
SAS is cooperating with a number of
first-class hotels — marketed together
with air travel under the name SAS Des-
tination Service. Seventy hotels around
the world, selected by SAS for their
quality, location, price, service and stan-
dard, are currently part of the program.
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Many of these hotels are offering airline

check-in for SAS passengers, for ex-
ample.

Local Competition
About 70 percent of hotel bookings are
made locally. A hotel’s image in the
local market is therefore extremely 1m-
portant. However, the share of local
bookings will likely decrease as the ma-
jor information. reservation and pay-

ment S}'SE{?IT}S E1OW.

Factors Affecting Profitability
Two main factors affect a hotel’s profita-
bility: the occupancy rate and the price
per room.

A well-established first-class
hotel generally has a high, steady
number ol business travelers on week-
days during the autumn, winter and
spring. Customer loyalty is often very
high. However, the opening of new
hotels can quickly alter the balance of a
local market, as was the case in 1986/87
in Bergen and Gothenburg,
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The summer season and weck-
ends are utilized for marginal sales,
which are decisive to the hotel’s total
profitability. That 1s why poor weather
during the summer can greatly affect a
hotel’s overall profitability, as happened
in Sweden in 1987,

The average price level depends
on costs, local competition, the balance
of supply and demand, and the hotel’s
genceral attraction. Its restaurant busi-
ness plays an important role in the
hotel’s image and for service to its
guests. Restaurants account tor an aver-
age of approximately 40 percent of a
first-class hotel’s total revenues, though
this rarely covers more than operating
costs. Inereasing the efficiency of res-
taurant operations is therefore one way
for a hotel to improve its profitability.

Comprehensive Investments
SAS International Hotels owns six hotel
properties, with a total market value of
1.5 billion kronor. These holdings are
hooked at a substanually lower value,
leaving a hidden reserve in the range of
one billion kronor,

In 1987 three hotels in northern
Norway were sold, one of which is now
leased. The capital gain on these sales
was 21 MSEK.

SAS International Hotels” invest-
ment program calls for two or three new
hotels cach year. This requires a high
degree of internal financing. The
strategy for purchasing and constructing
new properties is to finance the invest-
ments internally, retain ownership for a
few years and then sell the building with
a sale-and-leaseback agreement. SAS
International Hotels” current holdings
are an important source of financing for
this strategy.

Owning hotel properties is not
necessary, however. If a hotel is to serve
as a link in the travel service chain, oper-
ational management and control over

quality, costs and standard are the deci-
sive factors. Thatis why leasing agree-
ments or combinatons of different
financing alternatives are also of interest
ISAS International Hotels 1s to meet
the goals of its investment program.
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SAS Service Partner i1s one of the largest
international airline catering companies
in the warld. 'T'he business area actively
supports the SAS Group’s strategy by
producing and distributing meals and
related services on commercially viable
terms to business travelers and tourists
using SAS’s traflic system. SAS Airline

accounts for approximately 29 percent of’

SAS Service Partner’s total revenue. To
improve its know-how, profitability and
spread its risks, SAS Service Partner’s
resources are being utilized in other,
similar business activities.

Business Concept
SAS Service Partner’s business concept
1s to produce and supply meals and re-
lated services that improve upon cus-
tomers’ total products and give them a
competitive edze.

These customers include airlines,
aviation authorities, exhibition cernters,
conference facilities, hospitals and large
companics.

SAS Service Partner’s goal 15 to
be the best alternative as a partner (o
selected customer groups. This goal will
be achieved by developing, producing
and supplying competitively priced
products and services that are tailored to
each customer’s individual needs.

During the past four years opera-
tions have been concentrated to two
main areas: catering and restaurants.
Earlier operations were focused in Secan-
dinavia, but SAS Service Partner has
gradually diversified in other areas of
Europe.

Catering

Airline catering accounts for 60 percent
ol SAS Service Partner’s total revenue.
This does not include Offshore & Indus-
trial Catering -~ which supplies meals
and other services to o1l platforms in the
North Sea and construction sites — or
Hospital Catering and Party Service.

SAS Airline is the single largest
customer of the Scandinavian flight
kitchens, accounting for 58 percent of
Airline Catering Scandinavia’s revenue.
Outside Scandinavia, other customers
account for 91 percent of Airline Cater-
ing International’s revenue.

On January 1, 1988 SAS Service
Partmer acquired Catering Services
Gesellchalt, a West German company
operating flight kitchens in Munich,
Hamburg, Hannover and Stuttgart, and
Sky Shop Catering, which operates a
flight kitchen in Berlin. Together with its
other West German flight kitchens — in
I'rankfurt, Dusseldorf and Munich —
SAS Service Partner is now able to cover
most ol SAS’s traffic network i West
Germany. SAS Service Partner is today
Furope’s largest airline caterer.

International Service Partners,
formed in 1987, is a 50/50 joint venture
with Dobbs, America’s second largest
airline-catering company. As part of the
collaborative effort, the two companies’
operations in Chicago have been coordi-
nated under a single management. This
cooperation opens opportunities in the
North American market.

With its Ollshore & Industrial
Catering operation, SAS Service Partner
is the leading supplier to oil platforms in
the North Sea, with a 60-percent market
share. However, stagnation in the oil
market is having a negative cffect on de-
mand for SAS Service Partner’s prod-
ucts.

The Hospital Catering division is
a new, independent unit that provides
meals [or hospital kitchens and stafl’ can-
teens in Sweden. Hospital Catering
macle its market breakthrough in 1987.
Interest in this type of service is growing
in both Scandinavia and elsewhere,
making for an expansive market.

SAS
SERVICE
PARTNER

86/87 86/87 85/86
15 mths 12 mths 12 mths

4063 3223 2712

MSEK

Revenue
Operating income
before
depreciation 252 219 1§37
Gross profit

margin, % =t 7 6}
[ncome belore

extraordinary

items 202 180 123
Investmerts 159 121 82
Return on

capital

emploved, % —¥ 40 36
Number of

cinployees 7344 7311 6445

! Not relevant for 15-month period
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Restaurants
Restaurant operations include airport
restaurants, canteens, roadside restau-
rants and restaurants in exhibition cen-
ters and sports facilities.

SAS Service Partner operates
more than 100 airport restaurants at 39
airports. It operates all the restaurants,
bars and newsstands at the new shop-
ping area opened in 1987 at Copen-
hagen’s airport.

Plans call for an expansion of op-
erations outside Scandinavia. An impor-
tant step toward this goal was reached
when SAS Service Partner was awarded
a contract to conduct all restaurant op-
erations at the Barbican Centre in Lon-
don, one of the world’s largest cultural
centers.

Other important contracts re-
ceived in 1986/87 include the Stockholm
Globe Arena (the Swedish capital’s new
sports arena), the restaurants at SAN's
new headquarters outside Stockholm, as
well as an additional 22 contracts to op-
erate stafl canteens.

Continued Expansion
During the past three years SAS Service
Partner has noted very positive trends in
revenue and income, These successes
are rooted in a correct market and cus-
tomer orientation, restraints on capital
expenditures, efliciency in operations,
and personnel development. Operations
have been focused on areas with good
growth potential and where risks are
spread geographically and productwise.

SAS Service Partner’s linancial
goal is a pre-tax net profit margin ol 6
percent. The figure for 1986/87 was 5.6
percent.

SAS Service Partner has an ag-
gressive strategy for the future that in-
cludes investments in new projects and
acquisitions of established flight kitch-
ens and restaurants to strengthen its
position in Europe.
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SAS LEISURE

VINGRESOR 86/87 86/87 8386
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SAS

which is a wholly owned subsidiary of

Leisure comprises Vingresor,

the SAS Group, and the charter operator
Scanair, a separate consortium with the
same ownership structure as SAS but
not consolidated in the SAS Group's fi-
nancial statements,

Expanding Market
Vingresor is the largest inclusive-tour
operator in Scandinavia, with 845,000
travelers in 1986/87 (15 months).
Scanair is Scandinavia’s largest charter
pperator,

An important part of Vingresor’s
and Scanair’s common strategy 1s high
volumes toa limited number of destina-
tions. Both companies have to date con-
centrated on Sweden and Norway,
where they are market leaders.

Demand for vacation travel has
grown during the past five years. In
Sweden the market rose in 1987 to
1,215,000 travelers. The corresponding
figure for Norway was 730,000. Approxi-
mately one-third of the total market
travel once a vear, while the others
travel as often as their budget allows: on
average once every third year. The latter
group therefore has great potential.

The most important factor affect-
ing demand in Sweden is econemic
growth and private consumption. Con-
sumer patterns have been favorable for
the vacation travel market, and 1987
was a very good vear for Swedish inclu-
sive-tour operators. The same trend —
thoueh even more accelerated — was
evident in Norway until 1986, after
which time the market leveled ofl follow-
ing developments in the Norwegian
coonomy.

The Scandinavian inclusive-tour
market is dominated by operators with
ties to airlines. The largest is Vingresor/
SAS/Scanair, [bllowed by Spies/Conair
in Denmark and Fritidsresor/Star Tour/

Sterling,

Profitability in the industry is
generally weak, and many small com-
petitors have been forced out of the mar-
ket, which has led 1o a strong oligopoly.

VINGRESOR
Vingresor's business concept is to offer
its customers competitively priced vaca-
tion trips. This idea is based on clear
product and price diflerentiation with a
systematic range of products for both the
quality and low-price segments of the
market. In the former, Sunwing resorts
and Ving Centers are the most impor-
tant elements. In the low-price segment,
Vingresor’s prices should be lower than
the competition’s for similar produets.

Vingresor’s qualitative goal is to
have the market’s most satisflied custom-
ers, its highest repeat purchase rate and
the industry’s best partners. The quan-
titative goal is a 40-percent market share
in Sweden and Norway. In addition,
Vingresor will be more active in other
geographic markets. In Europe as a
whole, Vingresor is a relatively large
tour operator. The largest of all is the
British company Thomsen, which hand-
les around 2.5 million travelers a year.
Following Thomson are another British
firm and two West German ones. Ving-
resor is fifth largest in size.

Size is important not only in
competition for customers, It also makes
it easier to find and maintain atiracuve
partners — primarily hotel operators —
to ensure product and service quality.
Western Europe’s largest operators,
which have high capacity and volumes,
are the toughest competitors in this re-
spect. Nevertheless, Vingresor's relative
size and good image have helped it to da
well,

At the same time, Vingresor is
adding new Sunwing facilities, including
the Ving Centers. By owning its own
facilities Vingresor has the advantage of
full control over quality and service.
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Thus, vacation packages can be tailored
to the needs of Scandinavian customers.

In 1986/87 Sunwing and Ving
Centers accounted for 25 percent of
Vingresor’s sales.

Positive Trend in Income
During the past five years Vingresor has
noted a | 7-percent average increase in
its number of passengers. Revenue has
risen by 20 percent per vear and income
alter financial items by 40 percent,

Capacity utilization has re-
mained steady at around 99 percent; in
1986/87 it was 99.1 percent. Achieving
this requires a high repeat purchase
rate, a clear strategy for prices, products
and service, and a distribution system
focused on company-owned outlets with
total responsibility for customers and
complete control over bookings as well
as a highlv-developed computer system.

Continued Expansion
Spain, including the Canary Islands,
and the other Mediterranean countries
account for most of Vingresor's trips.
The Canary Islands account for 68 per-
cent of winter volume. These destina-
tions will play a dominant role [or Ving-
resor in the foreseeable future.

Vingresor's strategy forits future
expansion includes continued efforts in
existing locations, the continued up-
grading of products, and efforts to culu-
vale new geographic customer bases, In
the latter case Spain has great potential,
The Canary Islands are increasing in
populdrity as a summer vacation spot
among Spaniards. Vingresor hopes to
ofler its tacihties on the Islands for this
market during a period when they other-
wise are under-utilized.

In 1987 Vingresor became a
part-owner in Spanair, a new Spanish
charter operator, in order to exploit
opportunities in the Spanish market and
insure flight capacity at competitive
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VINGRESOR
TREND OF INCOME*

82/83 83/84 84/85 B5/86 86/87
Income before extraordinary items
T Gross profit margin

*  {12.month figures; Oct. - Sept.

VINGRESOR
INVESTMENTS*

82/83 B384 84/B5 B5/86 B86EY

EZ Investments
7 Internal net financing
*  12-month figures, Oct. - Sept.

VINGRESOR
RETURN ON CAPITAL EMPLOYED*

N

30 —
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82/83 B3/B4 B4/85 B5/86 86/87

E== Return on capital empioyed
* 12-month figures, Ocl. - Sept
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prices. Spanair’s operations will begin in
the spring ol 1988 with four DC-9-83s
flying to, from and hetween various des-
tinations in Spain, In 1988 Spanair is
expected to handle 10 pereent of Ving-
resor’s capacity needs.

During the past tour years capac-
ity at Sunwing facilities has been dou-
bled to 6,620 room-nights.

SCANAIR
Scanair conducts charter operations
from Sweden and Norway and, to a les-
ser extent, from Denmark.

Its Own Aircraft
During the year Scanair had six DC-8s
on long-term lease from SAS. It also
leased DC-9s and Airbus A300s from
SAS and Fokker F28s from Linjeflye.

During the autumn Scanair
purchased six DC-8s from SAS, which is
now converting to other tyvpes of aircraft
better suited to scheduled traflic.

Scanalr’s customers are our
operators that purchase capacity on con-
tract and thus assume the short-term fi-
nancial risk. The company’s long-term
term growth will be determined by its
ability to do business with financially
stable and successful tour operators,

In 1986/87 Scanair served twen-
ty tour operators, including fourteen
from Sweden and four from Norway.
The main destinations are the Canary
Islands, and other locations i Spain
and Greece, which together accounted
for 79 percent of production. Revenue
for the 15-month 1986/87 fiscal year was
1993 MSEK. Income before extraordi-
nary items amounted to 58 MSEK.

