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Reports

All reports are available in English and
Swedish and can be ordered from: SAS,
SE-195 87 Stockholm,

telephone +46 8797 17 88,

fax +46 8797 51 10.

They can also be ordered on the Internet:
www.sasgroup.net

Direct further questions to SAS Group
Investor Relations, Vice President -
Head of SAS Group Investor Relations,
Sture Stelen, telephone +46 8797 1451
or e-mail: investor.relations@sas.se

Group publications

The Code of Conduct, rules and
guidelines for business ethics for
the SAS Group in Danish, Norwe-
gian, Swedish, English and Spanish
and “Civil Aviation in Scandinavia -
value and importance” in Danish,
Swedish and English are available in
printed or digital form at
www.sasgroup.net

Financial calendar
Annual General Shareholders’ Meeting,
Apr. 20,2006
Interim Report 1 (Jan.-Mar.), May 4, 2006
Interim Report 2 (Jan.-Jun.), Aug. 9, 2006
Interim Report 3 (Jan.-Sep.), Nov. 8, 2006
Year-end Report 2006, Feb. 2007
Annual Report 2006, March 2007
The SAS Group’s monthly traffic data and
most recently updated financial calendar are
available under Investor Relations at
www.sasgroup.net

Annual General Shareholders’ Meeting
The SAS Group’s Annual General
Shareholders’ Meeting will be held on
April 20 at 3:00 p.m. Venues:
Copenhagen: Radisson SAS Scandi-
navia, Hotel, Amager Boulevard 70
Solna: The SAS Group head office,
Frosundaviks Allé 1
Oslo: Radisson SAS Plaza Hotel,
Sonja Henies Plass 3.




The SAS Group

SAS AB is the parent company of the SAS Group, the Nordic region’s largest listed airline and travel group, offering
air transport, airline related services and hospitality services. Scandinavian Airlines, Spanair and Bluel are members

of the world’s largest global airline alliance - Star Alliance™. The Group also includes the airlines Widerge and

airBaltic as well as the partly owned airline Estonian Air. The other business areas are Airline Support Businesses,

Airline Related Businesses and Hotels.

SAS

SAS Group

Scandinavian
Airlines Businesses

Subsidiary

& Affiliated Airlines

Airline Related
Businesses

Affiliated Airlines:
Estonian Air

|
|
Aeronautical Group** |
|

** Sold during the fourth quarter
of 2005.

Scandinavian Alrlines Spanair SAS Ground Services SAS Flight Academy Rezidor SAS
Danmark
SAS Braathens Widerge SAS Cargo Group SAS Media
Scaqd|naV|an Alrlines Bluel SAS Technical Services* SAS BUSIF.]FTSS
Sverige Opportunities
Scandingvian Airlines airBaltic * The SAS Group concluded | Jetpak Group** |
International an agreement to sell 1 1
67% of SAS Component ! é ”””””””” B
in November 2005. ! uropean

The Annual Report 2005 follows the business structure above. As of January 1, 2006, the business area Airline Related Businesses was eliminated, and
SAS Business Opportunities was moved to Scandinavian Airlines Businesses. SAS Flight Academy was moved to Airline Support Businesses and SAS
Media to Corporate Functions. The new business structure in effect from January 1, 2006, is found on page 93.

The SAS Group in brief (Definitions & concepts, see back flap.)

Summary statement of income, Group 2005 20041 Keyfigures, Group 2005 2004
Operating revenue, MSEK 61,887 58,093 Investment, MSEK 1,827 3,865
EBITDAR, MSEK 6,117 4,468 Average number of employees ! 32,363 32,481
EBITDAR margin 9.9% 7.7% Total number of aircraft 294 297
EBIT, MSEK 1,373 —792 Number of daily departures, average 1,520 1,450
EBIT margin 2.2% ~1.4% Number of destinations 147 146
CFROI 13% 9% Carbon dioxide (CO,), 000 tonnes 6,182 5,951
Income before capital gains Nitrogen oxides (NOy), 000 tonnes 23.2 220
and nonrecurring items, MSEK 114 -1,701 1 .
’ ! Ofwhich 42% (42%) and 58% (58%).
EBT, income after financial items, MSEK 418 -1,833 which women 42% (42%) and men 58% (56%)
! Restated result (for description, see the Report by the Board of Directors, page 56).
Earnings and degree of achievement of long-term targets, Group companies, 2005  Key figures, share, SEK 2005 2004
Negative Positive Target  Improvement  Earnings per share 1.06 -10.70
earnings earnings achievement® since 2004 Market price at year-end 104.5 60.0
. — Dividend (proposed for 2005) 0.0 0.0
Scandinavian Airlines Danmark [ ] v Divi el : " o
SAS Braathens v ividend yield, average price 0.0% 0.0%
Scandinavian Airlines Sverige [ ) v
Scandinavian Airlines International [ ] v
Spanair v Key figures, Group’s airline operations 2005 Change
Widerge Number of passengers, 000 34,926 8.0%
Bluel v Number of passengers, including bonus trips, 000 36,312 6.0%
airBaltic o RPK, mill. 35,085 6.8%
SAS Ground Services ASK, mill. 52,754 2.4%
SAS Technical Services Cabin factor, scheduled 66.5% +2.8pts.!
SAS Cargo Group v Cabin factor, scheduled, including bonus trips 69.1% +3.3pts.!
SAS Flight Academy v Yield, SEK 1.14 1.4%
Rezidor SAS v Unit cost, SEK 0.74 2.1%

! Degree of achievement of the Group’s return target over a business cycle.

! Change in percentage points (pts.).



Scandinavian Airlines Businesses

Key figures 2005 2004  Salesbreakdown 2005
Operating revenue, MSEK 36,695 35,673 Norway 34%
EBITDAR, MSEK 3,427 2,123 Sweden 23%
EBITDAR margin 9.3% 6.0%  Denmark 12%
Earnings, MSEK -48 -1,464

CFROI 9% 6%

Investment, MSEK 323 970 ngzt?;gGmUp
Number of passengers, mill. ~ 23.8 238 ; o
Average no.ofemployees’ 8,242 9,254 revenue: 503 %
Carbon dioxide (CO,),000t. 4,245  3,747°

Nitrogen oxides (NOy),000t. 16.0 14.1°

Environmental index 72 76

1 Of which women 53% and men 47%. 2 Excluding Braathens.

Subsidiary & Affiliated Airlines

The business area consists of the
airlines Scandinavian Airlines Danmark,
SAS Braathens and Scandinavian
Airlines Sverige, which operate flights
to/from and within Denmark, Norway
and Sweden. Scandinavian Airlines
International operates the Group’s
intercontinental flights. The airlines
carried approximately 24 million
passengers in 2005. The business
area coordinates the Group’s sales
resources in Scandinavia and inter-
nationally.

Main markets: Scandinavia,
Europe, North America and Asia.

Competitors are airlines that fly to, from
and within Scandinavia. Chief rivals are
Finnair Group, Air France/KLM, British
Airways, Norwegian, Sterling, Ryanair
and germanwings.*

Customers: Primarily frequent travelers
in the business and leisure segments.

Return requirements: At least 20%
CFROl over a business cycle.

Key figures 2005 2004  Salesbreakdown 2005
Operating revenue, MSEK 14,352 11,858 Spain 58%
EBITDAR, MSEK 1,920 1455  Norway 17%
EBITDAR margin 13.4% 123%  Finland 7%
Earnings, MSEK 279 27
Investment, MSEK 342 1,017 sh G
Number of passengers, mill. 11,1 8,6 op::gtci)ng roup

1
Average no. of employees 5,903 5,145 revenue: 197%

Carbon dioxide (CO,),000t. 1,928° 1,603
Nitrogen oxides (NOy), 000t. 7.1 6.2
Environmental index, see each company

! Of which women 48% and men 52%.
2 Incl. airBaltic.

Airline Support Businesses

«

The business area consists of the air-
lines Spanair, Widerge, Blue1 and air-
Baltic, which carried approximately 11
million passengers in 2005. Spanair is
Spain’s second-largest airline and oper-
ates scheduled and charter flights.
Widerge is the Nordic region’s leading
regional carrier, and Bluel is Finland’s
fastest growing airline in domestic and
international service. With bases in Riga
and Vilnius, airBaltic is growing quickly
in the Baltic states. Also included is the
strategic affiliated company Estonian
Air, which flies to and from Tallinn.

Main markets: Spain, Norway, Finland
and the Baltic states.

Competitors are Iberia, Finnair Group,
Air Europa, Ryanair, Easyjet, Vueling
and network airlines in Europe. *

Customers: The airlines’ business
models are tailored to their respective
markets for frequent travelers in the
business and leisure segments.

Return requirement: Atleast 25%
CFROIl over abusiness cycle.

Key figures 2005 2004 Sales breakdown 2005
Operating revenue, MSEK 14,876 14,213 External operating revenue 36%
EBITDA, MSEK 879 1,077 of which Denmark 25%,

EBITDA margin 5.9% 7.6% Sweden 38%, Norway 21%

Earnings, MSEK 287 507 SAS Group 64%
Investment, MSEK 692 585

No. of pass. handled, mill. 73,6 72,1 Share of Group

Flown tonnes, 000 287 278 operating

Average no.ofemployees’ 11,845 11,893 revenue: 20.4%

Unsorted waste, tonnes 2 529 344 -

Energy consumption, GWh? 193 183

1 Of which women 26% and men 74%.
2 Includes Airline Related Businesses and all units
owned or managed by SAS Facility Management.

Airline Related Businesses

The business area consists of SAS
Ground Services (SGS), SAS Technical
Services (STS) and SAS Cargo, which all
supportairline operations. SGS and STS
are leaders in their home markets in the
areas of ground handling and technical
aircraft maintenance. SAS Cargo has a
strong presence in the Nordic air freight
market.

Main markets: SGS: Scandinavia, STS:
The Nordic and Baltic regions, and SAS
Cargo: Nordic region, but operations are
generally global.

Competitorsin ground handling are
Penauille Servisair and Novia.

STS competes with SR Technics group,
Iberia and Air France Industries. SAS
Cargo competes with British Airways
World Cargo, DHLand TNT. *

Customers: SAS Cargo’s customers are
mostly found outside of the SAS Group.
Although SGS’s and STS’s customers
are primarily in the SAS Group, the
share of external customers is growing.

Return requirements: SGS’s targetis an
EBITDA margin of at least 8% over a
business cycle. STS’s target is an ROIC
of 12% over a business cycle.**

SAS Cargo’s financial target is a CFROI
of atleast 20% over a business cycle.

Key figures 2005 2004  Salesbreakdown 2005
Operating revenue, MSEK 1,582 2913 External operating revenue 79%
EBITDA, MSEK 157 197 SAS Group 21%
EBITDA margin 9.9% 6.8%

Earnings, MSEK 56 43

Investment, MSEK 68 182

No. of simulator hours 67,156 66,407 \ Share of Group

Average no.ofemployees' 599 862 ?ggsjgg 2 1%

Unsorted waste, tonnes — -
Energy consumption, GWh - -

! Ofwhich women 43% and men 57%.

The business area consists of airline
related businesses and includes SAS
Flight Academy, SAS Business Opportu-
nities and SAS Media. SAS Flight Acade-
my trains pilots and cabin crew from all
over the world. SAS Business Opportu-
nities develops ancillary revenues. SAS
Media publishes in-flight magazines for
Scandinavian Airlines Businesses and
Widerge as well as tourist destination
information in various media.

Main markets: Scandinavia, though
SAS Flight Academy serves a global
clientele.

Competitors are local as well as global
players. SAS Flight Academy competes
with CAE, Alteon and GECAT.*

Customers: Its customers are private
companies, airlines and the public
sector.

Return requirements: SAS Flight
Academy’s financial target is an ROIC
of atleast 11% over a business cycle.
SAS Business Opportunities’ and SAS
Media’s financial target is an EBITDA
margin of at least 10%.

Key figures 2005 2004  Salesbreakdown 2005
Operating revenue, MSEK 5,458 4,552 Norway 30%
EBITDA, MSEK 412 165  Sweden 13%
EBITDA margin 7.5% 3.6% Denmark 11%
Earnings, MSEK 302 40

Investment, MSEK 358 521

Number of rooms sold,000 6,836 5,964 ‘ Sharetgf Group

Average no.ofemployees® 4,922 4436 (r)g/eerr?ulg'g 75<V
Unsorted waste, tonnes 12,326 10,505 . 270

Energy consumption/m? kWh 260 277
Water consump./guest night, lit. 450 451

! Ofwhich women 52% and men 48%.

The business area consists of Rezidor
SAS Hospitality, which operates the
Group’s hotel business under the brands
Radisson SAS, Park Inn, Regent, Country
Innand Missoni. One of the largest
hospitality management companies

in Europe, Rezidor SAS operates 217
hotels in 48 countries. In 2005 the num-
ber of guest nights totaled 6.8 million.

Main markets: The Nordic countries,
the Baltic states, the Benelux countries,
the UK., Germany and Ireland, where
Rezidor SAS enjoys a strong position.

Inthe rest of Europe as well as Africa,
the Middle East and Asia, its position is
growing stronger.

Competitors are Hilton, Marriott,
Sheraton, Novotel, Scandic, Choice
hotels and others. *

Customers: The Rezidor SAS brands
are aimed at business and leisure
travelers in the luxury, first class and
mid-market segments.

Return requirements: EBITDA margin
of 10% over a business cycle.

*See Analysis of competitors, page 13. ** The target is being revised after the sale of 67% of SAS Component.



We offer a wide
array of travel and
hospitality products.

No complicated
rules, easy Internet
booking and total
freedom of choice.
You fly with us

on your terms.




Results for the year

The year’s operating revenue
MSEK 61,887

® Qperating revenue for the full year
amounted to MSEK 61,887 (58,093), an
increase of 6.5%.

Operating revenue by business area:
Scandinavian Airlines Businesses: MSEK
36,695 (+2.9%). Subsidiary & Affiliated
Airlines MSEK 14,352 (+21%). Airline Sup-
port Businesses MSEK 14,876 (+4.7%).
Airline Related Businesses MSEK 1,582
(-45.7%). Hotels: MSEK 5,458 (+19.9%).

Record high

® The SAS Group’s cabin factor improved
by 2.8 percentage points to 66.5% in
20005, the highest cabin factor ever. The
number of passengers reached a record
high, totaling 34.9 million.

B The yield for the entire Group was SEK
1.14, an improvement of 1.4% owing to
compensation for jet fuel.

Dividend

Will not
be paid

B The Board of Directors proposes to the
Annual General Shareholders’ Meeting
that nodividend be paid to SAS AB’s share-
holders for the 2005 fiscal year. The rea-
son for this is the impact on the Group of
the structural changes the airline industry
is undergoing and the fact that the Group’s
financial position is vital for its further
operations in a period of negative earnings.

SAS Group Annual Report 2005
Results for the year

Earnings growth
MSEK 1,815

Income before depreciation and leasing
costs for aircraft (EBITDAR) amounted to
MSEK 6,117 (4,468) for the full year.
Income before capital gains and nonre-
curring items improved by MSEK 1,815,
amounting to MSEK 114 (-1,701).
Income after financial items amounted to
MSEK 418 (-1,833).

Netincome for the period was MSEK 255
(-1,765).

CFROI for 2005 was 13% (9%).

Turnaround 2005

Fully
implemented

® Turnaround 2005 comprising savings of

SEK 14.2 billion was completed as
planned. Since 2002, the unit cost has
fallen by just over 30%, adjusted for cur-
rency effects and increased fuel prices.
However, despite vigorous measures,
further cost savings are needed to guar-
antee long-term competitiveness in sev-
eral Group units. The Group has initiated
cost-cutting measures equal to SEK 2
billion.

2006

Growth

B The success of the new business mod-

els, along with the implemented cost-
cutting measures, means that the SAS
Group is entering 2006 in a stronger
strategic position. However, achieving a
competitive cost level and profitability
at Scandinavian Airlines remains a chal-
lenge and requires a good working rela-
tionship with allemployee groups.

Earnings per share
sek 1.06

® For the SAS Group, earnings per share
totaled SEK 1.06 (-10.70).

B Equity per share amounted to SEK 69.93
(67.09).

Unit cost, change
54 %

B The total unit cost adjusted for currency
effects decreased by 1.7% for Scandina-
vian Airlines Businesses during the period
January-December 2005. Adjusted for
increased jet fuel prices, the unit cost
decreased by 5.4%.

B The unit cost for Spanair rose by 3.4%,

for Widerge by 5.0% and for Bluel by
6.1%.

Sustainability

Improvement

® Airline operations saw record low fuel

consumption per passenger as well as a
sharp improvement in the environmental
index for most Group airlines.

B |n May, the SAS Group Board of Directors

adopted a Code of Conduct, which was
distributed to all employees.



Important events

First quarter
2005 T

B Following the tsunami disaster in Asia
the SAS Group set up an airlift between
Bangkok, Stockholm, Oslo and Copen-
hagen from December 27, 2004, until
January 4, 2005. The Scandinavian gov-
ernments shared the cost, which amount-
ed to SEK 28 million.

® JohnS. Dueholmtook over responsibility
for Scandinavian Airlines Businesses from
February 15.

B The SAS Group sold SAS Trading’s oper-
ations in Poland, Latvia and Estonia to
Inflight Service Europe AB.

® The SAS Group intensified its collabo-
ration with U.S.-based Carlson Hotels
Worldwide in an agreement under which
Carlson Hotels acquired a 25% stake in
Rezidor SAS in exchange for improved
commercial terms regarding the parties’
existing Master Franchise Agreement
(MFA).

® Scandinavian Airlines became the first
airline in the world to offer wireless Inter-
neton board all intercontinental aircraft.

B Scandinavian Airlines Sverige launched
“Nya Inrikesflyget” (a new domestic con-
cept) based on one-way fares and simpli-
fied ticketrules.

Second quarter
2005

B SAS AB'’s Annual General Shareholders’
Meeting on April 13,2005 decided not to
issue a dividend for 2004.

® All Board members of SAS AB were re-
elected and Timo Peltolawas elected as a
new member of the Board.

Third quarter ; i

2005 |

|5' a | |

The Norwegian Competition Authority
fined SAS Braathens MNOK 20 for abuse
of its dominant position on the Oslo-
Haugesund route and announced possi-
ble fines of up to MNOK 30 for Oslo-Ale-
sund for the same reason. SAS Braathens
disputed the accusation regarding Oslo-
Alesund and has decided to appeal the
decision regarding Oslo-Haugesund. The
Norwegian Competition Authority con-
cluded its examination of several other
routes without finding conditions that
contravene the Competition Act.

On August 24, Scandinavian Airlines In-
ternational had a tail strike with an Airbus
A340 in Shanghai. The SAS Group takes
a serious view of incident and therefore
carried out an investigation. A number of
measures have been identified to ensure
that the incident does not happen again.
Scandinavian Airlines Businesses and
Bluel introduced a new business model
on its routes within Scandinavia and
to/from Europe based on one-way fares
and dynamic pricing, starting on Sep-
tember 1.

Spanair was the first Spanish airline to
receive |IOSA certification (IATA Ope-
rational Safety Audit) after meeting all
airline operation and safety standards.

Fourth quarter
2005

On October 1, Hakan Ericson became a
new member of Group Management with
responsibility for Airline Support Busi-
nesses and Airline Related Businesses.
During an internal routine check-up in
November 2005 it was found that ele-
ments of planned inspections of engines
and engine mounts on Airbus A340s had
not been carried out. The reason was in-
adequate administrative routines, which
were changed immediately.

Widerge won the tender for 11 out of 16
routes on the Norwegian short runway
network.

The SAS Group sold European Aeronauti-
cal Group to Navtech, Inc. for MSEK 162.

The SAS Group sold Jetpak Group to
Polaris Private Equity for MSEK 492.

The SAS Group sold 67% of SAS Com-
ponent to Singapore Technologies Engi-
neering. The total value of the transac-
tion amounted to MSEK 2,500.

It was decided that Bluel would start
services to nine new European destina-
tions from Helsinki from the first quarter
of 2006.

After January 1,
2006

B At Spanair, some revenue and expense

items were incorrectly booked for the
period 2002-2005.

Pilots at Scandinavian Airlines Danmark
went on a wildcat strike that resulted in
the cancellation of nearly all flights from
Copenhagen for three days. At the same
time, an unusually high number of pilots
at SAS Braathens called in sick, resulting
in canceled flights. The cost of the can-
celed flights was MSEK 160.

The Supreme Court of Norway overturned
the decision of the Eidsivating Court of
Appeal in favor of SAS Ground Services
in a lawsuit concerning employee rights
in connection with the transfer from
Braathensin 2002.

The SAS Group completes the incorpora-
tion and affected pilots were transferred
from the SAS Consortium to SAS Dan-
mark and SAS Sverige effective March 1.
The EU Commission conducted an unan-
nounced inspection of SAS Cargo in
Copenhagen on February 14 as part of an
extensive investigation of suspected an-
titrustviolations in the airfreight business.
A similar investigation by U.S. authorities

is also under way.
&)
P
¥

—
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President’s comments

Record cabin factors from new business models

After five years of sweeping changes, the SAS Group is posting positive earnings before capital gains and nonrecur-
ring items. This has been achieved through the biggest process of change in the Group’s history, Turnaround 2005,
where savings of SEK 14.2 billion had been implemented by year-end. However, despite vigorous measures, further
cost savings are needed to ensure long-term competitiveness in several Group units. New cost-cutting activities
amounting to SEK 2 billion have been identified so far and implementation is under way.

The changes have been implemented in
stages. Immediately after September 2001,
the first capacity reduction was carried out,
and the first action program initiated. In
2002, when changes in customer travel
patterns, primarily among business travel-
ers, had a negative impact on the Group, we
continued to adjust and transform the
Group’s business models. During the sec-
ond half of 2002, traffic fell further, and
overcapacity in the market arose. The need
for additional and more sweeping measures
became clear at the beginning of 2003.

The SARS epidemic and Irag War put fur-
ther pressure on the airlines, while soaring
fuel prices increased costs and negatively
impacted the airline industry. To ensure
competitiveness, the SAS Group initiated,
simultaneously with Turnaround 2005, a re-
structuring of the Group and Group man-
agement by establishing subsidiaries in all
units. The parallel work on a new Group
structure and cost savings laid the ground-
work for the SAS Group’s adaptation to the
market, where proximity to the market,
transparency in price comparisons and cost
structure are the key elements. 2004 was
the year we experienced considerable over-
capacity, as a number of new players en-
tered the market. The result was a loss for
2004.

In 2005 the Group implemented new
business models and marketing activities,
while Turnaround 2005 was concluded as
planned. The number of passengers as well
as cabin factors were record high for the
SAS Group in 2005. Earnings turned posi-
tive, improving by SEK 1.8 billion.

Turnaround 2005 in place

During the year Turnaround 2005 was com-
pleted and closed according to plan. By the
end of 2005/beginning of 2006 structural
cost-reductions totaling SEK 14.2 billion had
been achieved. All companies in the Group
worked determinedly to reduce costs, and
thanks to this, all airlines in the SAS Group

SAS Group Annual Report 2005
President’'s comments

are well on the way to becoming competitive
in their markets. The changes have laid the
foundation for continuing to operate a large
airline group based in Scandinavia. The full-
year effect on 2005’s earnings was SEK 2.9
billion, and in 2006 these measures will
yield an earnings impact of SEK 1.7 billion.
Turnaround 2005 has lowered the unit cost
by over 30% since 2002. However, despite
vigorous measures, further cost savings are
needed to guarantee long-term competi-
tiveness in several Group units.

The Group’s new structure complete

In 2004, the SAS Group introduced a com-
pletely new organization, featuring the es-
tablishment of subsidiaries for all business
units and airlines. The division was done
nationally in order to make the most of the
market opportunities under the various
laws and regulations in the countries and
markets where we operate. This way, the
SAS Group will further strengthen the
national airlines’ competitiveness, and per-
sonnel groups will be closer to their mar-
kets. The only personnel category that was
not transferred initially to the new airlines in
Sweden and Denmark was the pilots, since
we realized that we first had to establish SAS
Braathens with its own personnel before
introducing the same arrangement in the
other airlines in Scandinavian Airlines Busi-

nesses. However, this has caused major
problems, including a wildcat strike. How-
ever, the transfer of personnel will be carried
outas planned effective March 1, 2006.

Adjusting the portfolio of companies

As part of its focus on core activities, the
adjustment of the SAS Group’s portfolio of
companies continued, and in 2005 we sold
Jetpak and European Aeronautical Group as
well as 67% of SAS Component. The sales
enabled the SAS Group to strengthen its fi-
nancial position by releasing capital. At the
same time, with their new owners, the oper-
ations are assured growth. The sale of SAS
Component to Singapore Technologies is
expected to be finalized in the first quarter
of 2006 and it has also created opportu-
nities for a strategic partnership between
Singapore Technologies and SAS Technical
Services (STS).

Commercial activities

In May 2004, a number of new commercial
activities were launched, including the es-
tablishment of SAS Braathens and new busi-
ness models in Norway, featuring one-way
fares and a new booking platform. These
were followed by the launch in March 2005
of a new Swedish domestic concept, “Nya
Inrikesflyget.” On September 1, Scandina-
vian Airlines Businesses introduced a new



business model on its entire European net-
work and within Scandinavia. The new model
offers low one-way fares with Internet book-
ing, while the SAS Group retains Business
Class and Economy Flex. The business model
results in a lower average ticket price. So far,
the increase in the cabin factor has well com-
pensated for the lower average fares (yield).

SAS Group’s strategic process of change

2000s
Highest costs in Europe (AEA).

2005

Highest fares in Europe.
—Numerous ticket rules.
Limited competition/Duopolies.

—LCC boom.

Limited accountability.

Lower costs than AEA.

Among the lowest fares in Europe.
—One-way fares introduced.
—Few ticket rules.

Too many entrants in the
Scandinavian market.

Delegated accountability with
new Group structure and

had major problems, partly due to logistics
problems connected with many new con-
tracts. Like SGS, STS has lowered its price
level for Group airlines, and efforts to stream-
line operations continue.

SAS Cargo had agood year, with heavy de-
mand, not least in Asia. SAS Flight Academy
increased its share of external customers, so

Future
Continued cost adjustments.

Demand-based pricing.

Value for money:

—Business

—Transfer

—Low fares

Stabilization of the airline market.

Continued refocusing of
portfolio of companies.

management model.

Strong position in Scandinavia.
6th largest European airline group.

Group airlines

Even though Scandinavian Airlines Dan-
mark, Scandinavian Airlines Sverige and
Scandinavian Airlines International are not
posting positive earnings, Scandinavian Air-
lines Businesses is the business area in the
Group that has seen the biggest earnings
improvement in 2005. It means that while
efforts to save on costs continue, there are
opportunities for expansion after a series of
difficult years. Scandinavian Airlines Interna-
tional, which operates our long-haul routes,
was close to posting positive earnings in
2005. Itis our aim to lay the groundwork for
higher traffic growth out of Scandinavia and
to open new intercontinental routes.

Bluel continues to expand with new
routes, primarily to Southern Europe, with
three new MD-90 aircraft. In 2005, Bluel
established itself as a serious competitor in
the Finnish market. Spanair raised its pro-
duction in 2005 and is posting a positive
result. Widerge's earnings are positive,
though weaker compared with 2004, due to
labor actions. airBaltic has a cost level among
the lowest in Europe and is securing its po-
sition in the Baltic market.

The Group’s other companies

Our supportcompanies, STS and SAS Ground
Services (SGS) had a year of stiff competi-
tion. At STS, SAS Component in particular

Strong position in entire Baltic region.
4th largest European airline group.

Importantand profitable
European airline group.

that today they represent about 50%. The
Group’s hotel business, Rezidor SAS, saw
improved profitability, and the number of
hotels at year-end was 217. Growth in hotel
operations, in terms of both number of ho-
tels and occupancy, continues.

Safety issues and

sustainable development

Safety has always been the top priority for
the Group. In 2005, administrative short-
comings were identified, and the Group
launched an all-out effort to ensure the divi-
sion of responsibility in its ongoing work to
achieve a higher level of safety.

The SAS Group is working systematically
to strengthen and develop its relations with
stakeholders that are crucial to the Group’s
competitiveness. Good relations are valu-
able and must be fostered. The Group has
developed a decision-making tool for its
management groups, SAS Reputation Man-
agement (SRM), which clarifies and provides
information about stakeholder relations and
systematically simulates the effects of, and
reactions to, possible decisions.

Ten years ago the SAS Group published
its first environmental report. Thanks to these
reports, our stakeholders have increasingly
come to associate values such as respon-
sibility for sustainable development with
SAS Group brands. Sustainability reporting

follows Global Reporting Initiative (GRI)
guidelines from 2002. They provide the
framework for a balanced and reasonable
account of the Group’s financial, environ-
mental and social performance.

In 2005 the SAS Group published a Code
of Conduct, with business ethics rules and
guidelines for all employees.

Our process
ofchange is
now entering
a new phase

The Group is currently working actively
to review all factors that may impact fuel
consumption and improve its environmen-
tal figures. The Group’s environmental index
improved in 2005, a trend expected to con-
tinue in 2006.

2006

The overall market is expected to grow 3-5%
from Scandinavia and more in the Group’s
growth markets in Finland, the Baltics and
Spain. Uncertainty remains in the market,
however, due to continued intense competi-
tion and high fuel prices. The success of the
new business models, along with the im-
plemented cost-reduction measures, means
that we are entering 2006 in a stronger
strategic position. However, achieving a com-
petitive cost level and profitability at Scandi-
navian Airlines continues to be a challenge
and requires a good working relationship
with all employee groups.

Stockholm, March 2006

M
Jorgen Lindegaard

President and CEO
jorgen.lindegaard@sas.se
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Turnaround 2005 fully implemented

Turnaround 2005 was started at the end of 2002 in order to achieve long-term and structurally strong competi-
tiveness for the Group’s units. The goal was to reduce the unit cost by 30% for Scandinavian Airlines Businesses.
By year-end, structural cost reductions of SEK 14.2 billion had been achieved. Continued efficiency enhancements
are necessary to ensure competitiveness. The new measures are described on page 11.

Turnaround 2005 is the largest cost-cutting
program ever to be implemented in the his-
tory of the SAS Group. The positive earnings
impact up until 2005 reached SEK 12.5 bil-
lion out of total measures amounting to SEK
14.2 billion. The remaining SEK 1.7 billion
will have a positive earnings impact in 2006
when these measures have their full year
effect.

A crucial success factor has been that
the Board, management and unions have
had a strong focus on ensuring the Group’s
competitiveness.

Unit cost reduced by 30%

Turnaround 2005 has reduced unit costs,
above all, in Scandinavian Airlines Business-
es. Adjusted for fuel and currency effects,
the unit cost has been cut by just over 30%
since 2002. Scandinavian Airlines Business-
es had one of the highest unit costs in the
AEA at the beginning of 2002 and was at the
level or somewhat lower than the average

for airlines in the AEA in 2005. All together,
more than 1,300 activities have been carried
out under the Turnaround 2005 framework
covering administration, technical mainte-
nance, ground services and airline opera-
tions.

Higher productivity has been an impor-
tant part of Turnaround 2005. In Scandina-
vian Airlines Businesses, productivity rose
by 20% to 550 block hours for pilots and by
20% to 620 block hours for cabin crew. The
goal was 700-750 block hours for cabin
crew and pilots, which could not be achieved
and will consequently be pursued through
cost adjustments in 2006. Scandinavian
Airlines Sverige has come the furthestin pro-
ductivity gains, achieving 700 block hours for
cabin crewin 2005.

Reduction of full-time equivalents (FTEs)
By the end of 2005, thanks to productivity
improvements, the Group had streamlined
operations by approximately 5,500 FTEs, of

SEK 14.2 billion implemented under Turnaround 2005

Administration | Scandinavian | | Subsidiary
incl. Scandinavian | | Airlines & Affiliated
Airlines Businesses | | Businesses Airlines

SEK 26 billion SEK 61 billion SEK 35 billion

2005,

Goal: SEK 14 billion

S 18 billion See 02 billion

Airline _300/ unit cost

© refers to
suPPort Hotels Scandinavian
Businesses Airlines Businesses

*14.2%

Income before nonrecurring items SAS Group
SEK billion

;EK olen Fully implemented 2005

2
13 100% of Turnaround 2005 was imple- 1 B
12 mented at the end of 2005/beginning 0
u or2006 FF.:
10 N

-2

9 Implemented 2003 3
g SEK 6.8 billion Sept. 11 Weak world  SARS&  Excessive  Healthy
7 P economy  Iraqwar overcapacity growth
6 54% of Turnaround 2005 was imple- 2001 2002 2003 2004 2005
5 mf;nte(jllatthe end of 2003/beginning Operating income before depreciation
4 0f2004. B Income before nonrecurring items
3
5 Yield and unit cost development
1 % 5 Change vs. previous year  Accumulated (since 2002)
0

After four years of losses 2005 brought positive
earnings. During the same period the SAS Group
reduced costs by SEK 14.2 billion. Since 2002 the
unit cost for Scandinavian Airlines Businesses has
fallen by more than 30% while at the same time the
yield has fallen by approximately 23%.
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which 480 were in groupwide functions,
2,750 in Scandinavian Airlines Businesses,
1,970 in Airlines Support Businesses and
300 in Subsidiary & Affiliated Airlines. The
remainder of 500 FTEs has not been achieved
and is connected with the productivity of
pilots and cabin crew. Owing to growth in hotel
operations, Blue1 and Spanair, the number of
employees in these companies has risen by
2,300 FTEs.

Impact on employees

Under Turnaround 2005 the SAS Group
worked to minimize the negative impact on
employees. Before the incorporation of
Scandinavian Airlines, voluntary redundancy
combined with external career support was
used. Afterincorporation, the individual com-
panies have evaluated different solutions on
the basis of what is optimal in regard to the
respective company’s market. The SAS Group
has generally not offered additional benefits
in connection with redundancies.

Examples of some of the more than 1,300 activities
implemented:

Administration shrank by 35%.

Revenue Accounting was outsourced to India.

Salary freezes for the majority of employees since
2003.

Smaller supplements and per diem allowances.
Pre-flight inspections (PFI) are done by pilots.

Productivity increase for pilots and cabin crew of
approximately 20%.

Electronic tickets are now used by more than 60%
of the Group’s customers.

Increased aircraft utilization has enabled sales of
aircraft without reducing capacity.

More efficient material supply, handling and
maintenance planning (STS).

Optimized human resources planning (STS/SGS).
Simpler processes for handling passengers.
Simpler production system (point-to-point).
Seasonally adjusted production.

Simpler and more efficient service on board
requiring fewer crew.

Streamlining sales channels.

Increased Internet sales.

Increased share of self-service and Internet check-in.
Cutting hotel stays by personnel in half.

Reducing IT costs through new agreements, fewer
systems and simpler functionality.

More flexible administration of EuroBonus.

More cost-effective and simpler routines for
lounges.

Simplifying HR services and improving efficiency via
theintranet.



Business concept, vision, objectives & values

The SAS Group is undergoing a strategic change process regarding products and business models. Its aim is
to better provide the competitive European market with air travel.

id
The SAS Group’s

products should be
easy to purchase
and be perceived as
a good value 17

The SAS Group’s primary mission is to serve Europe with air travel.

The preferred choice.

> Profitability

> Products

I» Market position
> Financial stability

[ Flight safety

The SAS Group’s overall financial objective is to create value for its owners.
On this basis, targets within five dimensions have been defined:

= The total shareholder return is to be at least 14% over a business cycle.
= This return requirement has been translated into an internal financial target, CFROI, which is to be
atleast 20% over a business cycle.

= The SAS Group’s products should be easy to purchase and be perceived as a good value.
= Travel is to be flexible and tailored to the customer’s needs.

= SAS aims to be one of the leading airline groups in Europe.

= The SAS Group aims to maintain a level of indebtedness and equity/assets ratio that in the long run
enable the Group to be perceived as an attractive borrower.

= Each year, flight safety is to be improved in line with the latest technical requirements and standards
prevailing and available in the market.

I» Consideration

1> Reliability
[» Value creation

> Openness

The SAS Group’s overarching shared values are the basis of the Group’s actions vis-a-vis all
stakeholders as well as individuals and groups.

= We care about our customers and employees and acknowledge our social and environmental
responsibilities.

= Safe, trustworthy and consistent in word and deed.
= A professional businesslike approach and innovation will create value for our owners.

= Open and honest management focused on clarity for all stakeholder groups.

SAS Group Annual Report 2005
Business concept, vision, objectives & values



The SAS Group’s strategies & management model

The SAS Group’s strategies and management model are designed to take Group companies where we want
them to go. The strategic focus areas lead to action plans in the various Group companies.

On the basis of Group-wide strategies, SAS
Group companies have developed strategies
to ensure targets in line with the require-
ments set by the SAS Group.

Strategies and focus areas

Commercial strategies

The commercial strategies are to create a
product in the market differentiated from
our competitors’ and ensure the SAS
Group’s leading market position and strong
brands. In addition, the active commitment
of employees will strengthen the Group’s
competitiveness and maintain differentia-
tion in a more standardized market.

Costimprovement

Turnaround 2005 was necessary for the
continued survival of the majority of Group
airlines.

The Group continuously compares the
airlines in the Group. Discrepancies in cost
level not related to active strategic choices
are subject to new cost-cutting measures.
In addition to cost reductions, the SAS Group
strives for greater flexibility and a modular
cost structure.

Optimization of production system

Market changes and keener competition for
the Group are leading to a focus on optimiz-
ing the Group's overall network. The Group
aims to reinforce its production system
through direct routes from Oslo and Stock-
holm and developing Copenhagen as an
international hub. The SAS Group also aims
to secure its presence in growth markets,
develop its aircraft fleet and optimize its ca-
pacity utilization. To ensure its presence in
growth markets, the SAS Group will strength-
en its position in the Baltics and Spain. The
Group also sees interesting development
potential in the Russian portion of the Baltic
Searegion.

Portfolio strategy
The Group will focus on its core business,
i.e., airline operations.

The Group evaluates on an ongoing basis
whether the Group is the proper owner of all
its units or whether a business has better
development potential outside the Group.