Market growth has allowed
Scanair, which earlier developed as a
marginal busmess alongside SAS, to be-
come more independent. Increased de-
mand for charter travel has also enticed
other airlines to enter the market. In
comparison with established companies,

these new competitors often have a more
advantageous cost structure. To date the
extra capacity has absorbed excess de-
mand in the inclusive-tour market, and
increasing competition has had little
effect on prices. Since prices play a deci-
sive role in a tour operator’s selection of
an airline, Scanair must continue to
streamline its operations and increase
efficiency to maintain 1ts position.
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An important element in the SAS
Group’s strategy is to maintain a stable
financial position and good liquidity.
This provides a greater (reedom to de-
cide over the Group’s future develop-
ment and the financing of the com-
prehensive investment program.

A continued high degree of prof-
itability is necessary to finance coming
investments. In addition, SAS must ac-
tively position itsell in financial markets
to ensure access to a large number of
financial sources. To do so requires that
SAS acquire and develop financial
know-how, especially in light of the
rapid technical developments in today's
financial markets.

Effecuive January 1, 1988 SAS’s
financial operations are organized as a
separate operating unit, SAS Finance,
with the status of a business area. Tis
main role is to
— be responsible for arranging external
funding at the best possible conditions,
— invest the Group’s liquidity for opti-
mal returns, and
— cnsure that the Group’s rigk exposure,
primarily currency and interest rate
risks, is kept to an acceptable level.

SAS Finance's role in relation to
Group subsidiaries and operating units
1s to offer short-term investments at
commereially viable terms, serve as a
lender, carry out currency transactions,
and advise in such financial matters as
leasing and project-related financing. In
this way the Group’s financial resources
are optimized at the same time that its
risk exposure is kept under control.

Last vear the financial operations
noted a high level of activity. A hond
issuc of USD 100 million with currency
warrants was [loated. Two private place-
ments totaling JPY 14,500 million were
arranged in Japan. Moreover, a number
of loan and swap transactions were
made, as were special financing arrange-
ments for aircraft and hotel investments,

A USD 200 million Euro Com-
mercial Paper program was arranged {or
short-term financing.

During the autumn a presenta-
tion of the SAS Group was held in Tokyo
before 150 representatives of Japanese
financial institutions. The presentation
was one in a series of efforts to streng-
then the Group’s relations with the

Japanese capital market.

SAS received an AA eredit rat-
ing for medium and long-term bond
issues from the Japanese credit-rating
ageney Nippon Investors Service, SAS
also received an Al+ credit rating for
short-term borrowing.

SAS
FINANCE
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Afliliated companies arc defined as those
companies in which SAS’s ownership is
between 20 and 50 percent. These com-
panies include Linjeflyg, Polygon Insur-
ance Co. Lid., Bennett Reisebureau
A/S, Gronlandsfly A/S (Greenlandair)
and Travel Management Group Swe-
den. Certain results are preliminary.

To turther improve its product,
Linjeflyg, in cooperation with SAS, has
begun development ol a new booking
system for Swedish domestic air travel,
The system is expected to be gradually
placed m operation in 1988,

Polygon Insurance Co. Ltd. (33%)

Linjeflyg AB (50%)

MSEK

86/87 85/86

B .
86/87 a5/86 Premiums, net

Income!
Adjusted equity

130 173
36 38

MSEK 15 mihs 12 mths
Revenue 2573 1800
Income! 134 155
Adjusted equity 395 342

Number of employces

1896 1700

" Encome before allocations and faxes

Linjeflyg’s share of the Swedish domes-
tic air travel market 1s approximately 60
percent. During the 1986/87 fiscal year 4
million passengers were transported, an
8-percent increase over a year carlier,

The aircraft fleet consists of 20
Fokker F28s. Linjeflyg’s sccondary
routes arc served with SAAB SF340s
leased from Swedair.

149 103

U Ineome hefore taxes

Polygon is owned one-third each by
KLM, SAS and Swissair. Day-to-day
administration 1s handled by Transglobe
Underwriting Management Ltd.

The company has gradually de-
veloped an increasing presence in the
world aviation insurance community,
with a reputation founded on the quality
of its ownership, sound underwriting
and a strong halance sheet. Today it
ranks among the major international

aviation underwriters with approxi-

SAS INCOME AND EQUITY
INCLUDING AFFILIATED COMPANIES

Group excl

allibated companies

uding Affihated Group including
company share' affiliated companies

86/87 85/86 86/87 85/86 86/87  85/86
MSEK 15 mths 12 mths 15 mths 12 mths
Income belore
allocations
and taxes 1698 1515 85 78 1783 1 593
Untaxed reserves” 436 530 143 112 579 642
Equity 6039 el 171 133 6210 3904
Adjusted equity 6475 4501 314 245 6789 4546

Book value of SAS
shares in aflilated
companies

96 64

! Undistributed share: several small companies are not included in the figures

* After standard 50 % tax,




Affdiared Conpanies

mately 90 pereent of its income derived
from open market business. Polygan
Insurance Company (UK) Lid., the
London-based subsidiary, was consoli-
dated for the first time in December 1986
following a successful first year. The
subsidiary provides the vehicle for ex-
panding into the non-aviation insurance
sector.

The decline in premium income
during the year is a result of the lower
value of the U.5. doellar.

Bennett Reisebureau A/S (31%)

MSEK 1987 1986
Revenue 1494 1483
[ncome 9 15
Adjusted equity 52 13
Number of emplovees 380 396
U lneome belore allocations and taxes

The Bennett group of companies con-
sists of the parent company, Bennett
Reisebureau A/S in Norway, and three
wholly owned subsidiaries in Denmark,
France and the ULS. The group runs
travel agency and inclusive-tour opera-
tions. Bennettis Norway's largest travel
agent, with more than 60 sales outles. It
is one of the largest agents in Denmark
as well,

Gronlandsfly A/S (25%)

MSEK 1987 1986
Revenue 340 260
Income! 46 29
Adjusted equity 157 120)
Number of emplovees 440 405

S Incame before taxes

This group consists of the parent com-
pany, Grenlandsfly A/S (Greenlandair),
and three operating subsidiaries. Gron-
landsily primarily handles domestic air
trathc in Greenland.

Travel Management Group
Sweden AB (30%)

MSEK 1987 1986
Revenue 3634 3520
Income 3 =3
Adjusted equity 14 15
Number of employees 1113 | 146

U neome hetore allocations and taxes

Travel Management Group Sweden AB
(TMG) includes the travel agent groups
Resespecialisterna and Nyman &
Schultz, as well as Globetrotter Tour
Production, Scandinavian Express and
the Swedish/Chinese Travel Agency.

In 1987 the two travel agent
groups were merged under a common
administration and management, Ny-
man & Schultz Resespecialisterna AB.
In connection with this, the individual
offices were converted to handle solely
business travel.

During the autumn SAS and
Nordstjernan sold 20 and 10 percent of
their shares, respectively, in TMG to a
consortium of fifty persons with upper
management positions in TMG.
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REPORT BY THE
BOARD AND THE
PRESIDENT*

October 1, 1986 —
December 51, 1987

Effective January 1, 1988, the
SAS Consortium and its sub-
sidiaries will apply the calen-
dar year as its fiscal year. This
annual report covers a fifteen-
month period beginning Oc-
tober 1, 1986 and ending De-
cember 31, 1987. The SAS
Group submitted an interim
report for the twelve-month
period ended September 30,
1987, which corresponds to
previous fiscal years. Unless
otherwise specified, compari-
sons with previous years are
made against the interim re-
sults.

Twelve-month figures are
unaudited.

* A pranskation of the Swedish orlginal
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Summary
Growth in the international travel in-
dustry remained strong during the year.
Economic activity was high in the US|
Japan and Southeast Asia, while de-
velopments were dampened in Scandi-
navia and other parts of Rurope towards
the end of 1987, In general, demand for
hoth business and vacation travel was
high.

The competition intensified in all
ol the SAS Group’s husiness arcas as a
result of increased overall capacity and
the continued liberalization of the Euro-
pean airline industry. This, together
with the greater interest of primarily
American carriers in Scandinavia and
Furope, led to downward pressure on
fares and declining margins for most air-
lines. The American carriers also bene-
fited from the low dollar. SAS’s income
was affected by its inability to raise fares
on Furopean routes.

Inflation in the Scandinavian
countries continued to grow at a faster
rate than in other Western countries.
Consequently, the SAS Group’s expen-
ses rose more rapidly than those of its
key competitors in the U8, and Europe.
Crude oil prices (quoted in U.S. dol-
lars), which dropped sharply in 1986,
rose again in 1987, This led to greater
fuel costs for SAS Airline toward the end
of the fiscal period.

During the vear the SAS Group
successtully continued its development
ofan integrated travel service for the
business traveler. SAS Airline’s route
network was expanded with six new
nonstop flights, as well as more frequent
flights on other routes. Efforts at extend-
ing the cooperation between the airline
and hotel operations continued, New
SAS Hotels were inaugurated, and coop-
eration agreements were signed with
other hotels within the framework of
SAS Destination Service,

The first phase of the expansion

and modernization of Copenhagen’s air-
porl was concluded during the summer.
Together with the Danish aviation
authorities, the SAS Group has helped
create one of Europe’s most attractive
airports — an important ¢lement in the
development of the traffic system. SAS
Service Partner operates the airport’s
restaurants and bars. SAS also has an
active role in providing goods for the
airport’s tax-free shops.

Negotiations with Thai Atrways
International resulted 1in a cooperation
agreement in October 1987, The
arrangement involves the integration of
activities between the companies and in-
cludes the expansion ol service from the
airports in Bangkok and Copenhagen to
important destinations.

During the autumn ol 1987, alter
clearing a number of legal hurdles in the
U.K., SAS made an ofter to the share-
holders of British Caledonian to pur-
chase a minority sharcholding in that
company. British Airways, which had
ollered to take over all shares in British
Caledonian, then raised its bid. For bus-
iness reasons, SAS deaded to withdraw
from further bidding. SAS’s handling of
this situation received a great deal of
public attention and was well received,
further strengthening the company’s in-
ternational reputation.

During the year in review, SAS
began development of a new travel-
services information and distribution
system (Amadeus), in cooperation with
Air France, Iberia and Lufthansa.

The growth in traflic and focus
on service in recent years have required
greater resources and capacity, Along
with the Group’s continued growth has
come a higher cost level, while the in-
creasing volume has not vet vielded the
benelits of economies of scale in terms of
CXPEISES.

The SAS Group’s aperating re-
venue for the period October 1, 1986 to
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December 31, 1987 amounted to 29,924
MBSEK, of which 23,870 MSEK
(21,583) was generated during the
twelve-month period ended September
30, 1987.

The Group’s income before allo-
cations and taxes amounted to 1,698
MSEK for the periad October 1, 1986 to
December 31, 1987. The corresponding
figure for the twelve-month period en-
ded September 30, 1987 was 1,663
MSEK (1.515). The level of income dur-
ing the fifth fiscal quarter was weak.

Income before depreciation
amounted to 2.517 MSEK for the full
fiscal year. Continued expansion of the
aircrafl fleet, along with other invest-
ments in hotelg, restaurants and flight
kitchens, resulted in greater deprecia-
tion expense. The sale ol aircralt, hotels,
ete. vielded gains of 394 MSEK. Since
the sale of fixed assets related to opera-
tions are being made as part of SAS’s
continued development and partly entail
“reversals of depreciation,” gains on
these sales are reported as a separate
item in the statement of income, The
Group’s net interest income improved
partly due to a capital infusion of 1,050
MSEK made by the SAS parent com-
panies during the year.

Revenue, income and key ratios -
of the SAS Group are shown in the table
below,

SAS Airline noted continued
growth in Europe and Scandinavia.
Following slight improvements during
the first four quarters, the income trend
weakened toward the end of 1987, This
decline 1s largely attributable to the re-
strictive position of the Scandinavian
authorities, who have not allowed fare
increases [or quile some time; conse-
quently, SAS has not been able to com-
pensate for rising costs. An action plan
has been adopted in the Airline to re-
duce costs without reducing service and
quality,

SAS International Hotels i1s
now investing considerably in new
hotels at important SAS destinations, as
part of the development of the Group’s
mtegrated travel service chain. Income
ol SAS International Hotels was affected
by increased capital costs for new hotels
and continued fierce competition stem-
ming from other, newly established
hotels.

SAS Service Partner reported a
substantial increase in income, primari-
ly from its international airport restaur-
ants and offshore operations. Growth of

SAS GROUP INCOME AND KEY RATIOS

86/87 86/87 85/86
MSEK 15 mths 12 mths 12 mths
Revenue 29924 23870 21085
Operating income before depreciation 2517 2346 2216
Depreciation —1380 —1126 —863
Gain on the sale of equipment, ete. 394 313 34
Financial items, net 167 130 128
Extraordinary items = ) = =
Income before allocations and taxes 1698 1663 1515
Investments 3493 2660 4128
Return on capital employed, % = 16 22
Share of risk-bearing capital, % 35 36 29

34463 34207 51775

Average number of employees

Notrelevaut for 15-month period
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REVENUE*

MSEK

25000

20000

82/83 83184 B4/85  85/86

@ Consortium
* 12.month figures, Oct. - Sept.

Group
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86/87

scheduled air traflic contributed to high
capacity utilization.