SAS Group Annual Report 2005
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Strategic focus areas of the SAS Group

Commercial _Cost oofp;L:]éiittI;r:l Portfolio mzﬁ,mﬁgn

strategy improvement system strategy resources
Customer Turnaround 2005 Optimizing Alliances Group manage-
segmentation Continued production, route Structural deals ment model
Products streamlining systems and Human resource
Price structure Increased cost networks development
Markets flexibility Increased re- Communication
Sales source utilization
Distribution Ensuring pres-
Ancillary encein growth
revenues markets

The SAS GrOUP Presidentand CEO

management Appointed by the Board to lead the

model SAS Group & Group Management.

Group Management

Corporate Functions

Support Group Management and
the companies in reaching Group
objectives. Functional responsibili-
ty within their areas.

Formulates and develops overarch-
ing tasks, objectives and strategies
for the SAS Group and establishes
the companies’ tasks/roles and
their overarching objectives and
strategies.

Subsidiary Board of Directors

Subsidiaries

Formulate and develop strategies
and action plans to achieve objec-

Common Functions
Scandinavian Airlines
Businesses

Coordinate the airlines within
defined areas to achieve greater
synergies and market power.

tives and break them down into
different parts in its operations.

An example of this is the sale of European
Aeronautical Group, Jetpak and 67% of SAS
Component. If a company does not create
added value for the Group, its position in the
portfolio should always be questioned.

Management model, organization

and personnel

According to the management model the
SAS Group has chosen, the direct manage-
ment of the subsidiaries in the SAS Group
takes place primarily via active board work.
Corporate Functions has been set up at
the Group level in key functional areas and
has functional responsibility vis-a-vis sub-

sidiaries in their respective areas. In Scandi-
navian Airlines Businesses there are some
overarching common functions, in part, a
common AOC organization, in part, func-
tions in IT and the commercial area for coor-
dination. These costs are debited as the
common functions perform services for the
airlines.

A decentralized business structure com-
prising separate legal entities yields such
benefits as increased transparency and
greater accountability. This structure also
means a more efficient decision-making
process, since decisions are made closer to
the market.



The SAS Group’s management philosophy

The SAS Group’s management philosophy

underlies its organization and the way itis run:

= The basis of the SAS Group’s management
philosophy is that accountability promotes
efficiency, value-creation and motivation.

= The Group will comprise clearly defined
businesses organized as subsidiaries with-
inthe Group, with full accountability.

= Each subsidiary is to be competitive in its
business/region.

= Intra-group business relations are to be
characterized by professionalism and
based on commercially sound agreements.

= The Group sets standards for subsidiaries,
guiding and coordinating in areas where
synergies and coordination needs exist.

= The culture of the SAS Group is to be char-
acterized by our shared values.

Market prices in internal business rela-
tions shall primarily be determined by sup-
plier companies being able to show their
competitiveness by objectively presenting:
= Implemented benchmarks.
= Tenders for outsourcing all or portions of

services.
= Price level for external market.

= Other information about the market and
competitors.

Strategies for sustainability

= Sustainable development is achieved
through an endeavor for economic growth,
meeting environmental standards and
social responsibility.

= The Group shall optimize its resource use
and systematically choose solutions with
a low environmental impact.

Financial strategies are described on page 17.

The SAS Group’s brand portfolio

The SAS Group has

a portfolio strategy
thatin brand terms
embraces a master
brand strategy,
complemented by an
endorsement strategy.

In the master brand strategy, the SAS brand
is the core of the Group’s brand portfolio and
governs the other brands in the Group with
regard to:

= The brand’s content and position.

= Corporate identity and design.

= Strategies for market communication.

= Sponsorship.

The endorsement strategy is the link
uniting the companies in the Group that do
not carry the SAS master brand. This is to
make it clear that they belong to the SAS
Group. The strategy’s visual expression is
the phrase “SAS Group Company.”

The SAS Group’s brand strategies are
aimed at supporting the Group’s business
strategies and thus actively contribute to:
= Meeting set business strategy goals.
= Maximizing the Group’s position in the

markets it serves.
= Maximizing the economic value of the SAS
Group’s brand portfolio.
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The greater part of 2005 was devoted to
implementing brand strategies focusing on
the SAS master brand.

Customer surveys show that the ongoing
sustainability work the SAS Group engages
in serves to strengthen the SAS brand and
other brands in the Group.

Master brand

airBaltic, which got a new look in 2004, exemplifies
how SAS design strategy is expressed in aircraft
livery. The SAS Group's designs are based on
simplicity and functionality, with the aim of visually
differentiating it from low-cost carriers. Engines and
tailfin in color emphasize the corporate identity.
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New business model & greater customer value

The SAS Group is focusing on different solutions for customers with different needs. Above all, customers value a
broad range of flight services featuring high accessibility and value-for-money tickets. Air travel is made flexible and
comfortable by offering the customer additional products such as fast track security, lounges, reserved seats, etc.
Since competition is constantly increasing and customers are having a hard time differentiating between what the
various airlines offer, the SAS Group will from now make its product concepts more clearly differentiated by segment.

The SAS Group’s new business model

The new business model for the airlines is made up of three parts comprising a common value platform

Commercial concepts

Fare structure based on de-
mand-based one-way fares.

Differentiated basic product.

Offerings that stimulate addi-
tional sales and upgrading of
the basic product.

planning.

Value for money.
Internet booking.

Commercial concepts
Airlines have historically used various types
of ticket restrictions (advance purchase,
round trip, minimum stay, etc.). Spanair and
airBaltic were early birds in introducing an
easier setof rules for one-way fares. In 2005,
Scandinavian Airlines, Blue1 and Widerge in-
troduced a new business model with new
commercial concepts based on one-way
fares. To facilitate its management Scandina-
vian Airlines has developed a new yield man-
agement system. The SAS Group can now
manage the profile of each departure, which
means that capacity is set aside to meet de-
mand, based on the anticipated cabin factor.
This provides a more precise and automated
price measuring system, based on one-way
fares, which makes it easier for the Group to
balance pricing against volume.

The Group’s offerings are to be charac-
terized by simplicity in purchasing tickets,

Scandinavian Airlines’ cabin factor and yield 2005
Cabin factor, % Yield, % change from 2004
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By introducing new business models Scandinavian
Airlines’ cabin factor surged in autumn 2005,
compensating for lower yield.
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Network/traffic systems

Traffic systems are sized ac-
cording to local demand and
profitable transfer traffic.

Dynamic and flexible traffic

Costadjustments

Cost levels for the basic prod-
uctsinline with those of the
most efficient competitor on
the same traffic flows.

Future transfer, distribution, in-
flight, on-ground, network etc.
products must be profitable.

clear prices and high accessibility via the In-
ternetand at travel agencies.

Fare structure - One-way pricing

Since September 2005, the SAS Group has
been offering one-way fares in different cat-
egories to all destinations in Europe. The
price system gives customers complete free-
dom to choose according to what is most
important to them: price, time or comfort.
Scandinavian Airlines is the first network car-
rier to switch completely to one-way fares on
European routes.

Differentiated basic products

Demand steers prices and it is often cheap-
erto fly in the middle of the day or on certain
days of the week. Group airlines offer a basic
product that contains more than that of the
low-fare carriers. The SAS Group serves pri-
mary airports and takes responsibility for

Breakdown of cabin factor
Scandinavian Airlines Businesses

10-30% WMl 3%

30-50% 18%
50-70% 28%
70-90% 26%

>90% I 25%

Categories (share of occupied seats): == \ery low

passengers and baggage during the entire
trip regardless of fare. Customers save time
using more flexible routines such as Inter-
net check-in, allowing them to go directly to
gate.

Additional products and other offerings
The SAS Group supplies additional products
and services included in the flight along with
services that can easily be added by the
passenger. Business Class offers comfort
amenities such as even more comfortable
or sleeper seats on long flights, hot food on
board and lounge access. For many cus-
tomers, flexible travel featuring simple re-
booking, fast track security, and being able
to work undisturbed in, for example, the air-
portlounge, isimportant.

In the future, modular offerings will be
available, enabling the customer to cus-
tomize products.

Internet booking

The Internet is the fastest growing sales
channel for booking tickets, while the num-
ber of paper tickets is shrinking. IATA's goal
is for all tickets to be electronic by the end of
2007.

Network/traffic system

Because of the need to transfer to interconti-
nental routes, network carriers have set up
costly, complex networks that have made it
difficultto measure the profitability of different

Cabin factor
%, change from 2004
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Around half of Scandinavian Airlines Businesses flights have a cabin factor between 70 and 100%. Through “Round
Trip Management,” the goal is for all flights to at least cover their variable costs. After the introduction of the new
business model with one-way fares, the share of planes with very high or high occupancy has increased significantly.
Atthe same time, the share of planes with very low or low occupancy has decreased sharply.



routes. The profitability of network carriers
has arisen through subsidies from short-
haul routes to long-haul routes, from local
traffic to transfer traffic and from Business
Class to Economy.

Focused on local traffic in Europe, the
players have made it more difficult to sus-
tain profitability in the network model. It is
no longer possible for the majority of Euro-
pean network carriers to operate with an in-
tegrated model based on cross-subsidies.
Each route has to pay for itself. The SAS
Group is focusing on adjusting the traffic
system according to the local traffic and
to passengers from each airline’s natural
catchmentarea.

Cost adjustments
The majority of low-fare carriers aim their
services atthe most price-sensitive customer
segment. Many customers value both time
and comfort, and everyone expects value-for-
money products. The Group’s new business
model is based on an efficient cost platform
with products and services distinguishable
from those of the low-fare carriers, enabling a
price premium that covers the higher costs.
Consumer focus on price is exerting re-
lentless pressure to lower costs. A lower unit
cost level requires higher productivity, re-
quiring more flight hours, lower pay levels,
more seats in each aircraft and increased
flexibility in the cost structure.

Evolution of ticket rules in the airline industry, 1972-2005

In 1972 IATA airlines introduced the APEX ticket, giving leisure travelers the opportunity to travel inexpensively.
Despite deregulation of the airline market not too much happened to ticket rules from 1972 to 2003. 2003 ushered in
changes in the SAS Group, with Spanair being the first airline in the Group to introduce one-way fares in 2003.

Type of ticket Conditions
1972 APEX 21-day advance purchase and minimum stay
2003, March Next day return possiblein Economy  7-21-day advance purchase and minimum stay

2004, October
2005, September

Economy/Economy Flex
One-way pricing in Europe

Introduction of one-way pricing in the SAS Group

0-7-day advance purchase and 3-day minimum stay
No advance purchase and no minimum stay

2003, February Spanair

2003, March airBaltic

2004, March Bluel

2004, May SAS Braathens

2005, March Scandinavian Airlines Sverige

2005, September  Scandinavian Airlines Businesses

Domesticand international

Domestic and international

Domestic and international via website
Domestic

Domestic

Intra-Scandinavian and Europe

Further cost adjustments

Scandinavian Airlines Businesses has pre-
liminarily identified cost reductions for
2006-2007 amounting to approximately
SEK 2 billion. Efforts to identify and assure
the quality of further measures continue.
The measures include higher productivity
for flight staff and streamlining of sales op-
erations, ground services, technical mainte-
nance, distribution and administration. Col-
lective bargaining talks opened in autumn
2005 and will be conducted at the local level
for each subsidiary. The new Group struc-
ture facilitates the ongoing process toward
cost levels in line with the most efficient air-
lines inthe respective market.

Further cost adjustments
Scandinavian Airlines Businesses, SEK 2 billion

Productivity

(partly depending on
changes in collective
bargaining agreements)

Simplified business
models
Price cuts

Ground Services &
Technical Services

Administration

SGS and STS will adjust cost
& sales

levels in accordance with
lower volumes and price cuts

MSEK 600

The SAS Group has identified new cost-cutting measures
equal to SEK 2 billion. The measures basically cover
streamlining of Ground Services, technical maintenance,
administration and higher productivity for flight staff.

What separates SAS from the LCCs™?

In most cases, the SAS Group’s basic product contains considerably more than the products of its competitors. The Group is focused on differentiating its various
concepts and increasing the service level for frequent business travelers.

SAS Group airlines LCCs

Primary airports, shortdistance to

Usually primary airports, short

Pure-play LCCs

P Secondary airports, approximately

major city.

Frequent flights.

We take care of you the whole trip.
Checkinonthe Internetand
choose your seat yourself.
Check-in shortly before departure.

No charge for golf clubs, skis, etc.
(within set weight limits).

Free newspapers (on most flights).

Very small portion of revenues are
ancillary revenues.

Staff are primarily employed and
pay tax in their respective home
countries.

Collective bargaining agreement
with unions.

Well developed environmental and
social responsibility programs,
complete reporting.

Loyalty program.

The SAS Group is continuously evaluating the possibility of charging for its additional products.

distance to major city.
P Less frequent flights.
» You handle your own transfer.
p Cansometimes choose seat
(forafee).

» Check-inalonger time before
departure.

» Extracharge for golf clubs, skis,
etc.

» No newspaper.

» Asmall portion of revenues are
ancillary revenues.
Staff are primarily employed and
pay tax in their respective home
countries.
Collective bargaining agreement
with unions.

» Some environmental work, certain
amount of reporting.

» No loyalty program.

1 hour from major city.
P Infrequent flights.
» You handle your own transfer.
» Noseat choice.

» Check-inlong before departure.

» Extracharge for golf clubs, skis,
etc.

» No newspaper.

» Upto30%of revenues are
ancillary revenues.

P> Staff are often employed under
creative agreements in low-wage
or low-tax countries.

P Usually no collective bargaining
agreement with unions.

» Only statutory environmental
work, no open reporting.

» Noloyalty program.

*Low Cost Carrier

Price and travel time comparison,
example of Stockholm - Seville trip

Total SEK 1,631

211

~
s}
B

g
Qo
§ Total SEK 1,271 §
3
é Insurance SEK 188 g
?
g Golf clubs = Fare SEK 1,543,
3 on the plane 132 of which
o SEK 476 taxes and charges
oy SEK 568
o
£
T Fare SEK 476
2 of which
taxes and charges
04 SEK 475
Airport bus SEK 130 Airport bus SEK 89
Pure-play LCC, The SAS Group

so-called free ticket costing 1 krona
Refers to a person who wanted to travel from Stockholm
to Seville on January 16, 2006 to play golf.
Trip with pure-play LCC begins at4 a.m. by bus from
Stockholm C to Skavsta and ends at 8:30 p.m.
Trip with the SAS Group starts at 1:20 p.m. by bus
from Stockholm Cto Arlanda and ends at 9:10 p.m.

Trip with pure-play LCC is approximately SEK 400
cheaper but 8.5 hours longer.
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The SAS Group’s markets & growth

The SAS Group’s markets primarily consist of mature markets in Scandinavia as well as growth markets such as
Russia, Estonia, Latvia and Lithuania. The Group also has opportunities for growth in Finland and Spain.

Warket share 30._ 350
Growth4.6.5 705/

Market share: approx. 50%

WITHIN HOME MARKET
BALTIC SEA REGION

- Nordic region

Europe
re 15-20%, Growth 52. 59

Spain
Market share: 25%

i Market size:
Market size: > SEK 20 billion
> SEK 25 billion
Market share:

Within Baltic Sea region and
to/from rest of the world: 25%

Market share and growth refer to the SAS Group’s airline operations, %

Hotel overview by region

Nordic Middle
Number of hotels region  Europe China East
Rezidor SAS 72 126 1 16
Hilton/Scandic 149 73 5 34
NH Hotels 0 207 0 0
Accor (incl. Sofitel) 26 683 13 42
Choice 46 483 2 1
Rica 92 92 0 0

217 | Number of Rezidor SAS hotels

The Group’s strategic

growth opportunities

The Baltic Sea region is the SAS Group’s pri-
mary home market and takes in Scandi-
navia, Finland, western Russia, the Baltic
states, Poland and northern Germany. The
region has a population of approximately

The SAS Group’s home
market - the Baltic
Sea Region

Mature market

Growth market
for the SAS Group

WIdSToe Blue d.

f7n) Braathens

< ESTONIAN AIR

airBaltic
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South
Africa

South Africa

O~ —=MNN

Middle East

China

Asia

Source: Expected growth according to Boeing until 2024, Airbus until 2023 and the SAS Group’s estimate.

100 million. The total value of air travel with-
in, to and from this market is about SEK 100
billion per year and the number of passen-
gers 50-60 million. In 2005 the SAS Group,
including Estonian Air, carried 35.6 million
passengers within the region.

Although the region consists of mature
markets such as Scandinavia, Finland and
northern Germany, the SAS Group sees op-
portunities for growth in parts of this mar-
ket, chiefly through Bluel in Finland. There
are also growth opportunities in Europe, pri-
marily from Sweden and Norway and on the
intercontinental routes.

The market for air travel in the Baltics,
western Russia and Poland is growing
quickly. The SAS Group is well positioned
especially in the Baltic states, showing
strong growth with airBaltic and Estonian
Air. The prospects for continued rapid
growth are excellent; airBaltic and Estonian
Air are expected to expand in the coming

Baltic Sea region - trips per capita

Population (mill.) Trips/capita/year
Sweden 9.0 2.8
Norway 4.6 5.0
Denmark 54 3.6
Finland 52 2.1
Estonia 14 1.0
Latvia 2.3 1.6
Lithuania 3.6 0.6

years. To and from Poland and Russia the
SAS Group aims to grow by increasing the
number of flights on existing units and
through new partnerships.

The SAS Group is also active in the Span-
ish market, which is seeing faster growth
than average in Europe. Through Spanair
the SAS Group can exploit synergies on the
heavy traffic flows between the Baltic Sea
region and Spain.

The Group’s hotel operations are ex-
panding in Germany, the U.K. and Ireland,
and the Group sees continued opportuni-
ties for growth in the Baltics and Russia.

Policy framework for civil aviation
The deregulated civil aviation market covers
the EU/EEA. Outside of the EU/EEA, civil avi-
ation is regulated by bilateral governmental
agreements that contain requirements for
national majority ownership and control,
which are incompatible with the EU’s right of
free establishment. The bilateral markets
that had been reserved for flag carriers are
henceforth to be opened up to all airlines in
the EU insofar as third countries accept this.
This gives EU airlines increased access to
the Scandinavian market and gives the SAS
Group the same to other EU countries.

SAS Group airlines operate primarily in a



completely deregulated market. However
the conditions under which they operate are
still highly regulated and there is growing in-
terest in intervention. At both the EU and
national levels, there are numerous regulato-
ry initiatives in many areas, such as ticket
taxes, environmental charges, airport and
airspace infrastructure, safety measures
and passenger rights. Many initiatives both
drive up costs and hamper efficiency. The
Swedish government’s proposed additional
aviation tax is estimated to reduce domestic
traffic by approximately 10-15%, possibly re-
sulting in the disappearance of several desti-
nations from the Swedish route network.

Value chainin the aviation industry

The SAS Group operates in three segments
of the aviation industry’s value chain: ground
services, technical maintenance and net-
work airlines. The airlines in the Group are
now putting pressure on segments of the
value chain such as airports and distri-
butors. The internal suppliers SGS and STS
have to be able to deliver at market prices.

In 2005 Scandinavian Airlines Danmark
negotiated with Copenhagen Airport, result-
ing in somewhat lower charges. Despite this,
the airport has big profit margins. In Sweden
and Norway, too, charges have fallenin 2005.

In 2005, SAS Group airlines dealt with

Trends and changes
in the value chain
in the aviation industry

All airlines continuously negotiate with subcon-
tractors. As the illustration shows, this has
resulted in smaller margins for other players in
the value chain.

Aircraft Aircraft leasing
manufacturers companies
Boeing GECAS
Airbus ILFC
Regional jet
manufacturers
EBIT margin EBIT margin
200072001 7% 25-30%

2004/2005 7%

Duopoly of two large
manufacturers, Boeing
and Airbus. New aircraft
manufacturers in
Russia mean keener
competition.

Aircraft leasing com-
panies have begun to
take their own delivery
positions for future
leasing to airlines.

Customers

Business travelers
Leisure travelers
Charter

Network airlines

Network airlines
continually press
suppliers in order to
lower their costs.

EBIT margin
2000/2001 4%
2004/2005 3%

Airports

Vienna Airport
Fraport
Copenhagen
Airport

EBIT margin
200072001 28%
2004/2005 21%

Secondary airports are
seeing good growth.
Pressure on hubs.
Consolidation in the
market.

Distributors

Travel agencies
GDS/CDS
Internet services

EBIT margin
2000/2001 26%
2004/2005 17%

The Internet is now the
primary booking chan-
nel, putting pressure
on distributors to

lower their prices.

the imbalance vis-a-vis distributors through
anew agreement with Amadeus, which radi-
cally lowered the expenses for the reserva-
tion systems. The SAS Group is systemati-
cally working to reduce the imbalances in
the value chain.

: Technical
Ground services R RS
Passenger and STS
baggage handling: LH Technics
Globe Ground SR Technics
SGS
EBIT margin EBIT margin
5-10% 5-10%

Tough competitive
situation. Airlines
subject ground servi-
ces to competition or
outsource or sell them.

Price pressure and
consolidation expected
in the near future.
Increased competition
from low-wage
countries.

Along with internal efficiency enhance-
ments from Turnaround 2005 and further
measures, the Group aims to achieve long-
term and sustained value creation.

Analysis of the SAS Group’s competitors

Business area

Scandinavian Airlines
Businesses

Subsidiary & Affiliated
Airlines

Widerge, Bluel,
Spanair

Total to/from & within
Baltic Searegion

Airline Related
Businesses
SAS Ground Services

SAS Technical Services

SAS Cargo Group

Hotels

Market

Nordic countries

Baltic Sea region

Spanish domestic

Baltic Sea region

Scandinavia
Europe
Europe
Europe-North

America

Europe

Market share
approx. 35-40%

approx. 5%

Spanair 20-25%

Market Competitor’s
characteristics | marketshare

The Nordic Finnair Group <12%
marketis mature = Sterling <7%
but the market Norwegian <5%
in Poland and the  Air France/KLM <4%
Baltics is booming  British Airways <3%
Opportunities for = Finnair Group <10%
growtharegood | Sterling <5%
in Finland and

Spain Iberia >40%

25% Growth in part
- Mature Penauille Servisair -
_ Novia, Nordic Aero -
- Mature SR Technics Group -
- Air France Industries -
3% Mature Air France/KLM Cargo -
3% Mature Lufthansa Cargo -
<5%* Growth Hilton <5%
Marriott <5%
Sofitel <5%

Comments

The market share of the SAS Group’s airline operations
regarding production to, from and within the Baltic Sea
region is approximately 25%. In airline related opera-
tions comparable data is missing. These operations are
highly specialized, which makes the industry difficult to
define and market share data is not relevant. SAS
Ground Services', SAS Technical Services’ and their
competitors’ market shares vary considerably and stat-
ing an overall market share is not relevant.

Total number of passengers, million

Air France/KLM
Lufthansa

SAS Group

British Airways

Ryanair

Easyjet

Iberia

Finnair Group 7.1
Norwegian 33
Sterling 2.7

51.3
363
355
334
303
27.7

Number of hotel rooms, Europe

Hilton
Radisson SAS
Marriott
Sofitel

37,173
27,203
20,197
16,898

Data for airline operations are based on OAG data. Data for airline related operations are based on available public information and estimates.
*The hotel market in Europe has little connection with brands, which is why market share is difficult to estimate.
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Alliances

The partnership with Lufthansa, which celebrated its tenth anniversary in 2005, is a key part of the SAS Group’s
partnership strategy. Even though the market has changed drastically, alliances are still essential in order to offer a
global route network and thus enhance the Group’s overall travel product.

Star Alliance and customer benefits

The global economy is increasing the needs
of business and leisure travelers for world-
wide air transport. Through its members,
Star Alliance enables the SAS Group to offer
aglobal route and service network.

By coordinating products, services, air-
port facilities, production, IT platforms, pur-
chasing, etc., the alliance provides improve-
ments and efficiency enhancements for
customers and airlines alike.

Star Alliance will continue to develop new
products and services to improve what it of-
fers customers in terms of:

An extensive global route network.
Flexible and efficient travel.
Global status and benefits.

Star Alliance aims to be the world’s lead-
ing alliance, with innovative products and
services for frequent international travelers,
new price concepts for global and regional
travel and ticketless travel within the alliance.

After TAP Portugal joined in 2005, Star

Star Alliance™ key figures 2005

Alliance comprises 19 members that all to-
gether carry 385 million passengers/year
to and from 790 destinations in 138 coun-
tries. Swiss and South African Airways are
joining Star Alliance in early 2006, further
enhancing offerings to customers.

Star Alliance has a partnership with three
international organizations in the environ-
mental, scientific and cultural sectors. The
aim is to act on the slogan “The airline net-
work for Earth” by taking responsibility and
contributing to economic, social and envi-
ronmental sustainability.

Star Alliance’s contribution to

the SAS Group

Since its founding in 1997, Star Alliance has
contributed positively to SAS’s earnings,
primarily through higher passenger rev-
enue for the SAS Group. Likewise, the SAS
Group has provided higher passenger vol-
umes and revenues to the other alliance
members. In the period 1997-2005 inter-

line revenues rose an average of 7.5% per
year.

Lufthansa, ECA and partners

Since 1995 Lufthansa and Scandinavian Air-
lines have had a close partnership based on
a joint venture on traffic between Scandi-

Yearly
Passengers/  Desti- Coun-  Air- Dallyde-  RPK oper.rev. Employ- navia and Germany. This partnership has
year (mill.) nations tries  craft partures  (bill.) (USDbill.) ees helped create an efficient international route
Air Canada 29.0 150 36 289 1,334 69.9 6.5 33,000 . ;
Air New Zealand 107 48 15 8  6l6 244 22 10394  System. The agreement had antitrust im-
ANA - All Nippon Airways 480 71 10 181 922 576 9.1 20530 munity from the EU until December 31,
Asiana Airlines 11.8 54 17 59 257 197 1.8 7,068 ae’ vi ;
Austrian 9.4 130 64 100 419 213 23 7,400 2005. ln_ the parties ,V'eW’ Fhe partnership
bmi 105 38 11 43 227 63 11 4,079 can continue on certain self-imposed terms.
LOT Polish Airlines 4.0 58 31 54 230 6.8 0.8 3,910 Bluel and Spanair also cooperate with
Lufthansa 51.3 177 75 377 1,822 108.2 20.1 92,718
Scandinavian Airlines Businesses ~ 23.8 109 26 191 882 265 49 8,242 Lufthansa.
Singapore Airlines 153 56 32 96 231 77.6 45 14418 ECA, the European Cooperation Agree-
Spanair 6.8 28 7 59 214 6.0 1.2 2,832 ti ioint t bet S di
TAP 65 0 5 20 501 136 16 5750 ment, is a joint venture between Scandina-
THAI 17.0 74 35 80 284 506 34 25463 vian Airlines, Lufthansa and the U.K. carrier
United Airlines 71.0 201 23 494 3,762 1843 164 58500 : : :
US Airways 528 182 26 282 3554 643 69 27848 bmi, whereby the partners combine their
Varig 129 66 20 81 475 283 25 11432 route networks between London Heathrow
Regional members: and Manchester and the rest of Europe. The
Adria Airways 09 17 15 10 51 0.9 0.2 552 )
Bluel 15 14 3 14 90 09 02 444 agreement runs until the end of 2007. Keen
Croatia Airlines 16 29 16 12 63 1.2 0.2 1,080 competition and weak earnings perform_
Alliances: . L
Star Alliance™ 3848 790 138 2551 15634 7631 859 335660 ance have continued to have a negative im-
SkyTeam™ 3436 684 133 2069 15200 6755 73.6 298,447 pacton Scandinavian Airlines’ income in the
oneworld™ 242.6 599 134 1504 8100 5542 57.4 248,179 .
Sources: Airline Business Magazine, September 2005/alliance website/airlines’ own data amountof MSEK 415in 2005.
The SAS Group has initiated discussions
Share of world total - airline alliances in 2005 The SAS Group’s share of earnings, ECA for closer collaboration with Swiss and
Passengers Yearly oper. 2005 2004 2003 2002 South African Airways. The Group is also
RPK__ peryear revenue  gaings, MSEK 415 -134 -244 418 continuing to work on a commercial part-
Star Alliance™ 21.0% 19.9% 21.4% . . . .
SkyTeam™ 18.6% 17.7% 18.4% nership with Air China. In October 2005
oneworld™ 15.3% 12.5% 14.4% Scandinavian Airlines terminated its part-
Total 54.9% 50.1% 54.2%

nership with Icelandair. Any further cooper-

Sources: Airline Business Magazine, September 2005, or alliance website. o )
ation is being closely evaluated.
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Quality, safety & business processes

With flight safety as its top priority, the SAS Group is working systematically on fight safety in all parts of its

operations.

Safety and quality

Although flight safety in the SAS Group is
high, there were incidents during the year
that prompted improvement measures. Ef-
forts to improve safety continue. The major-
ity of Group airlines saw strong growth in
2005, putting a particular focus on flight
safety issues.

The work to certify more airlines accord-
ing to IOSA (IATA Operational Safety Audit)
continued. Scandinavian Airlines underwent
this certification in 2004, and in 2005
Estonian Air, SAS Braathens, Spanair and
Widerge were certified.

Scandinavian Airlines adopted a special
action program to reduce the risk in the
areas of transporting hazardous cargo, air
traffic control, aircraft taxiing during takeoff
and landing and pilots’ preparations prior to
takeoff and landing.

A serious incident occurred with one of
Widerge's aircraft during severe wind condi-
tions while landing in Hammerfest, Norway.
No passengers were injured, but the aircraft
suffered extensive structural damage.

There was also a serious incident in
Shanghai, China, when an Airbus A340 be-
longing to Scandinavian Airlines took off.
Owing to incorrectly entered values in the
aircraft’s computer, the takeoff speed was
too low. This resulted in the aircraft’s tail
section coming into contact with the run-
way. No passengers were injured, but the

Reported incidents in Scandinavian Airlines
Businesses and Airline Support Businesses
Number

600

500 — =

400 ——

300 e B B0 Bl

200 — -

-
0 NN BNENEN BNENAN oA

0

FGT FGT F G T FGT
1stquarter- 2005 2nd quarter ~ 3rd quarter  4th quarter
F = Flight operations G = Ground operations T = Technical operations

Flight safety management
Flight operations

Reporting area:

Ground operations

Reporting area:

Technical operations

Reporting area:

= Authority = Aviation security = Operations
= Planning = Handling passengers = Planning

= Communication = Load control = Materials
= Navigation = Hazardous goods = Service

= Monitoring = Clearance = Production

= Cabin safety

Caused by:
= Performance
= External factors

= Cooperation

Analysis:

= Abnormal situations

= Human/machine

= Ground equipment

= Equipment = Procedure = Management/control

= Every reported incident is analyzed and classified according to criteria in RAMS (Risk Assessment Method

in SAS). All incidents are subsequently investigated.

Actions:

= Once the fundamental cause of an incident is established, a decision is made on the corrective steps to be

taken to prevent a repetition.

= Implementation of the actions is followed up to make sure that the desired result has been achieved.

aircraft received structural damage to the
tail section, requiring extensive repairs.
During an internal routine check-up in
November 2005 it was discovered that ele-
ments of planned inspections of engines
and engine mounts on Airbus A340s had not
been carried out. The reason was inade-
quate administrative routines, which were
changed immediately. When the inspections
were carried out, no faults were found and so
flight safety had not been at risk. The SAS
Group takes a serious view of the incidents

®mR1: Highrisk (No reported incidents in this

category in 2005).

Elevated risk under all circumstances.

Elevated risk under adverse circumstances

that periodically occur.

R4: Non-elevated or elevated risk only under
extreme circumstances. Employed for inci-
dents showing possible safety problems.

R5: Non-elevated risk, since the incident is not
safety related.

mR2:
mR3:

Number of reported incidents in 2005 ER1 mR2 mR3 R4 R5
Flight operations 0 4 42 676 79
Ground operations 0 1 16 675 1046
Technical operations 0 0 54 810 331
Total 0 5 112 2161 1456

The SAS Group follows up on and reports incidents in internal risk categories (R1-R5) as above to improve quality
and decide on corrective actions. The SAS Group reports to the civil aviation authorities in Scandinavia according to

ICAO regulations.

and therefore carried out an investigation. A
number of measures were identified to en-
sure that the incidents do not happen again.

Aircraft maintenance

The SAS Group’s aircraft maintenance is
largely performed by SAS Technical Ser-
vices. Quality work is performed jointly
within the Group and is based on reported
incidents, inspections and audits that are
analyzed and evaluated according to the sys-
tem for risk analysis. Maintenance carried

Scandinavian Airlines Businesses
Risk index 2005

30 ——=

25 — S
20 j P FA VAW A .
15 — f%
10 \v/ﬁ

0.5

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2003 == 2004 2005

The risk index is a systematic follow-up model that
takes reported incidents into account and weights
them according to degree of risk. The objective is to
score the lowest possible value.

SAS Group Annual Report 2005
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The SAS Group is organized with different AOCs (air operator certificates)

Allairlines in the SAS Group are organized with their own AOC. The exception is the SAS Consortium, which holds
a certificate for the operations of Scandinavian Airlines Danmark, Scandinavian Airlines Sverige and Scandinavian

Airlines International.

airBaltic Bluel Spanair
Latvian Civil Civil Aviation Ministerio de
Aviation Administration, Fomento/Direc-

cién General de
Aviacion Civil

Administration Flight Safety

Authority Finland

SAS Consortium | SAS Braathens | Widerge

OPS Committee *
Scandinavian
Supervisory
Office (STK)

Civil Aviation Authority
- Norway

The inspection authorities continually perform extensive inspections and sample tests of the quality of flight opera-
tions. An AOC also defines safety standards such as the number of airborne hours and rest periods. The standards

vary and may yield differences in competitiveness.

* Denmark’s, Norway's and Sweden'’s civil aviation authorities’ cooperation committee, primarily tasked with coordinating
national regulations and oversight responsibility regarding the airline operations conducted by the SAS Consortium.

out by other providers takes place under
separate contracts that require incident re-
porting. Maintenance bases affected have
to be formally approved by the airlines and
the civil aviation authorities. Maintenance is
performed according to strict rules and a
stringent control system that ensures air-
worthy aircraft. There is particular focus on
quality control in maintenance work and on
the interface between providers of these
services and the respective airlines.

In autumn 2005 the regulations for the
supervision, certification of aircraft types and
maintenance were taken over by the Euro-
pean Aviation Safety Agency (EASA). Scandi-
navian Airlines is monitored by the Scandina-
vian Civil Aviation Supervisory Office.

Security

The security situation for the airlines in the
SAS Group was stable in 2005. There were
no security-related incidents for the SAS
Group. Group companies have an excellent
collaboration on security issues. Efforts to
further harmonize procedures and regula-
tions within the framework of national and
international requirements will continue.

Measuring quality

Flight safety

Flight safety is the top priority in the SAS
Group, followed by punctuality and other
service. Service quality is also measured on
the basis of customer perceptions. By mon-
itoring the effectiveness of its quality sys-
tems, the company can measure its ability
to meet customer expectations regarding
safety, reliability and comfortable trans-
portation. By defining and establishing clear
and measurable standards the SAS Group

SAS Group Annual Report 2005
Quality, safety & business processes

aims to attain the best results in safety and
competitiveness.

Production

Quality in production is measured by ana-
lyzing punctuality and regularity and contin-
uously following them up against set targets
(see each airline concerned).

Dependability & IT security

Airline operations

Operational disruptions in traffic can be de-
fined as anything from delays to canceled
flights. Most such disruptions adversely im-
pact customers and impose extra costs on
the airline. Reasons for operational disrup-
tions may vary from computer glitches to
poor ground and weather conditions, which
affect all airlines. Other problems may be
accidents, such as a damaged aircraft inter-
rupting traffic atan airport.

The SAS Group and its network as well
as its cooperation with Star Alliance™ and
other partners enable it to resolve problems
quickly, minimizing adverse effects on pas-
sengers. After Scandinavian Airlines divided
its airline operations into regional com-
panies, the consequences of interruptions
could be isolated further. Operational inter-
ruptions for intercontinental operations are
more difficult to isolate due to the size of the
aircraft and higher percentage of transfer-
ring passengers.

A canceled flight in Europe is normally
dealt with within 2-6 hours, and an intercon-
tinental flight within 12 hours. If an aircraftis
damaged and has to be taken out of service
for several days, traffic planning is adjusted
to minimize any disruptions. These effects
cannot normally be insured against.

IT security

To ensure adequate IT security, the SAS
Group uses the latest technology. The SAS
Group installs an increasing number of busi-
ness applications to benefit its customers,
partners, suppliers, etc. When access to these
applications takes place via the Internet,
these are protected by Internet firewalls.
When access takes place via a communica-
tion pathway other than the Internet, they
are protected by customer firewalls. The de-
mand and need for employees to work from
home and on business trips for access to the
internal network are growing. Such access is
protected by dialup products with one-time
passwords, encrypted communication and
personal firewalls on the PC. All solutions are
regularly tested by external experts.

Inthe Group’s networks, 2,558,684 com-
puter viruses were detected and rejected
in 2005. Operations were not affected by
computer viruses in 2005.

As of January 2006 the SAS Group has
established backup computer centers for its
production platforms in its mainframe envi-
ronments and vital server environments
(Windows and Unix). The backup computer
centers can be up and running in 30 min-
utes in the event of acomputer crash.

Approvals & certifications
The long-term goal is for all environmental
management systems in the Group to be
documented and comply with the interna-
tional 1ISO 14001 environmental manage-
ment standard. Bluel, Spanair and Aero
Baleares have I0SA certification from IATA.
SAS Technical Services Maintenance Orga-
nization and SAS Maintenance Training
were approved during the year as EASA Part
145 and 147 organizations, respectively.
These units were previously JAA-approved.
Spanair and the Spanish ground han-
dling operator Newco are certified accord-
ing tothe ISO 9001 quality standard. Newco
is also certified according to the ISO 14001
environmental standard. SAS Cargo Group
is certified according to both ISO 9001 and
ISO 14001.

Research & development

Due to the nature of the industry, the SAS
Group does notengage in any R&D activities.
Nor does the Group capitalize any R&D costs.
However, the Group does support R&D in
such areas as renewable aviation fuels.