Operating in a very positive mar-
ket, Vingresor strengthened its position
as the leading inclusive-tour operator in
Scandinavia. Vingresor’s income im-
proved during the first four quarters, but
deteriorated toward the end of the fifteen
month period as a result of seasonal var-
tations and increased jet fuel costs.

Development costs for informa-
tion and distribution systems, as well as
income from other businesses, are in-
cluded among Other Units and Pro-
jects.

SAS Airline
Compared with the previous liscal year
(October-September), SAS’s total
passenger traflic rose by 4 percent, with
an unchanged production level. This
trend was similar throughout the re-
mainder of 1987,

The average cabin factor im-
proved to 68.9 percent (66.2). As of Sep-
tember 1987 the total number of passen-
gers who flew with SAS rose by 7 per-
cent to 12.5 million. The number of
passengers for the full fifteen-month
period in 1986/87 amounted to 15.7
million,

Intercontinental traffic was charac-
terized by continued fierce competition,
especially on North Atlantic routes. The
carlier decision to change over from Boe-

ing 747s to DC-10s led to an improved
cabin factor.

During the autumn SAS hegan
weekly service between Copenhagen and
Tokyo, flying nonstop over the Soviet
Union. This new route is the shortest
connection hetween Europe and Japan.
Also during the autumn, SAS became
the first airline to offer daily service be-
tween Bangkok and Europe.

SAS’s European traffic developed
tavorably. The percentage of full-fare
passengers continued to increase,
though not quite as rapidly as a year
earlier, SAS still has the highest percen-
tage of full-fare passengers of anv Euro-
pean airline. New, discount-fare alter-
natives contributed to high capacity
utilization.

The trallic program was ex-
panded with additional nonstop routes
and more frequent flights to major desti-
nations. Service for business travelers
was 1mmproved with the addition of Euro-
Class lounges at several airports.

A number of new DC-9-80 air-
craft with greater capacity were intro-
duced in Danish domestic traffic, resulting
in a further increase in the percentage of
business travelers. Certain flights to
Greenland were transferred as planned
to Grenlandsfly A/S (Greenlandair),

In Norway. parallel concessions
were initiated during the vear between
SAS and Braathens SAFE; as a result,

REVENUE BY BUSINESS AREA

86/87 86/87 83/86
MSEK 15 mths 12 mths 12 mths
SAS Airline 21953 IZ 510 16483
SAS International Hotels 1564 1230 1083
SAS Service Partner 4063 3223 2718
Vingresor 2935 2379 1897
Other units and projects 976 730 427
Joint Group costs = = =
Group eliminations —1567 —1202 =117
SAS Group 29924 23870 21585
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hoth companies now compete on the
Oslo-Bergen, Oslo-Stavanger and Oslo-
Trondheim routes. Due to a somewhat
sluggish market, SAS’s overall traflic
production was cut, leading to high
capacity utilization.

Domestic traflic in Sweden was
once again hit with problems, this time
from a contlict between air trathic con-
trollers and the Swedish Civil Aviation
Administration. Greater opportunities
for advanced training and a new labor
agreement are expected Lo provide a
lasting resolution to this conflict.

During the vear five new DC-9-
80s, two DC-10-30s, two DC-8-63s and
two DC-9-51s were delivered. SAS’s
three Airbus planes and a Boeing 747
were sold during the fiscal period. Six
DC-8-63s were transferred during the
autumn to the sister consortium Scanair,

Toward the end of the vear it was
decided to make the intercontinental
route network more competitive with
the addition of more frequent nonstop
flights. Consequently, the Airline de-
cided to make new investments in 1ts
long-distance fleet. The choice came to
two versions of the Bocing 767, a twin-
engine plane with 150 and 200 seats,
respectively, and a range that is well
suited to the planned route network.
The order calls for nine aircraft with an
option to purchase an additional fifteen.
Deliveries will begin in spring 1989. The

total investment for the first nine planes
is estimated at approximately SEK 4 bil-
lion.

As per December 31, 1987, twen-
ty-seven aircralt were on order for deliv-
ery in the coming years. Among these
are a DC-9-80 ordered during the past
year and the nine Boeing 767s men-
tioned above.

A breakdown of the aircraft fleet
at year-end 1987 is provided in a table
on p. 39.

SAS’s rapid expansion during
the 1980s, together with increased
retirement-related vacancies, 1s requir-
ing greater pilot recruiting measures.
Newly started civilian training courses
in Denmark, Norway and Sweden will
not sufficiently fulfill SAS’s needs in the
short term. Cooperation was therefore
initiated during the year with a number
of light schools in the U.S.

SAS Airline’s operating revenue
amounted to 21,953 MSEK. The corres-
ponding figure for the twelve-month
period ended September 30, 1987 was
17,510 MSEK (16,483), an increase of 6
pereent.

Of the increase during the
twelve-month interim period, 5 percent
was volume-rclated. Fare growth was
weak, rising one percentage point.

No increases in full-fares were
approved for SAS’s European traffic
originating from Scandinavia during

INCOME BY BUSINESS AREA

86/87 86/87 85/86
MSEK 15 mths 12 mths 12 mths
SAS Airline 1586 1453 1305
SAS International Hotels 63 75 69
SAS Service Partner 202 180 123
Vingresor 106 141 133
Other units and projects —128 =44 —28
Joint Group costs — 88 —44 —69
Group eliminations — 43 —41 —18

1698 1663 1515

[ncome before extraordinary items

INCOME BEFORE ALLOCATIONS
AND TAXES*

MSEK
oy ———— e

1200 -

82/83 83/84 84/85 B5/86 86/8T

Group
*  12-month figures. Oct - Sept.

B cConsortium
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CONSORTIUM REVENUE

Passengers 68%

Freight 7%
Mall 1%

Other 24%

CONSORTIUM TOTAL OPERATING EXPENSES

Personnel
34%

QOther 26%

Depre- (&
ciation |g
5%
Material
6%
Purchased

services 6%
Fuel 7%
Government

user-fees 10% Commissians
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TOTAL PRODUCTION AND TRAFFIC

AVAILABLE
TONNE-KILOMETERS TONNE-KILOMETERS

REVENUE LOAD

FACTOR

Change Share Change Share Change
12 months Million Yo % Million Y Yo o Yo pis.
North & South Atlantic 878 =9 o 651 =7 11 742 S
Asia, Africa 314 -9 13 232 = 15 739 4.6
INTERCONTINENTAL 1192 =4 50 883 =3 56 741 3.1
EUROPE (incl. Middle East) 780 10 32 409 o 26 524 <=
DOMESTIC 439 & 18 280 7 1F V658! 2.8
TOTAL NETWORK 2411 = 100 1572 2 100 65.2 2.0

1987. For intra-Scandinavian traflic, the
authorities have not allowed fare in-
creases for two and a half vears. Fare
increases on domestic routes have also
been restrained and have not compen-
sated for inflation. On North Atlantie
routes, fare increases have been offset by
the weaker U.S. dollar. Finally, on

SAS’s intercontinental network, tares for

the important high-volume tourist seg-
ment have decreased in response to in-
tense compeltition.

In general, cost increases have
been greater in Scandinavia than in the
countries of SAS’s most significant com-
petitors. Personnel costs, government
user-fees and other operating expenses
rose more rapidly than inflation during
the year. As of summer 1987, these costs
were no longer oflset by lower fuel prices
as in the previous vear.

Fuel costs, which accounted for
7 percent of the Airline’s total operating
expenses during the year (excluding
depreciation), developed favorably up
until the summer, after which time they
began to drift upward due to price in-
Creases.

In total, operating expenses
amounted to 19,807 MSEK, of which
15,575 MSEK (14.583) was incurred
during the first twelve months of the
year.

Income before depreciation to-
taled 2,146 MSEK for the full year. In-
come for the twelve-month period ended
September 30, 1987 amounted to 1,955
MSEK (1,200). Depreciation rose to
1,060 MSEK for the full fiftecen-month
period. Sales of aircraft, etc. vielded a
gain of 354 MSEK. The balance of fi-
nancial income and expense amounted
toa surplus of 146 MSEK.

Income before extraordinary
items amounted to 1,586 MSEK. The
coresponding figure for the twelve-
month interim period ended September
30, 1987 was 1,453 MSEK (1,305).

Along-term gross profit margin
of 13 percent is necessary to enable mod-
ernization and expansion of the aircraft
fleet, investments in traflic systems and
information and distribution systems,
An action plan has heen adopted in the
Airline to reduce costs without jeopard-
1zing service and quality.

SAS International Hotels
Conditions in the hotel market varied in
the locations where SAS International
Hotels operates. The market was favor-
able in Denmark and Sweden, with the
exception of Gothenburg, where the
competition intensified with the addition
of new competitors. Demand in Norway
remained weak.
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PASSENGER, FREIGHT AND MAIL TRAFFIC

PASSENGERS CABIN FACTOR FREIGHT MAIL
Pass. Change Change  Tonne Change  Tonne Change
2 months ki Yo Yo Yo pts. km Yo km e
North & South Atlantic 4168 1 75.9 4.4  258.8 =5 15.5 =1k
Asla, Africa 1494 —4 74.6 5A BT 2 107 —22
INTERCONTINENTAL 5662 0 75.5 7.5 344.5 = 26.2 —d 7
EUROPE 4330 8 6lA =il 26.3 11 15.8 9
Denmark 429 -3 70.0 1.4 3.2 = 2.8 —
Norway 1206 7 69.2 2.9 8.0 —H 3.3 2
Sweden 1322 12 69.6 0.9 3.9 22 0.9 —69
DOMESTIC 2957 7 69.5 157 15.1 1 9.0 =20
TOTAL NETWORK 12949 4

68.9 2.7 3859 D) =11

Consistent product and price
differentiation, investments in travel ser-
vices integrated with those of the Air-
line, and stepped-up marketing enabled
continued improvement in room rates.
In total, the average occupancy rate rose
to 71.2 (68.7) percent during the twelve-
month interim period.

Revenue amounted to 1,564
MSEK, of which 1,230 MSEK (1,083)
pertains to the first twelve months of the
fiscal vear. A large part of this increase
can be attributed to the newly acquired
Strand Hotel in Stockholm, and the
Royal Hotel in Stavanger.

Income hefore extraordinary
items totaled 63 MSEK. Income tor the
first twelve months amounted to 73
MSEK (69). The decline is chiefly the
result of seasonal variations, substantial
marketing outlays in a lagging market,
and expenses connected to new hotel
projects.

Planned hotel investments in
Brussels and Amsterdam are proceeding
on schedule, In April 1987 a new hotel
was opened in Stavanger, while in
Stockholm, the Strand Hotel came
under SAS’s management in October
1986. In addition, participation in a
joint venture was finalized in a contract
for the construction and operation of the
SAS Grand Hotel in Beljing.

SAS Service Partner
Increased charter and scheduled airline
traffic have resulted in continued market
growth. Intensive work on products, ser-
vice and new concepts has contributed
to greater demand for SAS Service Part-
ner’s products and services.

As an element in the newly estab-
lished cooperation with the American
catering company Dobhs, SAS Service
Partner and Dobbs merged their opera-
tions at O'Hare Airport in Chicago. In
addition, SAS Service Partner took over
all restaurant operations at Palma de
Mallorea’s airport and at the Barbican
Centre in London. A contract was also
signed for the operation of restaurants in
the Stockholm Globe Arena, a major
sports and cultural center that will be
inaugurated in 1989. In Denmark, agree-
ments were reached for the operation of
twelve staff canteens. Hospital catering
achieved a breakthrough in the market
through agreements with a number of
Scandinavian hospitals. SAS Service
Partner has also actively contributed to
the major success of Copenhagen’s air-
port. Toward the end of the year, Service
Partner took over Catering Service
Gesellschaft, a company with several
flight kitchens in West Germany.

Revenue amounted to 4,065
MSEK during the full fiscal year, of
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which 3,223 MSEK (2,712) was gener-
ated in the lirst twelve months.

Income before extracrdinary
items amounted to 202 MSEK., of which
180 MSEK (123) applies to the first
twelve months. The improvement is
attributable to a correct markert and cus-
tomer orientation, continued consolida-
tion of operations, implementation of
efliciency-improvement measures and
high capacity utilization.

Vingresor
The leisure market showed strong
growth in both Norway and Sweden.
The total number of Vingresor custom-
ers rose by 19 percent to more than
700,000 during the first twelve months;
the corresponding ligure for the [ull fis-
cal year was 845,000. The strong growth
in volume has required substantial in-
vestment outlays, but has also facilitated
[urther improvements in operating effi-
ciency. Vingresor has improved its
standing through the development of in-
tegrated service concepts in the form ol
Sunwings and Ving Centers. Simulta-
neously, Vingresor’s market share has
risen to 35 percent (34).

In order to capitalize on the
opportunities in the expanding charter
market in Spain, as well as to sceure its
future capacity, Vingresor bought a 25-
percent stake in Spanair S A, a new
charter airline in Spain.

Construction of a Sunwing facili-
ty was completed in Arguineguin in the
southern part of Gran Canaria during
the year, while on Rhodes, a Club/33
conference hotel was also finished.
Capacity at the Sunwing on Crete was
doubled to more than 700.

Revenue amounted to 2,935
MSEK, of which 2,379 MSEK (1,897)

was generated during the lirst twelve

months.
Income belore extraordinary
items totaled 106 MSEK. Income dur-

ing the first four quarters was reported
at 141 MSEK (133). The lower results
during the [ifth quarter are the result of
scasonal variations and higher fuel
prices.

Other Units and Projects
A decision was made during the yvear to
develop and operate a new information
and distribution system for the 1990s
{Amadeus). This work will be done by a
special company in cooperation with Air
France, Iberia and Lufthansa. The sys-
tem is based on the American “Svstem
Ome,” which is being adapted to the in-
ternational market’s needs and to the
latest advancements in communications
and computer technology.