The capital market & Investor Relations

In 2005 the SAS Group saw a higher level of activity, with the capital market showing keener
interestin the Group. Around 100 investor meetings and large number of presentations were
held during the year in Scandinavia and abroad.

The SAS Group’s share is primarily listed on
the Stockholm Stock Exchange and second-
arily listed on the exchanges in Copenhagen
and Oslo. Atthe end of 2005 the SAS Group’s
total market capitalization was MSEK 17,190.

Financial events 2005
The SAS Group’s share rose 74.2% and the
number of shares traded climbed by 49%.
The SAS Group carried out a total of MSEK
1,800 worth of sales, sale and leaseback
transactions for aircraft and sale and lease-
back of five simulators.
The SAS Group sold European Aeronauti-
cal Group, Jetpak and 67% of SAS Com-
ponent, providing a positive cash flow of
approximately MSEK 2,700 in the latter
partof 2005.

Financial objective

The SAS Group’s overall financial objective is
to create value for its shareholders. The aim is
for total shareholder return, i.e., the sum of
share price appreciation and dividends, to be
at least 14% over a business cycle. This re-
turn requirement has been translated into an
internal financial target, CFROI.

IR/information policy

The SAS Group has an IR/information policy
approved by SAS AB’s Board of Directors to
ensure the provision of accurate, relevant
and timely information to the capital mar-

sustainability-related issues contribute to
value creation.
(The policy is available on www.sasgroup.net)

Dividend policy

The SAS Group’s annual dividend is deter-
mined by taking into account the Group’s
earnings, financial position, capital require-
ments and relevant macroeconomic condi-
tions. Over a business cycle the dividend is
to be in the region of 30-40% of the Group’s
income after standard tax. To protect the
Group’s financial position, no dividend is
paid as a rule in the event of a loss. The divi-
dend proposal for 2005 is on page 19.

Financial strategies

Capital market and risk management
Financial flexibility is maintained through
high liquidity, adequate access to funding
and an active dialog with the capital market.
The job of finance operations is to iden-
tify, manage and handle the SAS Group’s
financial risks.
Since the aircraft fleet is regarded as a fi-
nancial asset, optimization of fleet financing
is achieved by taking operating efficiency
requirements, tax effects, financing costs,
capital employed, and market value into
consideration.

Long-term targets
- equity/assets and debt/equity ratios

Executive Vice President
and CFO
Gunilla Berg

Equity/assets ratio >30%

ket. Investors and capital market playersare  Financial net debt + 7x Operating

. . . . i i 0,
to be provided unambiguous information leasing / Equity <100%

s ) . Financial net debt + NPV Operating
on the company’s operations with a focus leasing / Equity <100%
on increasing shareholder value and how Financial net debt/Equity <50%
SAS Group share price performance and trading volume 1999-2005
Share price, SEK Number of shares traded/month, million
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90 et 150
75 " m Prrd " Pro gV I, - 125
) A W ] “M?W\ 100
45 ] —1-RRE-B—BRE ——] 7,5
0 4-A--—aRE=-00—R0-R RERRRERRRE BNl EEN MENEN E— | BURRR R 50
15 AR R R R R R R R R R R R R R R R R R R R R B R R R R R R R - R m] =SS SR NN NN S A RS RN AN 25
0 0
1999 2000 2001 2002 2003 2004 2005

= Closing price in SEK. Prior to July 6, 2001 the share price performance pertains to the former listed parent company SAS Sverige AB on the Stockholm Stock Exchange and subsequently to SAS AB.

Trading per month. Total trading on the stock exchanges in Copenhagen, Oslo and Stockholm. Prior to July 6, 2001, it refers to the former parent companies SAS Danmark A/S, SAS Norge ASA and

SAS Sverige AB and as of July 7, 2001, to SAS AB.

Sources: Reuters and the SAS Group
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Share data

The share price rose 74.2%in 2005. The value of SAS shares traded has risen by 64% since 2001. The trading
upturn has stimulated interest in trading the SAS share.

Share price performance in the industry

The market capitalization of an average of air-
lines in Europe’ rose rapidly in 2005 after a
weak performance in 2004. The uptick was
relatively during the first half of 2005, with
the total market capitalization of European
airlines increasing by 10%, compared with
12% for the SAS Group. Thanks to good traf-
fic performance and less apprehension about
rising fuel prices, the price trend was very
strong in the second half of the year. For the

year as a whole the market capitalization of
European airlines rose 32.2%. The perform-
ance of the SAS Group was 42 percentage
points higher, rising by 74.2%.

Share liquidity and index

High liquidity in the SAS share is important
for attracting major investors. Trading of the
SAS share has increased on the three stock
exchanges where the SAS share is quoted.
On the Stockholm Stock Exchange, where

! Alitalia, Easyjet, British Airways, Finnair, Iberia, Lufthansa and Ryanair

the SAS Group is primarily listed, trading
rose to 57.5 (55.9) million shares. The num-
ber of shares traded increased by 119% on
the secondary listing in Copenhagen, to
79.0 (36.1) million shares, the highest num-
ber ever recorded. In Oslo, the number of
shares traded climbed to 13.6 (8.8) million
shares. All together, the number of shares
traded was the highest ever, rising by 49%
compared with 2004, to 150.0 (100.8) mil-
lion shares. Adjusted for the three Scandi-

The 15 largest shareholders in the SAS Group*

Key data per share, SEK 2005 2004 2003 2002 2001 Dec. 31,2005 Number of shares Holding
Market capitalization, mill. 17,190 9,870 11,234 8,329 11,147 Swedish government 35,250,000 21.4%
No. of shares traded, mill. 150.0 100.8 71.7 55.6 1075 Danish government 23,500,000 14.3%
No. of shares at year-end, mill. 164.5 1645 1645 164.5 161.8 Norwegian government 23,500,000 14.3%
Income after tax for the period 1.06 -10.70 -9.63 -1.22 -6.65 Knut and Alice Wallenberg
Cash flow from the year’s operations 9.16 -8.75 -7.09 13.06 -2.19 Foundation 11,311,161 6.9%
Dividend 0.00! 0.00 0.00 0.00 0.00 Odin-fonderna 2,767,489 1.7%
Dividend % of earnings after tax 0% 0% 0% 0% 0% State of New Jersey
Book equity 69.93 67.09 78.40 91.91 97.14 Common Pension Fund 2,549,345 1.5%
National Bank of Denmark 2,289,294 1.4%
Market price at year-end 104.5 60.0 68.0 494 68.0 Handelsbanken funds 1,949,181 1.2%
Highest market price during the year 104.5 79.5 75.0 85.0 115.0 Robur 1,718,156 1.0%
Lowest market price during the year 62.5 484 274 455 51.0 Livforsakringsaktiebolaget 1,549,500 0.9%
Average price 75.6 61.7 51.3 66.2 86.8 Nordea funds 1,494,605 0.9%
Share price/Total equity per share, at year end 142% 88% 85% 53% 70% Forsta AP-fonden 1,415,547 0.9%
Dividend yield, average price 0.0% 0.0% 0.0% 0.0% 0.0% Nordea Bank, managers 1,369,610 0.8%
SEB-funds 1,324,700 0.8%
P/E ratio, average 71 neg neg neg neg Norwegian National Insurance
P/CE ratio, average 8 neg neg neg neg Scheme Fund 1,207,787 0.7%
Other shareholders 51,303,625 31.2%
Key figures pertain to the SAS Group and are calculated on 160,018,622 shares for 2001 and 163,747,100 shares for 2002. Total 164,500,000 100%

For other years the figures are based on 164,500,000 shares. The number of outstanding shares is calculated on a weighted
average during the year according to the Swedish Financial Accounting Standards Council’s recommendations: RR18.

*Under Danish law, disclosure is permitted only when the
stake exceeds 5%.

! Proposal.
Breakdown of shareholders by stock exchange
Distribution of shares 2005 2004 2003
Dec. 31,2005 Number of shareholders Number of votes % of share capital % of all shareholders Copenhagen 17,355 15514 13,728
Oslo 1,239 1,612 1,831
1-500 15,450 3,026,012 1.8% 67.7% ’ ! ’
501-1000 3,820 2,900,668 1.8% 167%  Stockhoim 4227 5144 5230
1001-10000 3,152 8,276,884 5.0% 13.8% Total 22,821 22,270 20789
10001-50 000 242 5,209,948 3.2% 1.1%
50001-100 000 52 3,580,213 2.2% 0.2% Trading codes - the share (ISIN code SE0000805574)
100001~ 105 136,331,403 82.9% 0.5% Reut Bl b
Unknown owners * 5,174,872 3.1% A AE Cor s:l; Ez Ozr:s‘gg
, Copenhagen .
Total 22,821 164,500,000 100.0% 100.0% SAS AB, Oslo SASNOK.OL SASNO
* Shareholders in Denmark not listed by name. SAS AB, Stockholm SAS.ST SAS SS

Share ownership structure SAS AB
As of December 31, 2005

Swedish

government 21.4%

ggvrgr?grinaenm 14.3% ‘
gsﬁﬂmem 14.3%

Private interests 00 % |

The SAS Group’s largest owner is the Swedish govern-
ment, with 21.4%. The Norwegian and Danish govern-
ments each own 14.3%. Fifty percentis in private hands.
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Volume of shares traded on the three exchanges,
plus total, 2002-2005

Million shares
17 4‘ Estimated level for most traded list
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s q - nh
0 . [ ™
Copenhagen Oslo Stockholm Total
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Sources: SIX and the SAS Group

Trading of the SAS share increased by 119% in Copen-
hagen, 3% in Stockholm and 54% in Oslo in 2005.

Share of total trading, in Swedish kronor, of SAS Group
shares on the Stockholm Stock Exchange, 2000-2005
%
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Sources: Stockholm Stock Exchange and the SAS Group

The SAS share’s share of the trading on the Stockholm
Stock Exchange in 2005 was relatively stable despite its
sharply higher trading on the Stockholm Stock Exchange.



navian states’ 50% participation in the SAS
Group, this corresponds to a total turnover
of 182% (123%). Of the total trading vol-
ume, 38% (55%) was traded on the Stock-
holm Stock Exchange, 53% (36%) on the
Copenhagen Stock Exchange and 9% (9%)
on the Oslo Stock Exchange. In 2005, SAS
Group share trading amounted to SEK 11.4
(6.4) billion, a 77% increase. This made the
SAS Group’s share the seventh most traded
airline share in Europe, the same level as for
2004. Calculated in USD, trading of the SAS
share has risen by 64% since 2001.
Besides the indexes directly linked to
the stock exchange listings in Stockholm,
Copenhagen and Oslo, the SAS share is
included in more than 100 other indexes
including the Dow Jones STOXX Index,
Morgan Stanley International and S&P/
Citigroup-BMI. The Group is also included
in some environmental indexes, such as
Ethibell and EIRIS, which evaluate the ability
of companies to successfully combine busi-
ness activities with environmental work.

Shareholders

The SAS Group had 22,821 (22,270) share-
holders on December 31, 2005. The biggest
shareholders are listed on the table on page
18. The total institutional holding is approxi-
mately 40% while the portion held by private
individuals is approximately 10%. Holdings in
Scandinavia total approximately 90% while
holdings outside the EEA are below 5%.

Dividend

The Board of Directors proposes that no div-
idend be paid to SAS AB shareholders for
the 2005 fiscal year. The reason for this is
the impact on the Group of the structural
changes in the airline industry and the fact
that protecting the Group’s financial posi-
tion is vital for its continued operation.

Annual total return on SAS Group share,
1995-2005

The SAS Group’s return

By the end of 2005, an investment of SEK
100 made on January 1, 1995 would have
grown to SEK 212 including reinvested divi-
dends. This corresponds to an average an-
nual total shareholder return of 7.1%. The
returnin 2005 was 74.2%.

Investor Relations activities

The SAS Group’s ambition is to offer prompt,
relevant and timely information on its per-
formance. The Group abides by an IR/infor-
mation policy adopted by the SAS AB Board
of Directors to ensure sound and fair provi-
sion of information to the market. The IR
policy is posted on www.sasgroup.net under
Investor Relations, which also contains up-
to-date information on the Group’s financial
performance, stock market information,
financial calendar, traffic statistics, environ-
mental index, company information and
otherimportant data. The SAS Group Annu-
al Report 2004 won the Swedish Ministry of
Industry, Employment and Communica-
tions’ 2005 competition for annual reports,
Genomlyst 2005.

In conjunction with the presentation of
interim reports the SAS Group holds press
and telephone conferences and meetings
for analysts. The SAS Group also partici-
pates in various aviation conferences and
organizes a large number of investor gath-
erings.

Analysts: Quarterly meetings and phone
conferences.

Examples of share analysts

who monitor the SAS Group

Scandinavian analysts Contact
ABG Sundal Collier Lars Heindorff
Carnegie Lars Topholm
Danske Equities Philip Christoffer Christensen
DnB Nor Markets Martin Huseby Karlsen
Enskilda Securities Jeff Saul
Erik Penser Fondkommission Mats Hyttinge
First Securities Hans Erik Jacobsen
Handelsbanken Ann Bowers

HSH Gudme Brian Bersting
Jyske Bank Michael Nielsen
Nordea Finn Bjarke Petersen
Sydbank Jacob Pedersen

International analysts

ABN Amro Andrew Lobbenberg
Citigroup Andrew Light
Credit Suisse First Boston Oliver Neal
Davy Stockbrokers Stephen Furlong
Dresdner Kleinworth Benson Mike Powell
Goldman Sachs Christopher Logan
JP Morgan Chris Avery
Lazard Gert Zonneveld
Merrill Lynch Anthony Bor
Morgan Stanley Penelope Butcher

Investors: Quarterly meetings in Copen-
hagen, Oslo, Stockholm and London, bian-
nual meetings in the rest of Europe and the
U.S. Participation in industry seminars and
conferences.

Brokers and the financial press: Quarter-
ly meetings and annual seminars.

Monitoring of the SAS Group by analysts
The number of analyst reports about the
SAS Group in 2005 rose above all in Scandi-
navia. The majority of international banks
monitor the Group. The number of analysts
that the Group knows are continually moni-
toring its performance totaled 22 at year-
end, of which 12 are in Scandinavia.

Change in share capital* Number of Total number Par value/ Nom.

Event new shares of shares share, SEK share capital
2001-05 Company registration 50,000 50,000 10 500,000
2001-07 Non-cashissue 155,272,395 155,322,395 10 1,553,223,950
2001-08 Non-cashissue 6,494,001 161,816,396 10  1,618,163,960
2002-05 New issue 2,683,604 164,500,000 10 1,645,000,000

*Before SAS AB was formed in May 2001 the SAS Group was listed through the three companies SAS Danmark A/S, SAS Norge

ASA and SAS Sverige AB.

Share price performance of SAS share and a European industry average

since January 1, 2005

% Index = 100
75 175
60 -
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30 - L S A
15— —— 130 — =
0
115 A R - Al
-15 -
-30 100
95 9% 97 98 99 00 01 02 03 04 05 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Total return = Target for total shareholder return, min. 14% The SAS share Index for market capitalization of European airlines, industry average Sources: SIX and the SAS Group.

Average annual effective return for the period 1995-2005
was 7.1%.

In Swedish kronor, the SAS Group share price performed 42 percentage points better than an index consisting of the
European airlines Alitalia, Easyjet, British Airways, Finnair, Iberia, Lufthansa and Ryanair.
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Ten-year financial overview

SAS Group* 2005 20047 20037 20027 2001 2000 1999 1998 1997 1996
Statements of income, MSEK
Operating revenue 61,887 58093 57,655 64906 51433 47540 43746 40946 38928 35,189
Operating income before depreciation 2,984 1,779 597 3,463 743 3,710 2,731 4,101 4,102 3,668
Depreciation -2,412 -2846 -3,046 -2953 -2443 -2]192 -2,087 -2,125 -1880 -1851
Share of income in affiliated companies 134 157 39 -409 -70 -1 77 -20 88 5
Income from sale of shares in subsidiaries and affiliated companies 480 5 651 817 -24 1,033 283 1 1 -
Income from the sale of aircraft and buildings 187 113 649 -320 1,165 490 726 1,014 83 100
Income after financial items 418 -1,833 -1,699 -543  -1,140 2829 188 2921 2,314 2,031
Income before capital gains and nonrecurring items 114 -1,701 -2,450 -829 -2,282 1,291 459 1,905 2,215 1,931
Balance sheets, MSEK
Fixed assets 36,439 38458 42,768 46,845 42407 33422 28587 26491 23003 20,787
Currentassets, excluding liquid assets 12,893 10,748 9441 9244 8693 7024 7,133 5958 4833 4,161
Liquid assets 8,684 8595 9066 10,721 11662 8979 8495 8024 9828 11,074
Total shareholders’ equity 12,081 11,044 12926 15261 15807 17,651 16,145 15359 13,738 12442
Long-term liabilities 23,608 25,193 25633 27,09 24569 14,895 12418 11,188 13452 14,296
Current liabilities 22,327 21564 22716 24453 22386 16879 15652 13926 10474 9,284
Total assets 58,016 57,801 61,275 66,810 62,762 49425 44215 40473 37,664 36,022
Cash flow statements, MSEK
Cash flow from the year’s operations 1,507 -1440 -1,167 2,138 -350 3,949 1,483 3,665 3,739 3,564
Investments -1,827 -3865 4483 9919 -11676 -9886 5845 -6,112 -3256 -2,651
Sale of fixed assets etc. 2,828 6853 5535 6055 8382 5559 6601 2360 252 1,066
Cash flow before financing operations 2,508 1,548 -120 -1,726 3,644 -378 2,239 -87 735 1,979
New issue - - - 197 - - - - - 644
Dividend - - - - 754 -666 -637 -678 -493  -2,204
External financing, net -2,457 -2,016 -1,480 588 7,081 1528 -1,131 -1039 -1488 -562
Cash flow for the year 51 —468 -1,600 -941 2683 484 471 -1,804 -1,246 -143
Key figures
Gross profit margin, % 4.8 3.1 1.0 53 14 7.8 6.2 10.0 10.5 104
Return on capital employed (ROCE), % 5.0 -1.1 0.0 35 0.0 10.9 87 134 116 10.7
Return on book equity after tax, % 1.4 -149 -117 -14 -6.3 13.6 9.4 15.5 13.7 13.9
Equity/assets ratio, % 21 19 21 23 25 36 37 38 36 35

! Pertains to the SAS Group pro forma 1996-2000. 2Comparati\/e figures for 2004 have been restated according to IFRS. Errors relating to Spanair’s accounts have been corrected for 2002-2004.

Definitions and concepts, see back flap.

Comments

Earnings performance

During the last 10 years it was especially the
early 2000s that have been marked by
events that negatively impacted the airline
industry.

Strong earnings 1996-1997
In 1996 the SAS Group posted lower earn-

Income before capital gains and nonrecurring items
MSEK
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ings due to higher personnel costs and less
favorable contracts for the SAS Group. In
1997 earnings improved in line with traffic
development and a higher cabin factor. In
1998 and 1999 earnings were negatively im-
pacted by higher costs, which led to the intro-
duction of a cost-cutting program. Though
the economy was good in the Scandinavian
markets in 2000, the improved earnings
were held in check by higher fuel prices.

September 11, 2001

2001 opened very strongly, but the terrorist
attacks of September 11, 2001 precipitated
the biggest crisisin the airline industry since
the Gulf War in 1990-91. SAS Group earn-
ings improved in 2002, but the market
in Europe struggled with slow economic

growth, greater competition and a change
in the passenger mix. In response, the SAS
Group initiated Turnaround 2005.

Earnings in 2003 were very poor in the
wake of external events such as the SARS
epidemic and the war in Irag. Although traffic
recovered significantly in 2004, tough com-
petition in Scandinavia exerted heavy pres-
sure on prices, causing the Group to post a
loss for 2004 despite huge cost savings.

Performance in 2005
The continued record-high fuel prices in-
creased costs by SEK 1.7 billion adjusted
for higher volume and currency effects.
Traffic developed well, with the autumn
seeing a sizable increase and sharply im-
proved cabin factors.



Ten-year financial overview

SAS Group* 2005 20047 20037 20027 2001 2000 1999 1998 1997 1996
Income and capital concepts included in CFROI, MSEK
Income before depreciation, EBITDA 2,984 1779 597 3463 743 3710 2,731 4,101 4,102 3,666
+ Operating lease costs, aircraft 3,133 2,689 2,935 3,747 2,425 1,898 1,346 1,027 859 872
EBITDAR 6,117 4468 3532 7210 3,168 5608 4,077 5128 4961 4538
— Operating lease revenue, aircraft -155 -163 -145 -85 -16 -15 -66 -161 -179 -238
Adjusted EBITDAR 5962 4305 3387 7,125 3,152 5593 4011 4967 4782 4,300
Adjusted average capital employed >
+ Total shareholders’ equity 12,113 11,823 13,655 14914 17,105 16,369 15393 14549 13,091 12,442
+ Surplus value, aircraft -161 -674 167 1318 4638 5420 4911 4073 3277 1930
+ Capitalized leasing costs, net (x7) 18,967 18,130 22844 21,766 14818 10840 7,670 5383 4686 3,889
— Equity in affiliated companies -853 -676 -519 -803 -1,087 -895 -1,126 -1,102 —705 —653
+ Financial net debt 16,119 18592 19,031 16905 8661 4465 3720 1026 255 164
Adjusted capital employed 46,185 47,195 55178 54,100 44,135 36,199 30568 23929 20604 17,772
Cash Flow Return On Investment, CFROI, % 12.9 9.1 6.1 13.2 7.1 155 13.1 20.8 23.2 24.2
Other financial data, MSEK
Financial income 534 357 1,096 1,150 618 518 868 634 674 745
Financial expenses -1,539 -1399 -1,684 -2291 -1,129 -729 -713 -684 -754 -634
Interest-bearing liabilities 26,337 27280 28866 29,782 26,124 14563 11,802 10277 10,589 11,810
Operating leasing capital 20,846 17,682 19530 25634 16863 13,181 6960 6062 4760 4,438
Net debt 5865 9956 11466 11574 7,652 794 -107 484 -185 164
Financial net debt 14,228 17,377 18122 17,872 12824 4372 2336 1,707 345 164
Debt/equity ratio * 1.18 1.57 1.40 1.17 0.81 0.25 0.14 0.11 0.03 0.02
Adjusted financial net debt (NPV)/equity 2.21 2.53 2.18 2.01 1.37 0.45 0.35 0.25 0.13 0.18
Adjusted financial net debt (x7)/equity 2.90 3.17 291 2.85 1.89 1.00 0.73 0.58 0.46 0.50
Interest expenses/average gross debt, % 5.2 43 6.5 6.9 4.4 52 54 6.1 6.3 5.7
Interest coverage ratio 13 -0.3 0.0 0.7 0.0 5.0 3.6 5.3 4.0 4.2

! Pertains to the SAS Group pro forma 1996-2000. Comparative figures for 2004 have been restated according to IFRS. Errors relating to Spanair’s accounts have been corrected for 2002-2004.
3 Average capital, 1997-2005 * Calculated on financial netdebt.  Definitions and concepts, see back flap.

Effects of Turnaround 2005 measures
enabled the SAS Group to post an earn-
ings improvement of SEK 1.8 billion, one
of the largest ever posted in the history of
the company.

Income before capital gains and nonre-
curring items amounted to MSEK 114.

Return requirement

Itis a goal of the SAS Group to give share-
holders a competitive return. The goal is to
give owners a total shareholder return (the
combination of annual share price growth

CFROI 1996-2005
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Lowest return requirement, 20-25%

and dividend yield) of 14% calculated as an
average over a business cycle. The target is
based on the capital asset pricing model
(CAPM). Average return since 1995 has
been 7.1%.

Terms

CFROI is the SAS Group's primary return
metric for its airlines. This key ratio is the
bestway of showing the return the company
generates in relation to actual capital input.
The return target is market based and is on
par with the return requirements of the cap-

The Group’s overriding financial target is an
average minimum CFROI of 20-25% over a
business cycle. In 2005 the CFROl was 13%
(9%). CFROI is affected by external environ-
ment-related costs, see page 109.

20% CFROI corresponds to an EBIT margin
of approximately 10%, income after financial
items of SEK 4-5 billion and should produce a
total shareholder return of 14%.

ital market. It reflects the EV/EBITDAR mul-
tiple, which is the most important interna-
tional financial key figure for airlines and is
used by the majority of analysts in the airline
industry. The capital concept has been ad-
justed to include the hidden value of the air-
craft fleet and capitalized operating lease
costs (x7) for the aircraft fleet. The SAS
Group’s goal is to achieve a market value that
at the very least is on par with the industry
average and its target is a minimum average
CFROI of 20% over a business cycle.

14% 20-25% CFROI
Total Shareholder SAS Group
Return return metric

Approximately 10%
EBIT margin
Operating
income margin

Approximately SEK
4-5 billion, EBT
Income after

financial items
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Cycles, trends & risks

The airline industry is a growth business since traffic normally expands faster than the economy in general.
Because its growth has been disrupted by external events such as war, epidemics and oil crises, profitability
has been volatile. As a rule, higher economic activity generates increased travel. (For information on financial
risk management see Note 29 on pages 74-75.)

Airline industry cycles

Normally, the airline industry grows some-
what faster than the gross domestic product.
Traditionally, traffic (RPK) has risen by ap-
proximately 5% per year. Based on the rate of
the last 30 years, traffic growth is deemed to
have a multiplier of approximately 2.5 times
the GDP increase. Since 2001 this correla-
tion has been reversed in the aftermath of the
events of September 11, the SARS epidemic
and the war in Irag. 2005 brought a return to
amore normal state of affairs.

Capacity and traffic performance in the
airline industry

A crucial factor for the industry’s profitabili-
ty is capacity development and expected
traffic performance. New aircraft delivered
globally in 2005 comprised 5.0% of the
world’s total aircraft fleet. Estimated at 1.7%,
the aircraft taken out of service in 2005 rep-
resent a net increase of approximately 600
aircraft, equivalent to a netincrease of 3.3%.
In 2006 net deliveries willamount to an esti-
mated 3.1% and approximately 3.4% per
year in 2007-2010.

The world’s two largest aircraft manufac-
turers, Airbus and Boeing, forecastan annual
growth rate of approximately 5.3% and 4.8%,
respectively, until 2023/24. The biggest in-
crease is expected to take place in trafficin as
well as to and from Asia, particularly China.

The SAS Group’s seasonal variations
Profitability for the SAS Group fluctuates
sharply during a single year. This is because
approximately 60-70% of scheduled travel
in Scandinavia is business related, which
means the Group’s revenues are highly de-
pendenton activity levels in business.

A normal calendar year opens with very
low traffic levels and business travel, which
means that first quarter earnings are often
negative. Volumes increase sharply from
March to June. During the spring, however,
profitability is negatively impacted by East-
er in Scandinavia, when business travel
plummets. On the other hand, Easter is a
busy time for Spanair owing to increased
leisure travel. Summertime is high season
for Spanair, but due to the fact that business
activities in Scandinavia are at an ebb, over-
all revenues decline for the SAS Group.

Activity levels in business pick up in the
autumn before slowing down once again at
the end of the year. In 2005, the SAS Group
adjusted its seasonal capacity to a higher
degree. For example, capacity during Christ-
mas and New Year’s is reduced in line with
the anticipated weak demand.

External risks

The airline industry is an international busi-
ness affected by global external events such
as sharpincreases in the price of oil, currency

Traffic and GDP development in the world 1976-2005 Traffic effects
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20
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Sources: AEA/IATA, OECD

Based on the rate of the last 30 years, traffic growth is deemed to have a multiplier of approximately 2.5 times GDP.
Since 2001 this connection has been weaker and the correlation has been reversed in the aftermath of events such

as September 11, the war in Iraq and the SARS epidemic.
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fluctuations, terrorism, war, epidemics, etc.
The Group and Group companies identify
risks on an ongoing basis and formulate
plans to handle them.

SARS

During the SARS epidemicin 2003, the SAS
Group's earnings fell by approximately halfa
billion SEK due to the canceled flights to
Asia. Losses were limited thanks to contin-
gency plans for reducing production.

Avian flu

The SAS Group has worked out a flexibility in
speedy capacity adjustments to be able to
meet any crisis or major outbreak of bird flu
among the public. The SAS Group is also in
close contact with relevant authorities such
as WHO etc. in case there is a major outbreak.

Variability in the cost base

Because variability in the cost base is strate-
gically important for handling external
events, the SAS Group has consequently ini-
tiated activities to specifically increase vari-
ability in the cost base for all companies in the
Group. A high degree of flexibility in the cost
base is important for being able to quickly
change capacity. A higher degree of flexibility
is to be ensured by improved crew agree-
ments and aircraft leases, alternative produc-
tion models (initially, wet lease instead of own

Net addition of aircraft - entire world 1996-2008
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Since the middle of the 1990s there has been a sharp
growth in new-built aircraft in the fleet. Since 2001 new
additions have fallen while a large number of aircraft
have been phased out. This means that the net addition
of aircraftis expected to be stable in the next few years.



expansion), improved planning processes
and volume-variable agreements.

Operating risks and geographic exposure
Operating risks are managed by the SAS
Group’s various units. The Group’s airlines
focus on reducing operating risk and opti-
mizing production. In 2005, the economy
measured by GDP and passenger traffic
showed healthy growth. The economy has
continued to grow despite record-high oil
prices, and the outlook for 2006 is still good
in many of the SAS Group’s markets. The
chart below shows GDP growth in the SAS
Group’s key markets in 2005 as well as the
share of total ticket sales that these markets
represent.

GDP growth in the SAS Group’s key markets 2005

GDP growth * Group’s share of sales
Norway 2.4% 31%
Sweden 2.4% 19%
Denmark 3.0% 10%
Spain 3.4% 13%
us. 3.6% 5%
Finland 1.3% 3%
Euro countries 1.4% 15%
OECD 2.7% 4%

* OECD Economic Outlook No. 78.

Jetfuel

The SAS Group is exposed to changes re-
garding the world market price for jet fuel.
The Group manages price hedging of jet fuel
for all airlines. Fuel costs accounted for ap-
proximately 14.0% (10.6%) of the Group’s
total costs including depreciation.

Jet fuel policy

The SAS Group’s policy is to hedge on an
ongoing basis 40-60% of the forecast con-
sumption in the coming 12-month period.

SAS Group revenue breakdown 2005

Passenger revenue 64%

Other revenue 10% ‘
Freight 40/0y7

Mail 1%

Ground services and
, ) 4%
technical maintenance (o]

Rooms and food and
beverage revenue 8%
9%

Other

The SAS Group is exposed to passenger trafficand the
development of air traffic, which accounts for 64% of the
Group's revenues after eliminations. Other importantin-
come items are rooms and food and beverage revenue
from hotel operations and from cargo transport.

The SAS Group’s sensitivity analysis

Approximate relationships between the main operational key figures for Scandinavian Airlines Businesses and
the SAS Group’s financial and environmental result. While the impact on earnings cannot be totaled it illustrates
the earnings sensitivity (excl. hedging of currency and fuel) for Scandinavian Airlines Businesses and the Group,

respectively, in the current situation.

Scandinavian Airlines Group total,

Airline operations Businesses, annual effect annual effect
Passenger traffic 1% change in RPK, MSEK 240 310
Cabin factor 1 percentage point change in cabin factor, MSEK 340 480
Unit revenue (Yield) 1% change in passenger revenue per passenger km, MSEK 300 390
Unit cost 1% change in airline operations’ unit cost, MSEK 270 350
Jet fuel 1% change in the price of jet fuel, MSEK 60 80

1% change in consumption of jet fuel,

corresponding to tonnes of CO,, (000) 43 60
Aircraft

1 shortand medium-haul aircraft out of service, earnings impact per day, MSEK -0.25

1 long-haul aircraft out of service, earnings impact per day, MSEK -10
Net currency effect and interest rate sensitivity, MSEK
Revenues and expenses 1% weakening of SEK against USD -110

1% weakening of SEK against NOK 60

1% weakening of SEK against DKK -15

1% weakening of SEK against EUR 40

1 pt. weakening of average interest rate 60

1% decrease of financial net debt 0-15
Hotels, MSEK

1 EUR change of RevPAR 40

1 pt. change in hotel occupancy 40
Comments

Airlines operations: A 1% increase in passenger traffic represents MSEK 310 in increased operating revenues for the
SAS Group. In general a 1% increase of the cabin factor is also worth more than a 1% weakening of the yield.

Net currency effect and interest rate sensitivity: The SAS Group's largest deficit currency is USD due to aircraft leasing
and jet fuel costs. A 1% appreciation of USD would negatively impact the SAS Group's earnings by MSEK 110. How-
ever, a USD gain often leads to higher fares so the net effect is very limited.

Hotels: Rezidor SAS earnings will improve by MSEK 40 if occupancy rises by 1%.

Jet fuel prices

Jet fuel prices climbed to record highs in
2005, causing the Group’s fuel costs to soar
by SEK 1.9 billion, to SEK 8.1 billion. In 2005
the SAS Group hedged on average 54%
of fuel purchases at an average price of
USD 473/MT including premiums. Of its

Jet fuel prices vs. the price of oil

USD / tonnes USD/barrel
800 70
700

600

1999 2000 2001 2002 2003 2004 2005

Jet fuel price (left scale) ~ Oil price (right scale)

The prices of jet fuel and crude oil track each other
relatively well, butin the latter part of 2005 jet fuel
costs increased more than the price of crude oil due to
refinery capacity limitations.

anticipated consumption in 2006, the SAS
Group has hedged an average of 43% pri-
marily with capped options of approximately
USD 640/MT including premiums. The SAS
Group’s jet fuel costs are expected to total
approximately SEK 10 billionin 2006, based
on forward prices in February 2006.

Fuel cost development
SEK billion

10

0—
1999

2000 2001 2002 2003

2004

2005

In 1999 the Group’s jet fuel costs totaled just SEK 2.2
billion. Since then, costs have risen year after year,
reaching SEK 8.1 billion in 2005.

SAS Group Annual Report 2005
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Fuel efficiency program

In the spring of 2005 Scandinavian Airlines
Businesses introduced a fuel efficiency
program. The project involves a systematic
review of all factors that can affect fuel
consumption and includes maintenance rou-
tines as well as regular engine cleaning and
fueling procedures. The know-how and atti-
tudes of pilots play a crucial role in the suc-
cess of this endeavor.

The goal of Scandinavian Airlines Busi-
nesses is to save MSEK 250 annually and
the intention is to expand the program to
cover all SAS Group airlines in 2006.

Currency exposure

Because of its international operations, the
SAS Group is exposed to the fluctuations of
several currencies. Transaction risk arises
during exchange rate changes that affect
the amount of commercial revenues and
costs, thereby impacting the SAS Group’s
operating income.

Currency exposure is managed by hedg-
ing on an ongoing basis 60-90% of the
Group’s surplus and deficit currencies based
on a 12-month rolling liquidity forecast. The
Group has on balance a number of surplus
currencies, with deficits mainly in USD and
DKK. In 2005 the value of the USD appreci-

Estimated currency breakdown, net,
of operating income (EBITDA), 2005, MSEK

Surplus currencies

Deficit currencies

NOK 5,900 usb 11,000
EUR 3,900 DKK 1,600
SEK 2,200
GBP 1,300
Other 2,300

EBITDA amounted to approximately MSEK 3,000.

Currency breakdown in the SAS Group 2005

Revenue

‘ 24% 5% 7% 28% 11% 21% 4%

Expenses
‘ 18% 3% 26% 19% 14% 18% 2%
| B
0% 20% 40% 60% 80% 100%
EUR ~ GBP [ USD M NOK M DKK M SEK M Other

The SAS Group’s main revenue currencies are NOK and
EUR. Its largest cost currencies are USD and NOK.
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ated against the Group’s largest surplus
currencies: SEK, NOK and EUR. The appre-
ciation of the dollar negatively impacted the
SAS Group'’s operating income despite the
fact that the Group hedged 70% of its cur-
rency risk during the year.

Overall, exchange rate developments had
a positive impact on operating income. The
total effect including positive effects from
currency hedging amounted to MSEK 274.

The SAS Group’s insurance coverage

The SAS Group insures all assets and per-
sonnel to reduce the risk of unforeseen
events. Assets and operations are to have
optimal insurance coverage based on com-
petitive terms in the global insurance mar-
ket. The SAS Group’s airline insurance con-
tracts are of the all risks type and cover the
aircraft fleet, with the expanded exception
that the airline industry has had to bear
regarding damage to aircraft caused by
weapons of mass destruction, spare parts
and other equipment as well as liability ex-
posure associated with airline operation. In-
surance costs fell in 2005 by approximately
18% compared with 2004 and amounted to
approximately MUSD 45.

Reporting of pension plans

Since 1996 the SAS Group has followed
International Accounting Standards, IAS 19,
for reporting the Group’s defined benefit
pension plans. The reporting of the size of the
pension commitments is based on set pa-
rameters regarding interest, inflation, salary
increases etc. Any deviations from estimates
are amortized according to the remaining
earning period, 15 years in the pension plans.

Equity/assets ratio and debt/equity ratio
for the SAS Group, %

350

Overfunding exists in several of the SAS
Group’s pension plans, which means that as
of December 31, 2005, the SAS Group had
a positive difference of MSEK 1,100 be-
tween funded assets and commitments.
(For detailed information see Note 19 on
pages 72-73.)

Effective tax

The SAS Group has approximately SEK 10
billion in unutilized loss carryforwards. Of
these, deferred tax receivables are stated
for approximately SEK 8 billion. This means
that the SAS Group will not have tax payable
until these loss carryforwards have been
utilized, which will affect cash flow positively
in future periods.

Credit card losses

The SAS Group follows the practice in the
industry regarding payment by credit card.
In 2005 total losses connected with credit
card payments amounted to approximately
MSEK 1.5 for the SAS Group. This is equiva-
lent to approximately .005% of total sales, or
.007% of credit card sales. To further reduce
losses relating to credit card purchases, SAS
is working continuously to improve security
and will introduce further improvements in
2006 for payments via the Internet and call
centers.