Payments of travel services are
increasingly being made with charge
cards. Expansion of the Diners Club net-
work is a step in the implementation of
the SAS Group’s distribution strategy.,

For the Diners Club operations
in the Nordie countries, the fiscal year
was marked by problems created by new
legislation in Denmark and Norway
which prohibits international credit card
companies from charging commissions
on credit card payments made in the
holders’ own countries. Steps are being
taken at Diners Club to counter the
negative effects of this legislation, Paral-
lel with its focus on new products, Din-
ers Club acquired Danish Tax-Free
Shopping, a company that arranges the
repayment of value-added taxes for pur-
chases made by non-Nordie residents in
the Nordie countries.

The Air de Cologne cargo opera-
tions were discontinued in 1988,

A joint Group finance operation
was formed during the year and became
a business arca on January 1, 1988,

SAS Trading (formerly External
Enterprises in SAS Airline) was reor-
ganized into a business area ol the
Group on January 1, 1988, with the pur-
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pose of developing and conducting
businesses related to flights.

Affiliated Companies
Aside from the SAS Consortium and 1ts
subsidiaries, the SAS Group includes a
number of afliliated companies (defined
as companies in which SAS’s ownership
is between 20 and 50 percent). See note
14,

In addition to the consolidated
income before allocations and taxes,
which totaled 1,698 MSEK, SAS’s share
of the vear’s income retained in affiliated

SEK (78)

companies 85 M

The SAS Group’s share of'its
afliliated companies’ adjusted equity, af-
ter a 50% standard tax on untaxed re-
serves, amounted to 314 MSEK (243)
on December 31, 1987,

SAS Airline's income includes
share of income from Kebenhavns
Lufthavns Forretningscenter K/S.

The book value of shares in alfili-
ated companies reported by the SAS
Consortium amounted to 96 M5SEK.

Profitability and Equity Ratio
The SAS Group’s total pretax return on
capital emploved for the twelve-month
period ended September 30, 1987
amounted to 16 percent (22).

The ratio ol risk-bearing capital
rose from 29 percent to 35 percent as of
December 31, 1987. A capital contribu-
tion from the SAS parent companies
accounted for 4 percentage points of this
inerease.

Investments
The SAS Group’s investments amounted
to 3,493 MSEK during the period, of
which the SAS Airline accounted for
2.446 MSEK, SAS International Hotels
for 212 MsEK, SAS Service Partner for
139 MSEK, and Vingresor for 200
MSEK. Investments in aircraft and
other {light equipment totaled 1,694

MSEK. Other investments include
SAS’s new head offices, which were
occupied in the beginning of 1988,

Financing and Liquidity
Net financing from the SAS Group’s op-
erations, after transfers of 350 MSEK to
the parent companies, amounted to
2,559 MSEK.

A financing surplus of 131
MSER was retained for the fifteen-
month period, after net investments to-
taling 2,428 MSEK. As ot March 1,
1987 the parent companies had supplied
an additional 1,050 MSEK to the capital
account.

In addition to the refinancing of
older loans through two long-term loans
totaling JPY 14.5 billion on the Japanese
private market, new borrowing was ta-
ken up through a two-year hond issue of

JSD 100 million on the Eurobond mar-
ket.

The SAS Group’s liquid funds
amounted o 5,107 MSEK on December
31, 1987 — an increasc of 1,525 MSEK
from September 30, 1986.

The Group’s balance of financial
income and expense amounted to a net
surplus of 167 MSEK, of which 130
MSEK (128) pertains to the twelve-
month interim period. As a result of
lower gains from the sale of bonds and
interest-rate swaps, net interest income
was lower than in 1985/86.

The Group's favorable exchange
rate outeome is primarily atributable to
the falling U.S. dollar. Starting in 1986/
87, unrealized currency losses on long-
term debts have been offset by 126
MSEK against unrealized currency
gains on loans. A surplus of unrealized
currency gains increased the foreign ex-
change reserve by 136 MSEK to 364
MSEK durnng the fiscal year.

In a rating performed by the

Japanese firm Nippon Investors Service,

SAS received very high marks for both

THE FLEET

As per Leas-
12-31-87 Own- Leas- To- ed On
Adrcralt type ed ed al out  arder
Boeing 767 9
Boeing 747 2 22 1
Douglas DC-10-30 11 11
Douglas DC 2 2 =
Donglas DC 8 8 )
Douglas 120 8 8 +
Dougias DO 1 1 1
Douglas DC-S )
Douglas DE-9 9 o}
Douglas DC-9-31 2 2
Douglas DC-9-11 18 48
Douglas DC-9-51 2 2 = 2
Fokker ¥27 9 9

100 LI 0 3 27

! Leased to GPA Group Led.

* Leased (o Scanair,

' Leased to Hawaiian Airlines.
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PERSONNEL"

SAS CONSORTIUM SUBSIDIARIES SAS GROUP

86/87 85/86 B6/87 85/486 86/87 85/86

DENMARK 7073 7059 2151 2173 9224 9932
NORWAY 4605 1273 3549 3675 8154 7948
SWEDEN 6825 6344 2860 2639 9685 8983
ABROAD 1962 2097 5182 3515 7144 5612
TOTAL 20465 15773 13742 12002 34207 31775

* 1 2-month period Oct.-Sept.

short- and long-term borrowing. This
rating will facilitate future international
borrowing.

Personnel and
Payroll Expenses

The average number of employees in the
SAS Group during the year was 34,463
(31,775), of whom 20,479 were employ-
ed in SAS Airline, 3,446 in SAS Interna-
tional Hotels, 7.344 in SAS Service Part-
ner, and 2,341 in Vingresor.

The Group’s total payroll, in-
cluding payroll-related costs, was 9,886
MSEK. This can be compared with
6,771 MSEK for the 1985/86 liscal year.
Corresponding costs for the Consortium

amounted to 7,273 MSEK (5,016).

The SAS Consortium
The SAS Consoertium comprises the
Group management, SAS Finance, SAS
Airline and Group-wide projects.

The Consortium’s revenue
amounted to 22,020 MSEK. Income he-
fore allocations and taxes totaled 1,376
MSEK of which 1,331 MSEK (1,197)
was attributable to the twelve-month in-
terim period. Net financial items, total-
ing 193 MSEK, include dividends from
subsidiaries in the amount of 37 MSEK.

Allocation of

Iincome and Equity
Allocations are made by SAS’s parent
companies: DD in Denmark, DNL in
Norway, and ABA in Sweden, all of
which also pay taxes in their respective
countries on their share of SAS's in-
come.

The Board of Directors and the
President propose to the SAS Assembly
of Representatives that of the Consor-
tium’s surplus for the fiscal year, 490
MSEK be paid to the parent companies
(350 MSEK was transferred in 1985/80)
and that the remaining amount, 886
MSEK (847), be transferred to the Con-
sortium’s capital account, which will
thereafter total 5,162 MSEK (3,123).
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Forecast 1988 The income and financial position of the SAS
In 1988, production efforts at SAS Air- Group and the SAS Consortium for the 1986/
line will be significantly boosted along &7 fiscal year are shown in the following finan-
with measures already taken to improve | cial statements and noles, as integral parts of
cost-effectiveness. Income after depreci- | this repori.
ation and financial items is expected to
remain level with 1986/87.

Copenhagen, Stockholm and Oslo, March 21, 1988

HALDOR ToOPSOIE CURT NICOLIN Tor MOURSUND
KAJIRAST KRISTER WICKMAN BjarN E1bEM
CLAUS LINDEGAARD RarLr FRICK INGVAR LILLETUN

JANCARLZON

President and Chiel
Executive Officer
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SAS GROUP CONSOLIDATED STATEMENT OF INCOME

QOct. 1-Dec. 31 Qet. 1-Sept. 30

Oct. 1-Sept. 30

86/87 86/87! 85/86
MSEK B 15 mlhs 12 mths 12 miths
Traffic revenue — Note | 17760 14152 13456
Other operating revenue — Note 2 12164 9718 8129
OPERATING REVENUE 29924 23870 21585
Operating expense 27407 21524 19369
QOPERATING INCOME BEFORE DEPRECIATION 2517 2346 2216
Depreciation — Note 3 1380 1126 863
OPERATING INCOME AFTER DEPRECIATION 1137 1220 1353
(rain on the sale of equipment, etc. — Note 4 394 318 34
Dividend income — Note 5 10 10 8
[nterest income, net — Note 6 84 a6 113
Other finaneial items — Note 7 73 64 7
INCOME BEFORE EXTRAORDINARY
INCOME AND EXPENSE 1698 1663 | 515
Extraordinary income and expense = = =
INCOME BEFORE ALLOCATIONS AND TAXES 1698 1 663 1 515
Allocations in the subsidiaries, net — Note 8 —155 = —84
INCOME BEFORE SUBSIDIARIES TAXES 1543 = 1431
Taxes payable by subsidiaries — Note 9 —100 - -105
Minority interests 2 - |
INCOME BEFORE TAXES RELATING
TO THE CONSORTIUM® 1 327

1445

' Nat audited by SAS auditors,
¢ Allocations and taxes not applicable to 12-month mterim ligures,
" Taxes payable by its parent companies n Denmark, Norway and Sweden.



SAS GROUP CONSOLIDATED BALANCE SHEET

MSEK Dec. 31 Sept. 30 | MSEK Dec. 31 Sept. 30
ASSETS 1987 1986 | LIABILITIES AND EQUITY 1987 1986
CURRENT ASSETS CURRENT LIABILITIES
Liquid funds — Note 10 5107 3582 f}‘-"“"‘”“s payable 1003 1055
Accounts receivable — Note 11 2396 2614 | Taxes payable — Note 9 85 100
Prepaid expense and Acerued expense and .
accrued income 693 582 | prepaid income 2267 2028
Other accounts receivable 1005 g0 | Unearned {ran.‘spj)rl.;lLit'm N
Expendable spare parts and It vente, el = ‘-\‘Qf-" 19 1180 1364
inventory — Note 12 517 133 | Gurrent portion of -
Prepayments to suppliers 81 78 | long-term debt 265 48
: Other current liabilities — Note 20 1673 1323
Total clirrentassets 9799 a112 | Prepayments from customers 379 511
Total current liabilities 6852 6729
NON-CURRENT ASSETS LONG-TERM DEBT
Restricted accounts — Note 13 36 34 | Bond loans — Nf’l(' 2(1‘ 3242 2 7‘)}
Stocks and participations 155 137 | Other loans — Note 22 13%8 1495
Bonds and other securities 50 50 | Other long-term debt . 263 H_)(_i
Other long-term accounts receivable 266 199 Provision [or pension liabilities — Note 23 65 37
Goodwill and capitalized Total long-term debt 4898 1463
development costs — Note 15 104 95 | = ——— S
Long-term prepayments Lo sU !-5()1{1_)1'\‘:"\ LED )
sipliers — Note 17 455 450 | DEBENTURE LOAN — Note 24 904 843
Fixed assets — N(-f(: 18 MINORITY INTEREST 15 16
Construction in progress 723 e ——— :
Afrerall i 4731 1711 | RESERVES — Note 8 8§72 1059
Spare engines and spare parts 394 £76 | EOUITY — Note 25
Maintenance and aircralt (,lgg)it:il 4976 2976
servicing equipment 148 7 | Legal reserve 99 6
(')lh('r.‘ equipment and vehicles 1381 1 ![i:j) BT o e 17 20
Buildings a.md Improvements 1118 93| Retained earnings 209 84
Land and improvements 220 154 | Net income for the period 1445 1327
Total non-current assets 9781 8769 | Total equity 6039 3771
TOTAL ASSETS 19580 16881 | TOTAL LIABILITIES AND EQUITY 19580 16881
ASSETS PLEDGED, ETC. — Note 26 567 734 | CONTINGENT LIABILITIES — Note 27 410 296
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SAS CONSORTIUM STATEMENT OF INCOME

Oct. 1-Dec. 31 Oct. 1-Sept. 30 Oct. 1-Sept. 30

86/87 86/87 85/86
MSEK 15 mths 12 mths 12 mths
Traflic revenue — Note 1 17592 14032 13456
Other operating revenue — Note 2 4428 3530 3039
OPERATING REVENUE 22020 17571 16495
Operating expensc 20118 15818 14725
OPERATING INCOME BEFORE DEPRECIATIION 1902 1753 1772
Depreciation — Note 3 1060 874 690
OPERATING INCOME AFTER DEPRECIATION 842 879 1082
Gain on the sale of equipment, ete. — Note 4 341 286 = 11
Dividend imncome — Note 5 47 47 30
Interest income, net — Note 6 78 59 115
Other financial items — Note 7 68 6O =20
INCOME BEFORE EXTRAORDINARY
INCOME AND EXPENSE 1376 1341 1197
Extraordinary income and expense = = =
INCOME BEFORE ALLOCATIONS
AND TAXES? 1376 1331 1197

" Not audited by SAS auditors.
# Allocations are made and taxes pavable by the parent companies.



SAS CONSORTIUM BALANCE SHEET

MSEK Dec. 31 Sept. 30 [ MSEK Dec. 31 Sept. 30
ASSETS 1987 1986 LIABILITIES AND EQUI'TY 1987 1986
CURRENT ASSETS CURRENT LIABILITIES
Liquid funds — Note 10 3965 2551 | Accounts payable, subsidiaries 186 84
Due from subsidiaries 177 al | Accounts payable, suppliers 597 673
Accounts receivable — Note 11 1596 1786 | Accrued expense and
Prepaid expense and prepaid income 1814 1669
accrued income 603 481 | Unecarned transportation
Other accounts receivable 740 672 | revenue, net — Note 19 1180 1 364
Expendable spare parts and Current portion of
inventory — Note 12 341 286 | long-term debt 55 362
Prepayments o suppliers 16 12 | Other current hiabilites — Note 20 802 631
——— | Prepayments from customers 7 13
Total current assets 7238 3879 ——
Total current liabilities 4641 4796
NON-GURRENT ASSETS LONG-TERM DEBT
Stocks and participations Bond loans — Note 21 3242 2751
in subsidiaries — Note 14 326 333 | Other loans — Note 22 696 849
Other stocks and participations — Note 14 127 114 | Other long-term deht 112 103
Bonds and other securitie 8 9 e
I(m(,s ?I‘I( (,)Hi.t ' ((‘1\‘11‘1‘(.'5” " Total long-term delnt 4050 3703
.ong-lerm acconnts receivable, S G e S
subsidiaries — Note 16 325 190 | SUBORDINATED
Other long-term accounts receivable 177 142 [ PDEBENTURE LOAN — Note 24 904 845
Long-term prepayments
to suppliers — Note 17 455 450 | RESERVES — Note 8 365 696
Fixed assets — Note 18 T o o -
Construction in progress 615 150 lj‘Q{'I I'Y = Note 25
Aircrafi 4731 4711 | Capital _
Spare engines and spare parts 394 476 DDILL 1222 650
Maintenance and aircralt DNL 1222 [55(:]
servicing equipment 148 117 ABA 1832 976
Other equipment and vehicles 719 626 e B o
Buildings and improvements 292 263 [fifﬂ(_‘E‘fl_ ~ 4276 2276
Land and improvements 57 5L | Net income for the period 1376 L 197
Total non-current assets 8374 7632 | Tortal equity 5652 3473
TOTAIL ASSETS 15612 13511 | TOTAL LIABILITIES AND EQUITY 15612 13511
ASSETS PLEDGED, ETC. — Note 26 29 535 509

26

CONTINGENT LIABILITIES — Note 27
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STATEMENTS OF CHANGES IN FINANCIAL POSITION

SAS Group
Oct. 1-Dec. 31

Oct, 1-Sepe. 30

SAS Consortinm
Oct. 1-Dec. 31

Oct. 1-5ept. 30

86/87 85/86 86/87 ST

MSEK 15 mths 12 mths 15 mths 12 mths
THE YEAR’S OPERATIONS
‘Income before allocations and taxes 1698 L5156 1376 1197
Depreciation 1380 863 1060 690
Gain on the sale ol equipment, ete. —394 ~30 —341 —
Other — net =34 — 143 67 19
Subtotal 2651 2205 2162 1 906
Payments made to the parent companies —350 —280 —350 —280
Funds provided by the year’s operations 2301 1925 1812 1626
Increase in

inventories (—) —54 =il —25 i

current receivables (—) =95 —5H69 110 —403

current Nabilities (+) 407 289 152 93
Change in working capital 258 —300 237 =
Net financing from the yvear’s operations 2559 1625 2049 1331
INVESTMENTS
Aircraft —1539 —2.731 —1539 =273l
Spare parts —155 —230 —155 —230
Buildings, improvements and
other equipment —1770 —1149 —1068 —553
Stocks and participations =20 —18 —32 = LL
Total investments —3493 —4128 —2794 3733
Change in advance payments for
flight equipment, increase (=), decrease (+) —h 363 =5 365
Sale ol equipment, ete, 1070 45 1013 =
Net investments —2428 —3718 —1786 —3368
Financing surplus/deficit 131 —2093 263 — 2037
EXTERNAL FINANCING
Long-term receivables, net —107 = —170 —ii5
Repayment of long-term debt —1594 —867 —1273 — 787
Borrowings 2040 2869 1544 2611
Capital infusion from parent companies 1050 = 1050 =
Change in minority interest 5 G s =
External financing, net 1394 1999 1151 1 749
INCREASE IN LIQUID FUNDS
(Cash, bank balances and short-term mnvestments) 1525 —94 1414 —288
Liquid funds at beginning of the year 3582 3676 2551 2839
Liquid funds at year-end 5107 3582 3965

25351



Notes to the Fruancial Statenents

NOTES TO THE FINANCIAL STATEMENTS

SIGNIFICANT VALUATION AND
ACCOUNTING PRINCIPLES

Principles of consolidation
SAS’s parent companies decided to change the Group’s fiscal
period to conlorm to the calendar vear. As a result, the 1986/87
fiscal year of the SAS Consortium and the SAS Group, which
normally would have ended on September 30, 1987, was extended
to December 31, 1987, thus covering a period of 15 months. Con-
sequently, the fiscal periods 1986/87 and 1985/86 cannot be accu-
rately compared. To enable meaningful comparisons with 1985/
86 and previous years, the Annual Report has been supplemented
with the Consohdated Statement of Income and ligures from the
SAS Group’s interim report for the twelve-month period October
1, 1986 to September 30, 1987, The interim report has not heen
audited by SAS auvditors.

Unless stated otherwise, diagrams showing trends are based on
figures lor the twelve-month period.

The linancial statements of the SAS Group are stated in mil-
lions of Swedish kronor (MSEK) unless otherwise indicated.

The consolidated [inancial statements of the SAS Group
include the SAS Consortium. its wholly owned subsidiaries and
those partly owned companies in which the Consortium has a
controlling interest. Those wholly owned subsidiaries that are
closely connected with the business of the Consortium are directly
included in the accounts of the Consortium. For further informa-
tion sec Note 14, the specification ol stocks and participations as
ol December 31, 1987,

The accounts of Scanair, another consortium owned by the
parent companics of the SAS Consortium, are not included in the
consolidated accounts of the SAS Group.

Equity accounting is not applied in the financial statements of

the SAS Group, but shares in income and capital in SAS affihiated
companics (where the ownership is between 20 and 50 percent)
are reported separately in the Annual Report.

Companies acquired during the financial year are included in
the Consolidated Statement of Income for the period during
which they belonged to the SAS Group.

The consohdated inancial statements are prepared in accord-
ance with the purchase method of accounting, which means that
taxed equity in the subsidiaries is included in the Group’s equity
only to the extent that it was earned alter the date of acquisition.
The equity in a subsidiary at the time of acquisition, including 50
percent of acquired untaxed reserves, is eliminated against the

acquisition value of the corresponding stocks in the accounts of

the Consortium.

The financial statements of subsidiaries in currencies other
than Swedish kronor are, for the purposes ol consolidation, trans-
lated into Swedish kronor using the current-rate method. Assets
and liabilities are thus translated to Swedish kronor at year-end
rates of exchange, while income lor the year is translated at the
average annual rate of exchange. SAS’s share of such translation
differences is transferred directly to the equity of the SAS Group.
Translation differences relating to minority interest in sub-
sidiaries are entered under the heading “Minority interest™ in the
Consolidated Balance Sheet.

Monetary assets and liabilities in currencies other

than Swedish kronor

Monetary assets and liabilities in currencies other than Swedish
kronor are translated at year-end market rates of exchange. When
the rate of exchange on the payment date is sccured by a forward
contract, translation is carried out at the rate of exchange of the
[orward contract currency.

In cases where a loan has been the object of a currency
swap (where, in principle, interest expenses and repayments are
paid in a currency other than the original one — a swap
currency), the loan is stated alter translation to the swap curren-
oy’s year-end rate of exchange.

Effective 1986/87, unrealized exchange gains on long-term debt
are oflset against unrealized exchange losses on long-term debt.
Excess losses are charged to income, while excess gains are cred-
ited to a foreign exchange account among reserves in the Balance
Sheet.

Unrealized exchange gains on long-term  receivables are
reported as income to the extent in which they are offset by
exchange losses on long-term loans arranged in the same
currency. Other unrealized exchange gains on long-term receiva-
bles are credited to a forcign exchange account. Unrealized
exchange losses are charged to income.

Unrealized currency gains that offset unrealized
currency losses are reported as income under exchange rate
differences.

Prepayments in flight equipment are accounted for at the rate
of exchange on the date of payment.

Unrealized exchange gains and losses on translations to Swed-
ish kronor of foreign, short-term monetary assets and liabilities
arc credited/charged in [ull o income and reported as foreign
exchange rate differences.

Exchuange rates to SEK for some of SAS’s prinicipal currencies
are:

rate

carlier

Year-end rate Average rate

Dec. 31 Scpt. 30 1986/87  1985/86
Currency 1987 1986 15 mths 12 mths
Denmark DKK 100 94.95 90.50 92.54 85.70
Norway NOK 100 93.20 94.05 93.75 98.91
USA UsD 5.83 6.91 6.49 7.40
Great Britain GBP 10.86 9.98 10.21 10,83
Switzerland CHE 100 452.07 421.40 423.29 383.00
West Germany DEM 100 366.10 341.10 350.61 316.23
Japan JPY 100 4.74 4.49 4.36 1.04
European
Currency Unit ECU 7.55 1 7.28 6.85

Expendable spare parts and inventory
Expendable spare parts and inventory are stated at the lower of
cost or market value. An appropriate deduction for obsolescence
has been made.

Expendable spare parts included under this heading comprise
two-thirds of the total stock of such parts. The remaining one-
third is reported and accounted for as fixed assets.
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Fixed assets and depreciation
Fixed assets are stated in the Balance Sheet at cost less accumu-
lated depreciation.

Flight equipment and other fixed assets are depreciated accord-
ing to plan based on their estumated cconomic lives.

New flight equipment (aircraft and engines, including spare
parts) is depreciated as follows:

Depreciation Residual
Type ol aircraft period value
Douglas DC—10 12 years 10%
Douglas DC—8 10 years 10%

14 years 10%

10 years 10%

Douglas DC—9—80
Douglas DC—=9

Major modifications and Improvements in fixed assets are
capitalized and are depreciated over their estimated economic
lives.

Maintenance and aircraft servicing equipment and other
equipment and vehicles are depreciated over five years. The
annual depreciation of buildings varies between 2 and 20 percent.
Goodwill and development costs are amortized over 5 to 10 years.

Improvements to the Group's own and rented premises are, in
principle, depreciated over their estimated uselul hives.

Tratfic revenue
Ticket sales are reported as traflic revenue only upon completion
of the air travel in question.

The value ol uckets sold but not vet used is reported as
unearned transportation revenue among current liabilities. This
item is reduced either when SAS or another airline completes the
transportation or after the ticketholder has requested a refund.

A reserve against the uncarned transportation revenue lahility,
hased on statistical estimates, 15 assessed annually. This reserve
corresponds to that portion of tickets sold that is estimated (o
remain unused.

In principle, the estimated reserve against the uncarned trans-
portation revenue liability at year-end is reported as revenue the
following vear,

Maintenance costs
Routine aircraft maintenance and repairs are charged to income
as incurred,

Due to the structure of SAS’s fleet, with a predominance of

DC-9s, maintenance costs are spread relatively evenly over time.
Thus, no provisions are made for future maintenance costs with
respect to owned aircraft and other assets.

Extraordinary income and expense

Effective 1986/87, only items which have no clear connection with
the Company’s normal operations will be reported as extraordi-
nary items. In addition, the nature of the items shall be such that
they are not expected to occur frequently or regularly, or amount
to substantial sums.
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Gain on the sale of equipment, etc., is shown in the Statement
of Income between income alier depreciation and financial
income and expense. Such items have a direct connection to the
company’s normal operations and often contribute to various
linancing operations. The extent of these items and their eflect on
income can vary considerably from year to vear and is thereby
reported separately, to allow an aceurate assessment to be made
of operating income.

Reclassifications

Clertain 1tems 1n the Statement of Income and the Balance Sheet
were reclassified effective 1966/87. For the sake of comparison, the
1985/80 ligures have been changed correspondingly.

International Accounting Standards, IAS

Effective 1988, international accounting practice, in conformance
with the recommendations of the International Accounting Stan-
dards Committee, will be applied when preparing the SAS
Group’s financial reports.

Definitions of financial terms and ratios used in
the Annual Report

Gross profil margin. Operating income before depreciation as a
ratio of operating revenue.

Gross profit margin GOP. Operating income before depreciation
and real estate costs (rental, insurance, tax) as a ratio of operating
revenue, (Used by SAS International Hotels).

Net profit margin. Income before extraordinary items, but
excluding gain on the sale of equipment, ele., as a ratio of operat-
ng revenue.

Pre-tax refurn on capital employed. Operating income alter depreci-
ation plus linancial income as a rato of average capital employed.
Capital emploved equals total assets less noninterest-hearing
liahilities.

Ratio of risk-bearing capital. Fquity plus untaxed reserves and
minority interest as a ratio of total assets.

Net financing from operations. Funds provided internally including
change in working capital.



Nuteo to the Pinancial Statements

Note 1 — Traffic revenue

Note 4 — Gain on the sale of equipment, etc.