SAS Group aircraft insurance costs

MUSD
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@ Financial net debt/equity
Equity/assets ratio (equity/total assets)
@ Financial net debt + 7x operating leasing/equity

The SAS Group’s most important key figure for financial
strength is its debt/equity ratio (with and without leasing)
and equity/assets ratio. The SAS Group has improved
the key figures since 2003.

2000 2001 2002 2003 2004 2005

After September 11, 2001 the cost of aircraft insurance
rose sharply. However, since 2003 insurance costs
have been trending downward.



Financing, investment & capital employed

The SAS Group’s financial key figures were bolstered in 2005 by a positive cash flow and continued releasing of
capital. The Group is in the midst of a period of very low investment.

Financing

Financing is mainly accomplished through
syndicated bank loans, bond issues, direct
borrowing, debenture loans, and finance
and operating leasing. As 2005 opened,
MEUR 300 of the rolling credit facility total-
ing MEUR 400 had been utilized. During
the year the utilized amount was drawn
down successively and by the end of 2005
MEUR 100 of the facility had been utilized.

From April to December, the SAS Group
issued MSEK 925 in new bonds in the Nor-
wegian market. The bonds have a term of
five years and mature in 2010.

Under the existing EMTN program,
MSEK 1,018 worth of bond issues were
renegotiated and extended from 2008 to
2010. Furthermore, MEUR 33 and MSEK
200 were issued with maturity in 2006 and
2010, respectively. Besides that a number
of smaller repurchases were made of bond
issues maturing in 2008, for a total counter-
value of approximately MSEK 144,

In addition to the above-mentioned loan
facilities, bank facilities totaling approximate-
ly MSEK 2,096 were extended during 2005.

Creditworthiness
The SAS Group shall maintain a level of in-

debtedness that over the long term permits
the Group to be viewed as an attractive bor-
rower. The Group has financial targets for
equity/assets and debt/equity ratios. The
equity/assets ratio improved somewhat in
2005, amounting at year-end to 21%. Finan-
cial net debt amounted to MSEK 14,228, a
decrease of MSEK 3,139 in one year. At the
end of 2005 the SAS Group’s lease-adjusted
financial net debt (7 x annual leasing costs)
relative to shareholders’ equity was 290%.
Moody’s downgraded the SAS Group in
May by one notch. Moody’s changed its rat-
ing methods in June, which meant that the
SAS Group was upgraded to B1 for the com-
pany’s corporate family rating with an un-
changed negative outlook. In 2004 the
Japanese rating institute Rating and Invest-
ment Information Inc. lowered the Group’s
creditworthiness from BBB to BB+.

Investment and investment needs

The SAS Group is in the midst of a period of
very low investment. At the end of 2005, the
SAS Group had firm aircraft orders valued at
approximately MUSD 179 (MSEK 1,424). No
aircraft were delivered in 2005, although
prepayments of MSEK 60 were made. At De-
cember 31, 2005, the market value of the

Existing committed credit facilities for the SAS Group at December 31,2005

Countervalue in MSEK Expiration

Total Utilized Unutilized of validity

Facility facility facility facility period

Revolving credit facility 400 MEUR 3,772 943 2,829 2007

Bilateral bank facilities 2,096 0 2,096 2006

Other 1,402 1,081 321 2006
Total 7,270 2,024 5,246

Amortization of interest-bearing liabilities
Dec 31, 2005, MSEK

Adjusted financial net debt (x7)/equity
%

6,000 220 6000 350
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The diagram shows planned amortization of the SAS
Group’s interest-bearing liabilities. The brown part of
the column shows a revolving credit facility equivalent
to MSEK 950.

2000 2001 2002 2003 2004 2005

The starting point when calculating the SAS Group’s
capital employed is the Group’s total equity. The surplus
value in the aircraft fleet, financial net debt and capital-
ized leasing costs are added to equity.

SAS Group’s owned and leased aircraft
amounted to approximately SEK 44.7 billion.

Long-term CAPEX

Large parts of the SAS Group’s fleet have
been replaced since 1998. Only six planes
are currently on order with aircraft manufac-
turers. The next major fleet renewal program
will cover the MD-80 series, with replace-
ments probably commencing in 2010-2015.

The SAS Group has prepared guidelines
concerning the composition of owned and
leased aircraft. The current goal is for 75% of
the aircraft fleet to be leased and 25% to be
owned. The most important criteria are as-
sessing capital costs, residual value risk and
the flexibility of the fleet. Consequently, the
guidelines will be changed if the Group’s cred-
itworthiness, tax position or fleet changes.

Besides investment in aircraft the Group
invests approximately MSEK 1,300 per year
in spare parts and other operational invest-
ments.

Investments in aircraft will be limited up
to 2010-2015. Afterwards, the investment
pace will step up with the replacement of the
MD-80 fleet, but the increase will be of a
limited scope as the majority of the invest-
ments are expected to be carried out by
operating leases for aircraft.

Operating lease commitments

Because the stock market uses a multiple of
seven in calculations of relevant key figures,
the Group has chosen this method. For the
loan market the present value calculation is
relevant since it measures actual leasing

Estimated remaining life
of SAS Group aircraft fleet

5737 | | | |
series
A321-

200/A320

A340/
A330

deHavilland

MD-80

Year O 5 10 15 20 25 30

Remaining useful economic life
M Remaining technical life

Statistics show that the technical life of aircraft is assumed
to be c. 30 years and the useful economic life c. 25 years.
The average age of the SAS Group fleetis 9.8 years,
roughly equivalent to the European average.
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commitments. At the end of 2005 the
Group's capitalized leasing cost (x7) was
MSEK 21,931 and the present value of the
leasing contracts for the SAS Group was
MSEK 12,517, equivalentto MUSD 1,573.

Program to release capital
During 2005 the SAS Group sold four Boe-
ing 737s, two McDonnell Douglas MD-80s
and one Fokker F28. In addition the Group
effected sale and leaseback transactions for
two Boeing 737s, two McDonnell Douglas
MD-80s, five Fokker F50s and five Full Flight
Simulators. This provided a total sales value
of MSEK 1,800. Approximately MSEK 5,100
worth of property transactions were closed
in 2002 and 2003. Aircraft sales carried out
in 2004 amounted to SEK 6.4 billion. The
Group also expects to release capital in
2006, mainly via sale and leaseback trans-
actions for aircraft, engines and properties.
In 2005 the SAS Group sold 67% of SAS
Component and 100% of Jetpak Group and
European Aeronautical Group. The total
sales value including inventories amounted
to approximately MSEK 3,150. The positive
cash flow amounted to approximately MSEK
2,700in 2005/2006.

Focus on working capital

The SAS Group’s working capital follows a
seasonal pattern. A higher share of pre-
booked and paid airline tickets means that
the working capital is normally positive dur-
ing the second and fourth quarters. During
the first and third quarters, business traffic
is higher, which means a smaller share of
prebooked and paid airline tickets and hotel
rooms. The SAS Group works continually to
release capital in operations. 2006 will see
an even greater focus on this through vari-
ous programs and activities.

Total investments and divestments, 1996-2005
MSEK

12,000

10,000
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M Total divestments

11l
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Total investments

Investmentin the SAS Group’s aircraft fleet peaked in
2001-2002. The SAS Group’s investment amounted in
2005 to MSEK 1,827 and will be limited until 2010-
2015.
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SAS Group’s total aircraft fleet, December 2005 ! (For technical information about the aircraft fleet see page 116.)

Averageage Owned Leased? Total Leasedout Order
Airbus A330/A340 3.6 5 6 11
Airbus A321-200 3.8 8 5 13
Airbus A320/A319 2.7 16 16 4
Boeing 737-series 7.5 22 54 76 5 2
Boeing 717 (MD-95) 52 4 4
Douglas MD-80-series l16.4 24 66 90 5
Douglas MD-90-series 8.9 8 8 2
Avro RJ-85/100 4.2 9 9
Fokker F50 158 2 6 8 2
deHavilland Q-series 80 17 37 54
SAAB 2000 8.6 5 5
Total 9.9 86 208 294 14 6
Breakdown of the aircraft fleet by airline, Dec. 2005 !
Scandinavian Airlines Businesses 9.8 70 121 191 14 6
Spanair 11.0 59 59
Widerge 104 16 14 30
Bluel 5.8 14 14
Total 9.9 86 208 294 14 6

1 Excluding airBaltic when it was consolidated in August 2005.
2 Refers to aircraft under operating leases.

In addition to the above aircraft fleet, the SAS Group has wet lease agreements for three CRJ200s and three Fokker F100s.

Beginning February 2006 an Avro RJ-70 will also be wet leased.

Aircrafton firm order (CAPEX) in 2006-2007

SAS Group Total 2006 2007
CAPEX (MUSD) 179 57 122
Number of aircraft 6 2 4
Atthe close of 2005 neither Spanair nor Widerae nor Blue1 had any aircraft on order.

Contracted * operating aircraft leasing 2006-2009

Present value (NPV) at 5.5% for 2005- MUSD  MSEK
Scandinavian Airlines Businesses 940 7477
Spanair 564 4,488
Widerge & Bluel 69 552
SAS Group 1,573 12,517
Capitalized leasing costs (x7) 2006 2007 2008 2009
SAS Group, MSEK 22,939 21,364 18445 15631
SAS Group, MUSD 2,885 2,686 2319 1966

*Only existing contracted aircraft leasing contracts at December 31, 2005.

Weighted average cost of capital (WACC)
The SAS Group’s weighted average cost of
capital is estimated at approximately 9%.
The cost of shareholders’ equity is calculat-
ed based on an assumed inflation rate of 2%

Cash flow from the year’s operations, 1996-2005
MSEK
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Cash flow from operating activities improved by MSEK
2,947 in 2005. The improvement was a combination of
higher operating income and change in working capital.

and a market premium of just over 5%. The
Group’s costs for liabilities are assumed to
be 5.5% and the leasing cost is based on
market interest and depreciation rates.

Breakdown of the SAS Group’s total aircraft fleet
SEK billion, as of December 31, 2005

Market value

owned aircraft 1 5.1
Market value
leased arcraft  29.6

Total market value of the Group’s aircraft fleet amounted
to SEK44.7 billion. Out of the SAS Group's total aircraft
fleet at the end of 2005, 208 aircraft (71%) were leased
and 29% owned.



Business area

Scandinavian Airlines Businesses

Responsible for the business area
Executive Vice President
John S. Dueholm

Despite stiff competition and pressure on fares, Scandinavian Airlines Businesses showed
sharply improved operating income. The high fuel prices have largely been compensated for,
and the unit cost adjusted for fuel prices fell 5.4% compared with 2004.

Statement of income, MSEK 2005 2004 2003!
Passenger revenue 29,810 29,480 31,481
Other traffic revenue 2 4,035 3,399 3,470
Other revenue 2,850 2,794 2,875
Operating revenue 36,695 35,673 37,826
Payroll expenses -7,785 -8,106 -9,467
Selling costs -616 -882 -976
Jetfuel -5,731 4,508 -3,511
Government user fees -3,843 —4,383 -4,198
Catering costs -1,068 -1,019 -1,464
Handling costs -5,441 -5,519 -5,259
Technical aircraft maintenance -3,942 -4,074 -4,618
Computer and telecommunications costs -1,726 -1,757 -2,084
Other operating expenses -3,116 -3,302 -4,011
Operating expenses -33,268 -33,550 -35,588
Income before depreciation and leasing costs, EBITDAR 3,427 2,123 2,238
Leasing costs, aircraft -1,928 -1,557 -1,795
Income before depreciation, EBITDA 1,499 566 443
Depreciation -1,344 -1,553 -1,619
Share of income in affiliated companies 61 62 65
Capital gains 394 162 123
Operating income, EBIT 610 -763 -988
Income from other shares and participations - 0 5
Net financial items -658 -701 -702
Income after financial items, EBT -48 -1,464 -1,685

! Proforma including Braathens and Braathens Technical Services.
2 Including ECA with MSEK—415 (-134). See page 14.

Earnings and degree of achievement of long-term targets 2005

Negative earnings Positive earnings Targetachievement' Improvement since 2004

Scandinavian Airlines Danmark [ ) v
SAS Braathens 4
Scandinavian Airlines Sverige [ ] v
Scandinavian Airlines International [ ) v

! Degree of achievement of the Group’s return target over a business cycle.

Operating revenue rose by 2.9% to MSEK 36,695 (35,673). Passenger revenue was up 1.1%, but shrank
1.2% in currency-adjusted terms. Operating expenses fell, amounting to MSEK 33,268 (33,550). Fuel costs
rose by MSEK 1,223 to MSEK 5,731 (4,508). The unit cost fell by 1.7% and by 5.4% adjusted for higher fuel

prices.

Payroll expenses fell by 4.0% to MSEK 7,785 (8,106). The average number of employees was 8,242 (9,254).
Handling costs fell to MSEK 5,441 (5,519), and costs for technical aircraft maintenance were down MSEK

132to MSEK 3,942 (4,074).

The ECA partnership between British Midland, Lufthansa and Scandinavian Airlines had a negative impact on
earnings of MSEK 415 (-134). The reason is stiff competition and poor earnings performance. EBITDAR

improved by MSEK 1,304 and was MSEK 3,427 (2,123). Income before capital gains and nonrecurring items
rose by MSEK 1,065 in 2005, amounting to MSEK 383 (-1,448).

Scandinavian Scandinavian SAS Scandinavian Scandinavian
Airlines Businesses Airlines Danmark Braathens Airlines Sverige Airlines International
Key figures 2005 2004 2003 2005 2004 2005 2004 2005 2004 2005 2004
EBITDAR margin 9.3% 6.0% 5.9% 3.3% - 14.3% 10.4% 4.8% - 8.4% -
CFROI 9% 6% 5%° 5% - 16% 13% 7% - - -
Number of destinations 109 100 85 66 61 39 40 45 44 11 11
Average flight distance, scheduled, km 793 795 8533 649 662 609 591 721 771 6,822 6,761
Number of aircraft 1917 200%  208° 59 64 56 59 45 47 11 11
Number of daily departures (average) 882 918 897 307 325 344 351 211 222 20 20
Average number of employees 8,242 9,254 11,170 1,628 - 2,840 3,048 1,468* - 671 -
of which women 53% - - 71% - 54% 61% 72% - 63% -
Carbon dioxide (CO,), 000 tonnes 4,245 3,747° 3,529° 1,065 1,153 1,031 - 859 852 1,290 1,263
Nitrogen oxides (NOy), 000 tonnes 16.2 14.1° 14.1° 4.0 43 3.2 - 29 2.6 6.0 59
Environmental index 72 76 78 921 100 100 - 95 100 93 94
Regularity 984% 983% 98.8% 98.3% - 98.0% - 99.3% - 98.6% -
Punctuality (% within 15 minutes) 84.5% 87.1% 90.2%° 80.7% 88% 82.8% 86% 87% 86% 75.2% 73%
! Pro forma. 2/nc/uding aircraft being leased out. 3Exc/uding Braathens. 4Exc/ud/ngpi/ots. For other employee key figures, see the Sustainability Report, page 110.
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Scandinavian Airlines Businesses

Toward the end of 2004, Scandinavian Air-
lines was reorganized into three national air-
lines in Norway, Sweden and Denmark. The
Norwegian operation was also integrated
with Braathens, forming SAS Braathens. In-
tercontinental flights have been organized
as a division within the Consortium. Scandi-

navian Airlines is a founding member of Star
Alliance and also cooperates with several
European partners. All together, Scandina-
vian Airlines Businesses has 191 aircraft
and serves 109 destinations. In 2005 the
total number of passengers was approxima-
tely 24 million within Scandinavia, to/from

Scandinavian Airlines Businesses - what customers are offered

Domestic Scandinavia Europe

Intercontinental

P One-way fares
» Demand-based fares
» Asingle class of service

P One-way fares
» Demand-based fares
P Three classes of service

» Traditional pricing
» Three classes of service
» Internet & direct TVin all seats

T alh T

Denmark One-way fares Business Business
starting at DKK 395* Empty middle seat Flat bed
Norway  One-way fares Fast Track Security Video on demand
starting at NOK 420* Food and beverages included Food and beverages included
Sweden  “Nya Inrikesflyget’, Lounge, etc. Fast Track Security
starting at SEK 450* Economy Flex Lounge, etc.
* At December 31, 2005. Fast Track Security Economy Extra
Food and beverages included Fast Track Security
Economy Extraleg room
Bom— e 3 Food and beverages for sale Food and beverages included
ey o Sy No changes once booked Economy
-_:. T Eri e - = Basic service commitment Food and beverages included
e A e e ; No changes once booked
e W i —— - = Basic service commitment
|

2

All fares and ancillary products are available for simple online distribution.

Europe, North America and Asia. The busi-
ness area is the Group’s largest, accounting
for 50% of the Group’s gross operating rev-
enue (operating revenues in 2005 before
Group eliminations).

Customers

Scandinavian Airlines Businesses has de-
signed product concepts on a basic service
model for business and leisure customers
who travel frequently. Beyond this basic
service, customers can tailor their own
transportation solutions, a model that will
be developed further in the future.

Punctuality and regularity

Scandinavian Airlines Businesses’ goal is to
be Europe’s most punctual airline. In 2005
punctuality was 84.5% (87.1%), making
Scandinavian Airlines Europe’s fourth most
punctual airline for departures and ninth
most punctual airline for arrivals.

The target for regularity, the percentage
of non-canceled flights, is a minimum of
99% in the summer months and 98% in the
winter months. In 2005 average regularity
of 98.4% (98.3%) was attained.

Self-service check-in, % Internet check-in, %
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Self-service check-in has grown steadily and
4 was over 40% in December. The percentage
of Internet check-in is low, but growing fast.

The Customer Satisfaction Index, CS, reflects
how well Scandinavian Airlines Businesses
meets customer expectations. For 2005 the
CSlwas 66 (68). All airlines had a positive or
unchanged performance in 2005, except >
SAS Braathens, which performed worse due
to lower punctuality and regularity during the
second half of 2005. The outcome shows
that the perception of lounges and product
information is improving and the competi-
tiveness on e.g. Swedish domestic routes im-
proved sharply compared with other airlines.

Scandinavian Airlines Businesses, CSI
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Sustainability

Environmental matters are strategically cru-
cial to Scandinavian Airlines and have since
1996 been measured by and reported in an
eco-efficiency index. The goal of improving
the index by 24 points by 2005 has been
reached, and the trend whereby the index
improves by three points continues.

Loyalty programs

In 2005 Scandinavian Airlines Businesses’
loyalty program EuroBonus grew by 7.2% to
3.2 million. The number of members in Nor-
way exceeded 1 million for the first time. In
2005 a new agreement was signed with Air
One, a major player in the Italian domestic
market. Customers are offered the chance
to earn EuroBonus points by using the In-
ternet onboard intercontinental routes.

Traffic

To adapt capacity to the market, Scandina-
vian Airlines Businesses reduced it by 5.2%.
The reduction was carried out primarily in
the markets in Denmark and Sweden,
where overcapacity was highest. Despite
this, traffic rose marginally by 2.2%. New
business models based on one-way fares

Key figures for EuroBonus 2005 2004 Change

Scandinavian Airlines
Businesses had a
record-high cabin
factorin 2005

Traffic.productionandyieldl 2005 2004 Change

Number of members, (000) 3,244 3026 7.2%
- in Denmark, (000) 550 508 8.2%
-in Norway, (000) 1,011 964 4.9%
-in Sweden, (000) 783 726 7.8%
- international, (000) 900 828 8.7%

Proportion of Gold members 2.1% 2.0% +0.1pts.«
Proportion of Silver members 4.9% 54% -0.5pts.,

*Change in percentage points (pts.).