86/87  86/87  85/86 86/87  86/87  85/86

SAS Consortium 15 mths 12 mths 12 mths | SAS Group 15 mths 12 mths 12 mths
Traflic revenue: Flight equipment 351 270 —
Passenger 15113 12080 11430 [ Hotel property 21 21 =
Freight 1607 1280 1501 | Buildings = 29
Mail 315 241 201 Stocks 13 13 =
Other 557 503 234 | Other 1items 9 9 5
Total 17592 14032 13456 | Total 394 313 34
The SAS Group’s traflic revenue also includes [reight revenue ) s
from Air de Cologne in the amount of 166 MSEK. - ‘ 86/87  86/87  85/86
Traffic revenue in 1986/87 includes a reversal ol unnecessary fS..\.‘s Consortium — 15 mths 12 mths 12”_‘&
reserve funds, mt;:«ling 201 X‘[Sl-‘,}li, t"r.om the reserve under the Flight equipment 351 970 -
uncarned transportation revenue liability (see note 19), Hpsoee — 13 o
Other items -3 3 —10

Total 341 286 —10

Note 2 — Other operating revenue
Other operating revenue of the SAS Group includes 4,428 MSEK

in the Consortium from inflight and airport sales, and leasing of

excess capacity, among other things, Other operating revenue
also includes 9,304 MSEK in subsidiaries. After group elimina-
tions (1,567), other operating revenue totaled 12,164 MSEK,

Note 3 — Depreciation
86/87
15 mths

B86/87
12 mths

85/86

SAS Group 12 mths

Goodwill and

Gain on the sale of cquipment includes 12 MSEK from the sale of
six DC-8s to the sister consortium Scanair. Capital gain on this
sale has been eliminated in SAS’s and Scanair’s common parent
companies. This item also includes a gain of 13 MSEK from the
sale of stock in TMG in Sweden.,

Figures lor the Gonsortium include the intra-group sale of the
stock in Olson & Wright. Other items include 4 MSEK lor the
writedown of stock in TMG Norwav, plus a sharcholder’s con-
tribution of 2 MSEK o Air de Cologne.

development costs 18 13 6 | Note 5 — Dividends
Alreraft 573 513 385 86/87  86/87  85/86
Spare engines and spare parts 160 106 81 | SAS Consortium 15 mths 12 mths 12 mths
Maintenance and aireraft . "o N
servicing equipment 48 36 28 l)1\.l'1d(=11(ls hfum: -
' el : ot e SAS Service Partner A/S 13 13 8
Other equipment and vehicles 480 579 287 i s ko ) -
Bilistgs avid o proeesns 101 o 6 SAS International Hotels A/S 14 I] )
= B U i : i - ‘ Vingresor AB 10 10 7
Total 1380 1126 863 InterSAS BV = = 2
Dividends {rom subsidiaries 37 37 22
86/87  86/87  85/86 | Dividends from Linjeflyg AB ] 7 5
SAS Consortium 15 mths 12 mths 12 mths | Dividends from others 3 3 3
Aircralt 573 513 385 | Total 47 47 30
Spare engines and spare parts 160 106 81 = ) . ] -
Mairtonies it Dividends from subsidiaries, approved by their respeetive annual
servicing equipment 48 26 28 111(:(‘_tings, represent distributions for l.h(.* income of the fiscal years
Other f*?luipmcmt and veliales 9255 198 162 108.)/86 and !2)8-’1 185, ratspttciln'ly. Dividends are thus not antici-
Buildings and improvements 24 21 34 | pated in the Statement of Income.
Total 1060 874 690

Based on a re-estimation of the economic lives of aircraft, the
depreciation plan for two secondhand DC-10s purchased in 1986/
87 was extended [rom 3 to 10 years. This reduced depreciation by
57 MSEK compared to the original plan. The aircrall will be sold
in 1988 at prices in excess of their book value.
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Note 6 — Interest, net

Note 7 — Other financial items

ments were received in 1986/87,

86/87 86/87  85/86 86/87  B86/87  85/86
SAS Group 15 mths 12 mths 12 mths | SAS Group 15 mths 12 mths 12 mths
Interest income 882 656 665 | LExchange rate gains on
Interest expense —798 —600 =552 | long-term debt 116 101 2
: = = Other exchanee dillerences —9 9 1
Total 84 %6 13 Other exchange dﬂl(t(.nus" 20 ) 20 65
— | Exchange rate diflerences, net 96 81 67
86/87  86/87  85/86 | Issue expenses on loans —10 —10 — 54
5AS Consortium 15 mths 12 mths 12 mths | Other —13 = —6
Interest from subsidiaries 21 17 10 | Subtotal —23 —ili7 =60
Other interest income L 483 2 - i =
Dther interest income 619 83 ) ’%E Toial 73 4 ;
Total interest income 640 500 541 = B
Interest to subsidiaries —5 = = 86/87 86/87 85/86
Other interest expense —557 —440 —426 | SAS Consortium 15 mths 12 mths 12 mths
Total interest expense —562 —44] —426 F.X(:h;ing(‘ rate gaing/losses on
= ) o long-term debt 109 96 =26
: 78 59 5 | on8 - i
.lf)l L = . L Other exchange differences —20 =70 65
.(']upilz-il gains‘ on dis]’msa’is of bonds are reported as im.(‘;‘c?{. Exchange rate (jlif-fﬁl‘(‘l'l(‘l‘.s, Het g9 76 39
mcome and, for 1986/87 (15 monihs), amounted to 52 MSEK, - - — —e—
The corresponding figure for 1986/87 (12 months) was 41 MSEK, | Issue expenses on loans —10 = “‘} _-3J‘§’
compared with 90 MSEK in 1985/86. Cash received, totaling 61 | Other - =L = _ '_J
MSEK., in connection \%‘f[..ll' inl(‘r("sat-ralt‘ swaps, were also | subtoial —91 e —54
reported as interest income in 1985/86. No corresponding pay- | — - —
Tortal 68 60 — 0

For 1986/87 (15 months), unrealized exchange rate gains on long-
term debt in the Gonsortium amouniting to 126 MSER were offset
against unrealized exchange rate losses on long-term debt, The
amount similarly offset in 1986/87 (12 months) was 6 MSEK and
in 1985/86, 142 MSEK. On December 31, 1987 the foreign
exchange reserve in the Consortium totaled 365 MSEK (see Note
bt



Notes to the Pinaneid Stafements

Note 8 — Reserves Depreciation

reserve, Foreign  Accumulated
Inventory flight  exchange supplementary Investment Other

SAS Group reserve equipment reserve depreciation reserve reseryves Total
Untaxed reserves, 30/9 -85 41 498 79 136 47 96 897
Allocations 85/86 4 18 24 34 80°
Other changes 85/36 —33 =5 149 3 — =5 82
Untaxed reserves, 30/9 -86 12 473 228 157 64 125 1059
Allocations 86/87 0 72 =6 82 148*
Other changes 86/87 0 —473! 136° —6 8 —=49
Untaxed reserves, 12/31/87 12 = 364 223 58 215 872
SAS Consortium

Untaxed reserves, 30/9 -85 33 498 78 609
Allocations 85/86 39 180 6
Reversals 85/86 =7y —58 —35 =126
Untaxed reserves, 30/9 -86 473 223 696
Allocations 86/87 8 328 336
Reversals 86/87' —481" —186° —667
Untaxed reserves, 12/31/87 = 365 365

U neludes allocation of 103 MSEK on Sept. 50, 1986, for Airbus A300 aiveraft. In connecuon with the sale of these aireraft in 1986787, this reserve was dissolved and transferred

directly 1o the Consortiom’s capital account (note 233, Sale of other aireralt have reduced the depreciation reserve by 157 MSEK, net. The remainder ol this reserve has been

transferred 16 accumulated depreciation of airerall and spare parts (nate 28).

SOf which 126 MSEK was oftser arainst unrealized exchange rate gaing on long-term debt

P Allocations include transter of 7 MSEK (4] o pension preminm reserve in 1986/87, reported among Gther Current Lialalities:

Note 9 — Subsidiaries’ taxes
The Statement of Income and Balance Sheet of the SAS Group
includes only taxes payable by subsidiaries, since the tax liability
in Denmark, Norway and Sweden relating o the activities of the
Consortium lies with its parent companies,

Taxes payable by the Consortium abroad are included in
operating expense in the amount of 4 MSEK (6).

Note 10 — Liquid funds
SAS Consortium

Dec. 31 Sept. 30

SAS Group
Dec. 31 Sept. 30

1987 1986 1987 1986
Cash and bank accounts 522 454 125 131
Short-term
investments 4585 3148 3840 2420
Total 5107 3582 3965 2551

The liquid funds are in many diflerent currencies and are stated
alter deductions {or currency risks.
The balance of the liquid funds of the Consortium includes 44
MSEK (31) in a restricted tax deduction account in Norway.
On  December 31, 1987 mvestments
primarily of government sceurities and housing bonds. Short-
term investments are reported at the lower of cost or market

short-term consisted

value.

Open interest arbitrage transactions arc reported net and
amounted to 285 MSEK on December 31, 1987, No correspond-
ing transactions existed on September 30, 1986,

Note 11 — Accounts receivable

Accounts receivable are stated after provisions for uncertain
receivables and currency risks.

Note 12 — Expendable spare parts and inventory

SAS Group SAS Congortium
Dec. 31 Sept. 30 Dec. 31 Sept. 30

1987 1986 1987 1986
Expendable spare parts,
light equipment 274 224 274 224
Fxpendable spare parts,
other 46 47 46 47
Inventory 197 162 21 15
Total 517 433 341 286
Note 13 — Restricted accounts
Dec. 31 Sept. 30
SAS Group 1987 1986
Development reserve 6 7
Special investment reserve 0 3
Investment reserve 29 75
Regional development reserve 1 ]
Total 36 34
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Note 14 — Stocks and participations

Number of

Percent

Par value

Book value

SAS Consortium shares  holding in (000s MSEK
Subsidiaries directly included in the

aceounts of the Consortium

SAS Cargo Center A/S, Copenhagen 48 100 DKK 300 0.2
Scandinavian Airlines System of North America Ine., New York 1750 100 USD 175 0.9
SAS France S AL, Paris 5000 100 FRF 500 0.5
Other companies 0.0
Total 1.6
Subsidiaries

SAS International Hotels A/S, Oslo 50000 100 NOK 50000 81.5
SAS Service Parter A/S, Copenhagen 90000 100 DEK 90000 70.5
Vingresor AB, Stockholm 700000 100 SEK 70000 0.0
Diners Club Nordic A/S, Oslo 25100 100 NOK 25100 70.0
Scandinavian Multi Access Systems AB, Stockholm 150000 75 SEK 15000 15.0
MediaSaljarna AB, Stockholm 4000 100 SEK 400 98
SAS Capital BV, Haag 36 100 NLG 36 0.2
Travel Management Group, Norwav A/S, Oslo 50000 100 NOK 5000 1
Travel Management Group, Denmark A/S, Copenhagen 50000 100 DEKK 5000 0.0
Danair A/S. Copenhagen 1 710 a7 DKK 1710 1.2
Airde Cologne, AdeC AB, Stockholm 30000 100 SEK 3000 0.0
SAS Ol Denmark A/S, Copenhagen 300 100 DKEK 300 0.5
SAS Oil Sweden AB 2000 100 SEK 200 0.2
SAS Business Consultants AB, Stockholm 500 100 SEK 50 0.1
InterSAS BV, Amsterdam 104 100 NLG 104 0.2
Business Travel Systems AB, Stockholm 500 100 sEK 50 0.1
SAS Tours AB, Stockholm 10000 100 SEK 1000 1.0
Other 1.4
Total stocks and participations in subsidiaries 326.0
Affiliated companies

Linjeflyeg AB, Stockholm 500000 50 SEK 50000 a5.0
Polygon Insurance Co, Litd., Guernsey 3329036 33 GBP 33529 19.0
Scandinavian Info Link AB, Stockholm 100000 33 SEK 1000 100
Travel Management Group, Sweden AB, Stockholm 45000 30 SEK 4500 4.5
Arctic Hotel Corp. A/S, Narssarssuagq 4000 29 DKK 4000 3.1
Kabenhavns Lufthavns Forremingscenter K75, Copenhagen 40 DKK 4000 5.
Bennett Reisebureau A/S, Oslo 20880 31 NOK 2088 kil
Widerae's Flyveselskap A/S, Oslo 26622 22 NOK 2662 I.1
Copenhagen Excursions A/S, Copenhagen 25 23 DKK 270 (.9
Greenlandair (Gronlandsfly A/S, Godthab) 146 25 DKK 6000 0.4
Scanator AB, Stockholm 500 50 SEK 30 0.1
Malmé Flygfraktterminal AB, Malmd 1455 40 SEK 146 0.0
Total affiliated companies 96.4
Helikopter Service A/S, Oslo 130500 9 NOK 13050 26.2
Sanitas Investment AB, Stockholm 800 5 SEK 80 0.4
Dar-es-Salaam Airport Handling Co Ltd, Dar-es-Salaam 27000 15 TAS 2700 |.4
Airline Tarift Publishing Company, Washington D.C, 17757 4 Ush 17 0.4
Other 2.0

Total other companies

Total other stocks and participations

30.4
126.8

The book value of stock in SAS International Hotels on Dec, 81, 1987 was written up by 355 MSEK. Write-downs of the book value of stock were made in the following companies:
Travel Management Group, Denmark A/S, 4.5 MSEK; Diners Club Nordic A/S, 28.2 MSEK; and Air de Cologne, 5.0 MSEK.
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Note 15 — Goodwill and development costs Note 17 — Long-term advance payments to suppliers
Goodwill arising on consolidation mainly relates to Diners Club Dec. 31 Sept. 50
Nordic A/S 72 (82). Development costs pertain chiclly to SAS | SAS Consortium 1987 1986
ernational Hotels 10 MSEK (2, ‘ingresor 10 MSEK (4). | " — :
International Hotels 10 MSEK (2), and Vingresor 10 MSEK (1) DC—9—80 420 950
DC-9-51 35 83
; . S DC—8-63 = 29
Note 16 — Long-term accounts receivable, subsidiaries Fngine ot a8
Dec, 31 Sept. 30 | MBS i
SAS Consortinm 1987 1986 | Total 455 450
SMART AB 132 126
SAS International Hotels A/S 105 57
SAS Capital BV 61 =
SAS Oil Denmark A/S 19 =
Other 8 7
Total 325 1450
This includes 54 MSEK receivable from SAS International
Hotels A/S, which is reported as loan capital in the accounts of
the subsidiary.
Note 18 — Fixed assets
Cost Accumulated depreciation Book value
Dec. 31 Sept. 30 Dec. 31 Sept. 30 Dec. 31 Sept. 30
SAS Group 1987 1986 1987 1986 1987 1986
Construction in progress 724 238 1 = 723 238
Alircralt 7326 7130 2595 2419 4731 4711
Spare engines and spare parts 1075 1 056 681 580 394 476
Maintenance and aircralt
servicing equipmen 416 348 268 231 148 117
Other equipment and vehicles 2874 2273 1493 1108 1381 1163
Buildings and improvements 1517 1506 399 563 1118 943
Land and land improvements 223 156 3 2 220 154
Total 14155 12707 5440 1903 8715 7804
SAS Consortium
Construction in progress 615 150 615 150
Alrcraft 7326 7130 2595 2419 4731 4711
Spare engines and spare parts 1075 1056 681 580 394 476
Maintenance and airerafl
servicing equipment 416 348 268 231 148 L7
Other equipment and vehicles 1618 1540 899 714 719 626
Buildings and improvements 377 562 85 240 292 263
Land and land improvements 57 51 57 51
Total 11484 10657 4528 4243 6956 6394
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Changes in the book value of aireraft were as follows:

Clost,

September 30, 1966 7130

Acquisitions (gross) 1539

Sales (gross) —1343 7326
Accumulated depreciation,

September 30, 1986 2419

Depreciation 1986/87 575

Reversal of depreciation

upon sale of aireraft —

Transfer from

depreciation reserve 182 2595
Book value, December 31, 1987 4751

The insurance value of the aircralt was 10228 MSEK on
December 31, 1987, This includes the insurance value of leased
aireraft in the amount of 480 MSEK.

Of the year’s aircraft acquisitions, three DU-9-80 aireraft were
acquired formally through leasing agreements. Full payment was
made in respect of all leasing charges and the residual value at the
expiry of the leasing period. The aircralt are shown as fixed assets
in the Balance Sheet, totaling 399 MSEK.

The heading “Other Equipment and Vehicles™
Consortium’s data processing and communications equipment
and (ight simulators at a cost of 969 MSEK (820) and 218
MSEK (120).

The cost ol construction in progress in the SAS Group
increased by 486 MSEK. The major portion of the increase is
attributable to the Consortium. This item includes SAS’s new
headquarters and miscellaneous new construction in Denmark
and Norway. Ol costs incurred relating mainly to furnishings n
leased facilities, 163 MSEK (47) was charged against operating

includes the

meome.

Funds remaining in the depreciation reserve on December 31,
1987 have been transferred to accumulated depreciation ol air-
craft and spare parts.

Accumulated supplementary  depreciation, including write-
downs against investment reserves, cte., relates 1o the following
assets of the SAS Group:

Dec. 31 Sept. 30
SAS Group 1987 1486
Machinery and equipment 76 87
Buildings and improvements 82 67
Lund improvements 2 3
Depreciation of aircraft contracts 63
Total 223 L7

Write-downs against investment reserves and regional develop-
ment reserves during the year amounted to 5 MSEK (11), related
to machinery and equipment. These write-downs increased the
balance of accumulated supplementary depreciation.
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Note 19 — Unearned transportation revenue, net

The reserve against the unearned transportation revenue liability
at cach vear-end is dissolved and reported as revenue the following
vear. In the accounts for the period Oet. 1, 1986 — Dee, 31, 1987,
the reversal totaling 123 MSEK has proved to be too conserva-
tive. Henee, it was possible to reduce this hability by 201 MSEK.
This adjustment is included in the year’s traflic revenue (note 1).
In addition, 61 MSEK was reversed, ollsetting costs from carlier
periods.

Note 20 — Other current liabilities
These include 435 MSEK (208) in overdralt lacilities utilized by
the Group of which 53 MSEK (50) by the Consortium,

Note 21 — Bond loans
The aggregate of SAS Consortium bond loans was 3,242 MSEK
(2751,

Loans are in the following amoeunts and denominations:

Dec. 31 Sept. 30
SAS Consortium 1987 1986
UsD U.S. dollar 1458 1037
ECU European Currency Unit 755 714
NOK Norwegian krona 419 423
CHE Swiss [ranc 297 276
AUD Australian dollar! 201 238
SEK  Swedish krona 70 90
LUF Luxemburg franc 70 -
3270 2718

Less repayments 1988
and 1986/87, respectively —28 —27
Taotal 3242 2751
Specilication of individual loans: Remaining
Interest debt in
Amount issued rate lenor MSEK
80 M Swiss francs 5.500%  77/92 297
150 M Swedish kronor 10.750%  79/94 70
200 M Norwegian kronor 11.625%  84/91 186
250 M Norwegian kronor 10.125%  85/93 233
100 M European Gurrency Units — 9.000%  83/95 753
150 M U.S. dollars 10.125%  85/95 875
50 M Australian dollars’ 14.250%  86/89 201
100 M U.S. dollars 6.750%  87/89 283
400 M Luxemburg francs 7.575%  87/94 70

Total 3270

DPhrough aocurrency swap transdction. SASs repavinent commitment has in principle
been changed to LISLL
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Note 22 — Other loans
Other long-term loans of the SAS Group amount to 1,328 MSEK
(1,493), of which the Consortium accounts for 696 MSEK (849),
The loans are denominated in currencies as follows:
SAS Group SAS Consortium
Dec. 31 Sept. 30 Dee. 31 Sept. 30

1987 1986 1987 1986
UsD US. dollar 36 1087 = 957
NOK Norwegian krona 167 195 1 1
DKK Dranish krone 160 163 12 14
SEK Swedish krona 104 141 67 9l
JPY  Japanese yen 597 12 583 =
ESB  Spanish peseta 166 81 — —
DEM Deutsche mark 60 75 i =
FRE  French franc = 70 = 70
NLG Dutch guilders 49 — 49 —
GRD Greek drachma 87 41 — —
Other 45 38 1 4
Total 1471 1906 713 1136
Less repayments 1938 and
1986/87, respectively —143 —411 —17 —287
Total 1328 1495 696 849

"Ihrough a currency swap transaction, SAS's repavment commitment has in principle
been changed o USD,

The loans for the Consortium fall due for repayment as follows:

1989 15
1990 11
1991 11
1992 and thercafter 659
Total 696

Note 23 — Provision for pension liabilities

Dec. 31 Sept. 30
SAS Group 1987 1986
PRI 62 54
Other 3 3
Total 65 8

The Pension Registration Institute (PRI) is a non-profit service
organization that manages employee pension plans.

Other pension labilites are either covered by periodic pre-
mium payments or are entered as contingent labilities under the
heading “Pension Commitments™.

Note 24 — Subordinated debenture loan
A perpetual 200 million Swiss franc bond loan was lloated during
the 1985/86 fiscal vear. Every [ifth vear, SAS has the exclusive
right to terminate the loan.

The interest rate, fixed for periods of 10 years, at present

amounts to 57 percent per annum.

Note 25 — Equity

Legal  Revaluation Retained Income for Total
SAS Group Clapital reserve reserve earnings  fiscal period cquity
September 30, 1986 2276 64 20 84 1327 3771
[ncome 85/86 1197 130 —] 327
Transfer to parent companies =350 =350
Allocation to statutory reserves 35 =5
Change In translation
difference, net 18 19
Other 1050 1 050
Reserve transferral’ 103 =l 1 104
Income 86/87 1445 1445
December 31, 1987 4276 99 17 202 1445 6039
Consortium
September 30, 1986 2276 1197 3473
Income 85/86 1197 —1197
Transfer to parent companies —35() —350
Other 1 050 1050
Reserve transferral’ 103 103
Income 86/87 1376 1376
December 31, 1987 4276 1376 5652

I See note 8.
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Note 26 — Assets pledged

SAS Group
Dec. 31 Sept. 30

SAS Consortium
Dec. 31 Sept. 30

1987 1986 1987 1986
Mortgages in real estate 441 636 14 16
Corporate mortgages 43 45 — —
Receivables 58 36 15 10
Securities on deposit 25 17 0 0
Total 567 734 29 26
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Note 27 — Contingent liabilities
SAS Group  SAS Consortium
Dec. 31 Scpt. 30 Dec. 31 Sept. 30
1987 1986 1987 1986

Travel guaranties et - 295 205
Guaranties for

pension labilities = = 41 35
Loan guaranties = 4 92

Other conungent
liabilities for subsidiaries - —

(#18

Total contingent
liabilities for subsidiaries = ==
Other contingent

345 =k

liabilities 305 206 85 a2
Pension commiuments 105 90 105 a0
Taotal 410 296 535 509

[n addition o these contingent habilities, certain commitmernts
which could reach 24 MSEK have been made in connection with
the acquisition of aireraft, formally through leasing agreements
(note 18).

Coneering the leasing ol a Boeing 747B in October 1981, the
Consortium has undertaken leasing commitments until 1989, The
Consortium has also undertaken certam obligations in connection
with ticket sales on pay-later plans.

A lawsuit demanding app. 60 MDKK in damages has been
filed against SMART AB by GNData A/S, who claim that
SMART rencged on a contract. SMART AB has contested the
charges.

Loans which have become the objects of currency-rate swaps
are stated at the swap currency’s year-end rate of exchange. In
the event that the counter-party to the swap agreement does not
fulfill his undertaking, SAS currency exposure reverts to the origi-
nal currency of the loan.



Auditors” Report

AUDITORS’ REPORT

We, the undersigned, appointed in accordance with Article 11 of

the Consortium Agreement between AB Aerotransport (ABA),
Det Danske Luftfartselskab A/S (DDL) and Det Norske Luftfart-
selskap A/S (DNL), as auditors of SCANDINAVIAN AIR-
LINES SYSTEM Denmark—Norway—Sweden, have examined
the financial statements of the Group and the Consortium for
the fiscal vear October 1, 1986 to December 31, 1987,

Our audit was performed in accordance with generally accepted
auditing standards. In our opinion, the financial statements pre-
sent fairly the financial position of the Group and the Consortium
at December 31, 1987, and the result of their operations for the
year then ended based upon the accounting principles described
in the section of the Annual Report entitled “*Significant valuation
and accounting principles.”

Stockholm, April 6, 1988

ARNE BRENDSTRUP
Authorized Public Accountant

OLE KOEFOED
Authorized Public Accountant

BERNHARD LYNGSTAD
Authorized Public Accountant

JACOB BERGER
Authorized Public Accountant

ROLAND NILSSON
Authorized Public Accountant

SOREN WIKSTROM
Aulthorized Public Accountant
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FINANCIAL SUMMARY

86/87 86/87 85/86 B4/85 82/85
TRAFFIC/PRODUCTION 15 mths 12 mths 12 mths 12 mths 12 mths
Number of cities served 85 84 89 88 93
Kilometers flown, scheduled {millions) 171.7 1372 1359 125.0 119.3
Total airborne hours {000} 274.5 218.8 2175 194.7 182.1
Total number of passengers carried (000} 15672 12497 11708 10735 9999
Available tonne kilometers, total {millions) 3018.7 2R 2490.9 2382.2 25513
Available tonne kilometers, charter 20.9 16.6 122 8.2 19.8
Available tonne kilometers, scheduled 2997.8 2410.7 2478.7 2364.0 J2lls
Revenue tonne kilometers, scheduled  {(millions) 1969.3 15715 1 560.9 1.502.1 1431.2
Passengers and excess baggage 1421.6 1136.8 1096.6 1054.4 986.0
Freight 483.8 385.9 409.0 396.5 393.9
Mail 63.9 49.0 55,3 Al 5.5
Total load factor, scheduled (%) 65.7 Ha.2 63.0 63.5 619
Available seat kilometers, scheduled (millions) 23463 18799 18849 17818 17037
Revenue seat kilometers, scheduled {imillions) 16097 12949 12471 11966 11159
Cabin lactor, scheduled (%) 68.6 68.9 66.2 67.2 2 65,5
Average passenger trip length (km} 1030 1039 1067 1119 1214
Traflic revenue/revenue tonne km (SEK) 8.64 8.60 8.41 (o T
Airline oper., expense/avail. tonne km (SEK) 5.47 5.38 5.26 4.81 4,12
Revenue tonne km/employee, scheduled 4 77200 78900 79700 83 700
Rev. passenger kin/employee, scheduled = (636 100 630700 635000 352 500
GROUP, MSEK
INCOME STATEMENTS 7
Revenue 29924 23870 21585 19790 15972
Income before depreciation 2517 2346 2216 1550 1289
Depreciation 1380 1 126 863 574 483
Gain on the sale of equipment, cte. 394 313 34 =i 5
Financial items, net 167 130 128 58 =210
Income before extraordinary items 1698 1663 1515 1017 601
Extraordinary items = S = = =
Income before allocations and taxes 1698 1 663 1515 1017 601
STATEMENTS OF CHANGES IN
FINANCIAL POSITION
Net financing from the year’s operations 2559 1925 1625 1398 1244
Investments, total —3493 —2660 —4128 —1761 —959
Sale of equipment, ete. 1065 784 410 — 696 48
Financing deficit/surplus 131 47 —2093 — 1059 733
Owner’s contribution 1050 1050 — - —
Net borrowings 344 399 1999 724 —346
Change in liquid funds 1525 1496 = 94 —= 535 387
BALANCE SHEETS
Liguid funds 5107 5078 3582 3676 4 2597
Ciurrent assets, other 4692 5164 4530 3610 3 2831
Non-current assets' 9781 9587 8769 5901 4 3654
Current liabilities 6852 6747 6729 6257 6 1552
Long-term debt 5817 5923 522 3310 2 2314
Equity and reserves 6911 : 7159 4830 3620 2 2917
Total assets 19580 19829 16881 13187 15 9082
RATIOS = i
Gross profit margin, % =2 10 10 e 8
Net profit margin, % == 6 7 5 4
Return on capital employed, % = 16 22 2] 24
Including sale of equipment, ete., % = 18 22 21 24
Ratio of risk-hearing capital, % 35 36 29 27 25
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Finanetad Summar)

86/87 86/87 85/86 84/85 83/84 82/83

CONSORTIUMY, MSEK 15mths 12 mths 12 mths 12 mths 12 mths 12 mths
INCOME STATEMENTS
Traflic revenue 17592 14052 13436 12572 11577 13463
Other operating revenue 4428 3539 3039 2862 2a74 2137
Revenue 22020 k2571 16495 15434 14151 12600
Income before depreciation 1902 1753 1772 1216 1356 1015
Depreciation 1060 674 690 H7 438 399
Gain on the sale of equipment, ete. 341 286 = 10 2 605 5
Financial items, net 193 166 125 31 — 192 =137
Income belore extraordinary items 1376 1331 1197 §22 1331 462
Extraordinary items =t = = =G —413 =
Income belore allocations and taxes 1376 1331 2 807 918 462
STATEMENTS OF CHANGES IN
FINANCIAL POSITION
Net financing from the year’s operations 2049 1447 1331 984 1233 1060
[nvestments in flight equipment —1694 —1226 —24961 — 1006 =683 — 143
Investments, other —1100 — 886 =00 — 601 —328 =340
Gain on the sale of equipment, etc. 1008 762 365 — 750 955 35
Financing deficit/surplus 263 97 — i —1373 1177 612
Owner’s contribution 1050 1050 = — = —
Net borrowings 101 343 1749 770 295 —328
Change in liquid funds 1414 1480 — 288 — 603 1472 284
BALANCE SHEETS
Liquid funds 3965 1041 2551 2839 3442 1993
Current assets, other 3273 3729 3328 2930 2667 2999
Non-current assets 8374 8287 7632 1985 3157 2883
Caurrent liabilities 4641 1816 4796 4959 4976 3636
Long-term debt 4954 5082 4546 2630 1715 1 641
Equity and reserves 6017 6159 4169 3165 Zais 1891
Total assets 15612 16057 13511 10751 9266 7168
RATIOS
Gross profit margin, % = 10 11 8 10 8
Net profit margin, % = 6 7 5 i 4
Return on capital employed, % = 14 2] 21 29 23

Including sale of equipment, ete., % — 17 2] 21 42 23
Ratio of risk-bearing capital, % 39 38 31 7 29 28 26
PERSONNEL {average)
Consortium 20588 20465 19735 18845 7710 17101
Group 34463 34207 30775 29730 28526 26657

U Including restricted acconnt balances.

# Including ninarity interest.

* Not relevant for 15-monih period.

#The SAS Consortivm includes the Group Management, SAS Airline, SAS Finance, SAS Irading and Joint Group projects.
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Board of Divectors

BOARD OF
DIRECTORS
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Upper row, from left. jan Carlzon, President and Chief Executive Officer, Ingvar Lilletun, Ralf Frick, Per Fspersen, Krister
Wickman, Kaj Tkast, Bjern Eidem. Bottom row: Curt Nicolin, Haldor Topsae, Tor Moursund.

Haldor Topsge, born 1913, Dr. Phil.
and Eng. Chairman of SAS Board 1986/
87. Danish Chairman of SAS Board
since 1968, representing the private
Danish owners. Also Chairman of DDLL
and Haldor Topswe A/S. Member of the
Boards of Jens Villadsens Fabriker A/S.
Hafnia Forsikring A/S and Hafnia
Invest A/S.

Personal deputy:

Flemming af Rosenborg.

Curt Nicolin, born 1921, Hon. Dr. Eng.
First Vice Chairman of SAS Board
1986/87. Swedish Chairman of SAS
Board since 1973, representing the pri-
vate Swedish owners. Chairman of the
Boards of ASEA, ESAB, Flake, STLA
and Swedish Match. Co-chairman of the
Board of ABB Asea Brown Boveri. Also,
member of the Boards of Skandinaviska
Enskilda Banken, Incentive, Investor,
Providentia, Linjeflyg and the Royal
Swedish Academy of Sciences,

Personal deputy:

Peter Wallenberg.




Baard of Directors

Tor Moursund, born 1927, Supreme
Court Attorney. President of Christiania
Bank og Kreditkasse. Second Vice
Chairman of SAS Board 1986/87.
Norwegian Chairman of SAS Board
since May 1983, Chairman of DNL’s
Board and representative of the Nor-
wegian government. Chairman of
Christiania Bank Luxembourg.
Personal deputy:

Ragnar Christiansen.

Kaj Ikast, born 1935, Major, member
of Danish Parliament. Member of SAS
Board since 1987 and Vice Chairman of
DDL. Member of Railway Council, Per-
sonal Traflic Council and Transporta-
tion Council.

Personal Deputy:

Jimmy Stahr.

Krister Wickman, born 1924, L.1..B.
and Ph.L. Member of SAS Board since
1974, representing the Swedish Govern-
ment and Chairman of ABA. President
of the National Swedish Pension Insur-
ance Fund. Chairman of the Association
of Swedish Authors and member of the
Boards of AGA, Pharos and VPC (the
Swedish Securities Register Center).
Personal deputy:

Bengt Dennis.

Bjorn Eidem, horn 1942,

Supreme Court Attorney. Member of
SAS Board since May, 1983, represent-
ing the private Norwegian owners.
Senior Vice President of Fred. Olsen &
Co. Vice Chairman of DNL. Chairman
of the Board of Norges Handels- og
Sjefartstidende and Widerae’s Airlines.
Member of the Boards of Ganger Rolf
and Bonheur. Member of the stock
exchange committee of the Oslo Stock
Exchange.

Personal deputy:

Halvdan Bjerum.

Employee Representatives

Claus Lindegaard, Denmark, born
1943. Employed in the Technical Divi-
sion of SAS. Member of the SAS Board
since 1988. (Took Per Espersen’s place
on January 26, 1988.)

Deputies:

Hans Dall and Jens Tholstrup Hansen,

Ralf Frick, Sweden, born 1931. Em-

ployed in the Technical Division of SAS.

Member of the SAS Board since 1986.
Deputies:

Harry Sillfors and Kenneth Andréasson.

Ingvar Lilletun, Norway, born 1938.
Employed in the sales sector in Route
Sector Norway. Member of SAS Board
since 1979,

Deputies:

Karin Hval and Svein Vefall.
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Curporate Management

GROUP MANAGEMENT

CORPO RATE From left: Bo Stahle, Viee President and General Counsel: Per-Axel Brommesson, Fxeeutive Vice President — 5:

Frede Ahlgreen Eriksen, Executive Vice President — Benmark; Nils G Molander, Executive Vice President and Gy

MANAG E M E N T Controller; Jan Carlzon, President and Chief Fxecutive Officer; Anders Claesson, Viee Pressdent and Group Trea

Helge Lindberg, Executive Fice President — Noveway. Terje Sunde Johnsen, Vice President, Stratesic Planning: Preben
Kjar, Fice President, Information.

Terje Myklehust, SAS International Hotels Ivar Samrén, SAS Service Pariner
Christer Sandahl, Fingresor Henrik Meldahl, Seanair

62




Corparate Manpgenient

Peter Farssman, Koure Sector Sweden Goran Yxhammar, Traffic Services Division
Ingar Skaug, Route Sector Norway Mats Mitsell, Operations Division
Lars Bergvall, Chief Operating OQfficer, SAS Airline Kurt Thyregod, Route Sector Denmeark

Sven Helding, Reute Sector Europe Kjell Fredheim, Route Sectar Intercontinental
U Abrahamsson, Technival Division Per Johan Orrby, Cargo

Bjarn Bolde-Christias, Information Strategies Viggo Lefsgaard, Head of Flight Operativns
Bengt A, Higelund, Deputy Chief Operating Officer,

SAS Airline ' i
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Denmark

MOGENS PAGH

Second Vice Chairman

KARL BREDAHL
FLEMMING AF ROSENBORG
NIELS FRANDSEN

JORGEN L. HALCK

SVEND AAGE HEISELBERG
POVL HJELT
KAJ IKAST

JIMMY STAHR

HALDOR TOPS@E

Employee representatives
HANS DALL
CLAUS LINDEGAARD

JENS THOLSTRUP HANSEN

Deputies

IB JENSEN

VOLKER PAULSEN
HANS P. TANDERUP

ARNE BRENDSTRUP
Authorized Public Accountant
SCH@BEL & MARHOLIT
member firm

Touche Ross International

OLE KOEFOED

Authorized Public Accountant
CENTRALANSTALTEN FOR REVISION
member firm

Arthur Young International

Norway

NILS ] ASTRUP
First Vice Chairman
HALVDAN BJ@RUM

RAGNAR CHRISTIANSEN

BJ@RN EIDEM

PER HYSING-DAHL
EINAR HOVDING
TORSTEIN LJ@STAD
TOR MOURSUND
GISLAUG MYRSET
FRED. OLSEN

OLE ROMER SANDBERG

Deputies

GRO BALAS

HELGA GITMARK
JANNIK LINDBEK
JOHAN FR. ODFJELL

Employee representatives
KARIN HVAL
INGVAR LILLETUN
SVEIN VEFALL

Deputies
ASBJ@RN HINDRUM
GUNSTEIN MOEN

BERNHARD LYNGSTAD
Authorized Public Accountant
REVISJONSSELSKAPET FORUM
member firm

Touche Ross Internarional

JACOB BERGER
Authorized Public Accountant
REVISJONSSELSKAPET FORUM
member firm

Touche Ross Tnternativial

Sweden

KARL-ERIK PERSSON
Chatrman

BORJE ANDERSSON
ROLF CLARKSON
ULF DAHLSTEN
KURT HUGOSSON
NILS HORJEL

BO AX:SON JOHNSON
CURT NICOLIN

BO RYDIN
JAN-OLOF SELEN
BJORN SVEDBERG
JAN WALLANDER
PETER WALLENBERG
KRISTER WICKMAN

Deputies

PEDER BONDE
INGEMAR ELIASSON
GUNNAR ERICSSON
GOSTA GUNNARSSON
CARL-OLOV MUNKBERG
MONICA SUNDSTROM

Employee representatives
KENNETH ANDREASSON
RALF FRICK

HARRY SILLFORS

Dejusties

BO FRIDSBERG
HANS LEVIN
BENGT RADIX

ROLAND NILSSON
Authorized Public Accountant
BOHLINS REVISIONSBYRA AB
member firm

Deloitte, Haskins & Selis Internanonal

SOREN WIKSTROM
Authorized Public Acecountant

IRG Revision, EINAR LARSSONS AB
member firm

Teuche Ross International




Head Office

SAS
S-161 87 Stockholn
Sweden

Visitors” address:
Frosuncaviks alle 1, Selna
Telephone: +46-8-797 (000G

Denmark:

SAS

Box 150

DRK-2770 Kastrup
Diewmnark

Visitors address:
Hedeeardsyve) 88
Telephione: +43-1-50491 11

Norway:

SAS

N-1330 Oslo Anport
Norway

Visitors” address:
Fornehuveien 38—40

16050

Telephone: +47-2-

Sweden:

SAS

S-16EET Stackholm
Sweelen

Visitors” address:
rosundaviks allé 1, Solna
Telephone: +46-5-797 0000

Leles numbier oy SAS
i Scandinavia is
22963 SASNT Dk

Prewluc tion:

Wildecn Eksmonnsk Lidormation
anih S AS Roncemckonann

Subsidiaries

SAS International Hotels A/S
Postbhoks 325
N=13240 Lysaker

Norway

Telephone: +47-2-50

SAS Service Partner A/S
IKristen Bermkows Gade |
DE-1H05 Copenhagen s
Denmark

Telephaome: +45-1-03 1985

Vingresor AB

S-10520 Stockholm
Sweden

Telephone: +46-8-79667 (1)

Diners Club Nordic A/S
Langkai |
N-0O150 Oslo 1
Norwiay
3}

Telephone: +47-2-55 F5 60

MediaSiljarna AB
Khppgatan 1
S-11635 Stuckholm
Sweden
Telephone: +46-8-7 1101 10
Scandinavian Multi Access
Systems AB

Box 1:118

S-17127 Solna

Sweden

'|'e'\t'pE|e>iu‘i +46-8-7 349620

Affiliated
Companies

Scanair

Jox 20085

S-161 20 Stockholm-Bromina
Sweden

Telephone: +46-8-7649100

Linjeflyg AB

Box 300

S-190 43 Stoekholm-Avlanda
Sweden

Telephone: +16-8-797 5000

Travel Management Group
Sweden AB

Box 3112

S- 102403 Stockholim

Sweden

Felephone: +46-8-7380300

Scanator AB
Bax 1213
S-16428 KNista
Swetlen
Telephone: +46-8-730F0 10
Polygon Insurance
Company Lid.

POy Box 34

5L Peter Port, Guernsey
Chammnel Tslands
Telephone: +EFERT81-2681 36

Bennett Reisebureau A/S
Posthaks 460

NAOLOL Orslo |

N(H‘\.\ A

Telephone: +47-2-200000

Gronlands{ly A/S
Posthoks 1012
DI-3900 Godihals
Crreenlaned

Telephone: +209-24488

Financial informauon:

Mnnal Report <My

Literim Report -Seprember.
These can be ordered from SAS,
S-161 867 Stockholm, Sweden.

ADDRESSES