Paramount targets 2005 2004
Customer Satisfaction Index, CSI 66 68
Environmental index 72 76
Punctuality and Target
regularity Winter Summer 2005 2004
Punctuality
- within 2 min. 65% 70% 59.3% 62.1%
- within 15 min. 88% 92% 84.5% 87.1%
Regularity 98% 99% 98.4% 98.3%
Market share 2005
Scandinavia-Europe approximately 40-45%

were introduced, which stimulated traffic
and created growth. In the second half of
20005, traffic rose by 2.5%.

The cabin factor rose in 2005 by 3.7 per-
centage points to 68.9%, a new record for
Scandinavian Airlines. This development is
due to new business models and careful ca-
pacity control.

Total passenger traffic

Number of passengers, (000) 23,799 23,780 0.1%
Revenue pass. km, RPK, mill. 26,487 26,443 0.2%
Available seatkm, ASK, mill. 38,454 40,574 -52%
Cabin factor 68.9% 65.2% +3.7 pts.

Unit cost, currency adjusted, SEK 0.77 - =1.7%
Yield, currency adjusted, SEK 1.13 - -03%
Scandinavian Airlines Danmark

Number of passengers, (000) 7,561 7,983 -53%
Revenue pass. km, RPK, mill. 5611 5850 —4.1%

Available seat km, ASK, mill. 8,939 10,288 -13.1%
Cabin factor 62.8% 56.9% +5.9 pts.
Unitcost, currency adjusted, SEK 0.97 -

Yield, currency adjusted, SEK 1.46 - 56%
SAS Braathens

Number of passengers, (000) 8,800 8,772 0.3%
Revenue pass. km, RPK, mill. 6,067 5,788 4.8%
Available seat km, ASK, mill. 9,590 9,588 0.0%
Cabin factor 63.3% 60.4% +2.9 pts.
Unit cost, currency adjusted, SEK 0.89 - -62%
Yield, currency adjusted, SEK 1.60 - -3.0%
Scandinavian Airlines Sverige

Number of passengers, (000) 5,958 5,548 7.4%
Revenue pass. km, RPK, mill. 4,337 4410 -1.7%
Available seat km, ASK, mill. 6,845 7,758 -11.8%

Cabin factor 63.4% 56.9% +6.5pts.
Unit cost, currency adjusted, SEK  0.85 - -
- +3.9%

Yield, currency adjusted, SEK 1.36

Intercontinental traffic

Number of passengers, (000) 1,480 1,477 0.2%
Revenue pass. km, RPK, mill. 10,473 10,393 0..8%

Available seat km, ASK, mill. 13,079 12,941 1.1%
Cabin factor 80.1% 80.3% -0.2pts.
Unitcost, currency adjusted, SEK  0.48 - -
Yield, currency adjusted, SEK 0.54 - +32%

1 Excluding bonus travelers.

Breakdown of business area operating revenue

Scandinavian

Airlines Danmark 270/0
SAS Braathens 320/0
Scandinavian

Airlines Sverige 2 1 O/O
Scandinavian

Airlines

International 200/0

In 2005 SAS Braathens had the biggest

4 share of the business area’s operating
revenue. Scandinavian Airlines Danmark’s
operating revenue was somewhat lower.
Scandinavian Airlines Sverige and Scandina-
vian Airlines International were at about the
same level.

The largest percentage of passengers is >
carried on shortand medium haul routes in
Europe. Scandinavian Airlines carried a

record number of passengers on its inter-
continental routes in 2005.

Traffic breakdown 2005, million passengers

Europe 82

Intercontinental 1 5 ‘ ‘
Norwegian domestic 6.7 \
Os

Danish domestic

Swedish domestic 3.6

Intra-Scandinavian 3.0
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CEO Susanne Larsen
www.sas.dk

Scandinavian Airlines Danmark

of Group
4 1380/0 operating revenue

Founded as an independent limited compa-
ny in October 2004, Scandinavian Airlines
Danmark is responsible for the SAS Group’s
traffic to, from and via Copenhagen and for
developing Copenhagen as the SAS Group’s
main hub.

In 2005 Scandinavian Airlines Danmark
carried 7.6 million passengers (7.9 including
charter) to 66 destinations. Almost half
were transfer passengers. The airline has
1,628 employees and 59 aircraft of the
types MD-80, Airbus A321 and deHavilland
Q400. Two MD-80s are leased to Spanair.

Important eventsin 2005

A new business model featuring one-way
fares was introduced on all routes in Sep-
tember.

Voted “Best European Airline” by custom-
ersand the travel industry in Denmark.

A new commercial unit “SAS Surprice”
was launched to raise the cabin factor by
selling tickets featuring unique offers.
Negotiations with Copenhagen Airport
on passenger and security fees for 2006-
2008 concluded with somewhat lower
charges.

Targets
The financial target is a CFROI of at least
20% over a business cycle.

The environmental target is an improve-
mentin the index of three points per year.

Strategicfocus
Scandinavian Airlines Danmark aims to be
the customer’s first choice for travel to/from
or via Copenhagen. To improve competitive-
ness, a three-point plan was launched in
2005 based on:
An attractive commercial concept based
on the “One Way” price model.
Adynamic traffic program to achieve prof-
itability on all routes.
A cost level on par with the most efficient
airlines, which means that costs are to be
cutby 20%.

Traffic and earnings performance
In 2005, Scandinavian Airlines Danmark
saw stiff competition in all markets and in all

customer segments. Overcapacity at Copen-
hagen Airport rose during the year as a
whole, despite capacity reductions by some
players at the end of 2005. In autumn 2005
new routes were launched to London City,
Nuremberg, Arvidsjaur and Luxembourg.

Capacity was reduced by 13.1% as the
result of redeployments within the business
area, with traffic falling during the year by
4.1%. The introduction of one-way fares in
September had a sharply positive impacton
traffic performance. The combination of
these measures led to a record high cabin
factor, which was up 5.9 percentage points
t0 62.8%.

Operating revenue in 2005 amounted
to MSEK 10,263. During the year Scandi-
navian Airlines Danmark implemented the
Turnaround 2005 cost measures as planned,
improving its productivity. Income after
financial items was MSEK-615.

Market outlook

Positive market performance is expected in
the coming years. The growth is anticipated
from a higher share of the local market,
while the market for transfer traffic stabi-
lizes. The overcapacity in the European
market is expected to shrink, but the pres-
sure on the yield is expected to continue.

In the period January to June 2006,
Scandinavian Airlines Danmark will further
adapt its traffic program, reducing its fleet
by four aircraft as of July 2006.
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Booking channels 2005

Internet  I—— 20 %

Telephone M 8%

Agents 2% MJ
Scandinavian Airlines

Key figures 2005 2004

SAS Group’s holding 100% 100%

Market share of Danish domestic and international market 50% 55%

Block hours, aircraft, hours/day 7.3 8.1

Block hours, pilots, hours/year 533 - o

Block hours, cabin crew, hours/year 616 - o Edinburgh &

Unit cost, SEK/ASK 0.97 - publn 2

Unit cost, local currency DKK/ASK 0.78 - =" Manchestere———

Average number of employees (71% women in 2005) 1,628! - R

! Excluding pilots (employed by the SAS Consortium).

Statement of income, MSEK 2005

Passenger revenue 8,443

Other revenue 1,820 B

Operating revenue 10,263 ¢ .

Total operating expenses -9,924 F .

EBITDAR 339 r 2 o

Leasing costs -956 /S -

EBITDA -617 Lo Moiid Y

Depreciation -1 ¢ )

EBIT -618 M

Net financial items 3 o

Income after financial items, EBT -615 ~— "

Bologria

1N |
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SAS Braathens

of Group
operating revenue

4 165%

SAS Braathens was founded in 2004 by the
merger of Scandinavian Airlines in Norway
and Braathens. Its establishment has brought
about better resource utilization and realiza-
tion of synergies. SAS Braathens is the mar-
ket leader in domestic routes in Norway and
a significant operator in terms of business
destinations in Europe and leisure destina-
tions in southern Europe. SAS Braathens
carried a total of 8.8 million passengers in
2005. The company has 2,839 employees
and serves 39 destinations with its single-
aircraft fleet of 50 Boeing 737s. In addition
SAS Braathens has six Fokker F50s.

Important eventsin 2005
A new business model with one-way fares
was introduced on European routes.

SAS Braathens formally established its
own Air Operator Certificate (AOC).

SAS Braathens was fined for violating
competition laws on the Oslo-Haugesund
route and was notified of impending fines
on the Oslo-Alesund route. SAS Braathens
has contested the findings.

SAS Braathens announced that 11 new
international routes would be opened in
2006.

SAS Braathens was named “Travel Mar-
keting Leader of the Year,” “Best Domestic
Airline” and “Best Place to Work” in the
travel industry.

Targets
The financial target is a CFROI of at least
20% over a business cycle.

The environmental target is a 1.5 point
per year improvementin the index.

Strategic focus

SAS Braathens’ operations are to be based
onan LCC model. The airline will offer acom-
prehensive network via its own or partners’
routes with the opportunity to buy through
tickets with interline check-in. Low fares,
simplicity and flexibility are fundamental
conceptsin serving customers.

Traffic and earnings performance
Overall traffic in the Norwegian market in-
creased by 5.2%and SAS Braathens’ market

CEO Petter Jansen
www.sasbraathens.no

share dipped somewhat compared with
2004. SAS Braathens’ traffic on Norwegian
domestic routes rose 1.4% during the year.
Trafficon the European routes was up 13.4%
and the number of passengers by 11.9%
thanks to improved capacity utilization. The
overall cabin factor improved by 2.9 percent-
age points to 63.3%. The biggest growth
was in the leisure travel segment.

Operating revenue amounted to MSEK
12,258 in 2005, an increase of 7%. Operat-
ing expenses climbed by MSEK 275 to
MSEK -10,506 (-10,231). In local currency,
operating expenses decreased by 3% and
the unit cost by 6.2%. Income before capital
gains and nonrecurring items improved by
MSEK 625 to MSEK 629 (4).

While Turnaround 2005 brought cost re-
ductions, productivity will undergo further
improvement.

Market outlook

The domestic market grew 4.0% in 2005.
Compared to before, growth was slower due
to price increases driven by higher jet fuel
prices.

With purchasing power improving, the
underlying growth in the market is expected
to continue. Pressure on fares is expected
toremain afactor in the face of keen compe-
tition and newly opened routes. SAS Braa-
thens anticipates an annual market growth
rate of 3-4% for the next few years.

Booking channels 2005

Internet NN 36%

Telephone M 12% B a the
Agents 52% MJ r a n S
Key figures 2005 20041

SAS Group’s holding 100% 100%

Share of Norwegian domestic market, approximately 65% 67%

Share of Norwegian international market, approximately 41% 44%

Block hours, aircraft, hours/day 8.2 7.9

Block hours, pilots, hours/year 582 564

Block hours, cabin crew, hours/year 592 535

Unit cost, SEK/ASK 0.89 091

Unit cost, local currency, NOK/ASK 0.77 0.84

Average number of employees (54% women in 2005) 2,839 2,965 )
Statement of income, MSEK 2005 20041 // 7/
Passenger revenue 9,733 9,012 //
Other revenue 2,525 2,406 /

Operating revenue 12,258 11,418

Total operating expenses -10,506 -10,231

EBITDAR 1,752 1,187

Leasing costs -1,087 -1,133

EBITDA 665 54 [
Depreciation -44 -108

Capital gain 2687 -69 ‘

EBIT 889 -123 | ‘
Net financial items 8 -39 | |
Income after financial items, EBT 897 -162 \ \
EBT before nonrecurring items 629 4 Ligbon

! Pro forma.

Malaga |

Las Palmas b

2 Pertains tointernal capital gain from the sale of Braathens AS to the SAS Consortium

prior to the implementation of the merger.

— New route to be opened in 2006
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CEO Anders Ehrling
WWw.sas.se

Scandinavian Airlines Sverige

of Group
operating revenue

= 105%
Formed as a wholly owned subsidiary in
October 2004, Scandinavian Airlines Sverige
is the SAS Group airline in Sweden, respon-
sible for coordinating the SAS Group’s
and its partners’ sales activities in Sweden.
Scandinavian Airlines Sverige has 1,468
employees. Sweden’s leading airline, in 2005
it carried 6.0 million passengers to 45 desti-
nations in Sweden, Scandinavia and Europe.
Its fleet of 45 comprises MD-80, Boeing
737 and deHavilland Q400 aircraft.

Important eventsin 2005
“Nya Inrikesflyget”, a concept launchedin
March, makes it less expensive and easier
to fly domestically in Sweden.
A new business model with one-way fares
was introduced on all routes in Septem-
ber.
Scandinavian Airlines Sverige signed a
framework agreement on all 53 routes in
the government’s purchase of air travel.
Following a joint overhaul, Scandinavian
Airlines Sverige signed a long-term agree-
ment with SAS Ground Services for station
services.
In 2005 new price concepts were intro-
duced that made it possible to streamline
operations through simplified work meth-
ods and a new sales model.
The environmental index improved by five
points.

Targets
The financial target is a CFROI of at least
20% over a business cycle.

The environmental target is a three-point
per year improvementin the index.

Strategicfocus

Scandinavian Airlines Sverige will:
Secure its position as the leading airline
for travel within, to and from Sweden.
Endeavor to be perceived in Sweden as
“the people’s airline” and focus on those
who travel often.
Offer flexible and uncomplicated one-way
concepts on domestic and European
routes, combined with the benefits of a low
cost carrier and business class service.

Traffic and earnings performance
Scandinavian Airlines Sverige's passenger
volume rose in 2005 by 7.4%, but traffic,
RPK, shrank 1.7% due to shorter flights.
Performance was positively impacted by
the introduction of the new business model
being marketed as “Nya Inrikesflyget” and
“Nya Europaflyget”, new concepts for do-
mestic and European routes, respectively.
The cabin factor rose substantially in 2005
by 6.5 percentage points to 63.4%. On
Swedish domestic routes the cabin factor
was up 7.3 percentage points to 65.2%.

The yield rose by 3.9% over the previous
year.

Operating revenue in 2005 was MSEK
7,777. During the year Scandinavian Airlines

Sverige implemented the Turnaround 2005
cost measures as planned, improving its
productivity. Income before capital gains
and nonrecurring items amounted to MSEK
-338.

Market outlook
Market expansion in step with GDP growth is
anticipated in Sweden. The overcapacity in
Swedish domestic traffic is expected to
continue, resulting in sustained pressure on
fares. No player in domestic service earned
money in 2005. Stiff competition is still ex-
pected on the European routes. Although
customers consider frequency, flexibility,
simplicity and the total cost of travel, they are
steered more by company travel policies.
The proposed additional aviation tax is
expected to reduce domestic traffic by ap-
proximately 10-15%.

Booking channels 2005

Internet I 27 %
Telephone . 12%

Agents 61%

Key figures

SAS

Scandinavian Airlines

2005 2004

SAS Group’s holding

Market share of Swedish domestic market, approx.
Market share of Swedish international market, approx.
Block hours, aircraft, hours/day

Block hours, pilots, hours/year

Block hours, cabin crew, hours/year

Unit cost, SEK/ASK

Average number of employees (72% women in 2005)

! Excluding pilots (employed by the SAS Consortium).

Statement of income, MSEK

100%
55%
40% 40%

7.2 7.9
544 -
700 -
0.85 -

1,468*

100%
60%

Edinbrgh &~

Dublin

Manchester o Vs

Birmingham
London

{
Brussels

2005

Passenger revenue
Other revenue
Operating revenue
Total operating expenses
EBITDAR

Leasing costs

EBITDA

Depreciation

EBIT

Net financial items

Parisé

5,982
1,795
7,777
-7,405
372
-736
-364

-370
-27

Income after financial items, EBT
EBT before nonrecurring items

-397
-338
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Scandinavian Airlines International

of Group
operating revenue

< 10.4%
A business unit in the SAS Consortium,
Scandinavian Airlines International compris-
es two main operations:

Intercontinental routes to the U.S. and Asia.

Sales operations in Europe, Asia and North

America.

Scandinavian Airlines International has
671 employees and carried 1.5 million pas-
sengers in 2005 on its intercontinental
routes. The aircraft fleet consists of seven Air-
bus A340-300s and four Airbus A330-300s.
In 2005 there were nine destinations outside
Scandinavia: New York, Chicago, Washington
and Seattle in the U.S. and Bangkok, Singa-
pore, Beijing, Shanghai and Tokyo in Asia.
Sales operations consist of sales regions in
Asia/Pacific, the U.S. and Europe that are
responsible in their respective markets for
the Group’s airlines and partners. Within the
regions there are a total of 45 sales districts.

Important eventsin 2005
Scandinavian Airlines International be-
came the first airline in the world to offer
Internet on board its entire aircraft fleet.
A decision was made to install new sleep-
er seats and video on demand to improve
comfortin Business Class.
As part of its focus on China and related
customer service considerations, the de-
cision was made to recruit Chinese cabin
Crew.

At year-end, Scandinavian Airlines Inter-
national could offer four direct-broadcast
TV channels in cooperation with Connex-
ion by Boeing.

Targets
The financial target is a CFROI of at least
20% over a business cycle.

The environmental target is a 1.5 point
per year improvementin the index.

Strategicfocus
Scandinavian Airlines International will be
the business customer’s first choice for air
travel between Northern Europe and the
U.S./Asia. Its focus will be on nonstop-traffic
with Copenhagen and Stockholm as hubs.
Scandinavian Airlines International will:
Offer service in three different classes to
destinations that meet the needs of trav-
elers.
Have Europe’s best intercontinental busi-
ness travel service.

Traffic and earnings performance
Competition in the airline’s market in-
creased substantially in 2005. Despite this,
Scandinavian Airlines International’s traffic
in 2005 increased by 0.8% compared with
2004 and Asian traffic climbed by 16%.
Traffic to North America fell 8% due to a
reduction of capacity. Total cabin factor
during the year averaged 80.1%, about the
same as 2004.

The yield increased during the year by

CEO Lars Lindgren
www.scandinavian.net

3.2% owing to the improved mix between
Business and Economy and fuel surcharges.

Operating revenue amounted to MSEK
7,736, of which passenger revenue account-
ed for MSEK 5,675. Income after financial
items amounted to MSEK (-43).

Market outlook

The Baltic Sea region, with Copenhagen’s
and Stockholm’s geographical locations,
will enable Scandinavian Airlines Interna-
tional to successfully operate intercontinen-
tal service between Northern Europe and
Asia/North America.

Intercontinental traffic is expected to
grow by 5-7% between Scandinavia and
North America, somewhat more between
Scandinavia and Asia and even more be-
tween the Baltic Sea region and North
America/Asia.

Competition is expected to increase
sharply, particularly for North America.

Booking channels 2005

Internet  m— 14 % =t

Telephone WM 8% Seattle o=,
Agents 78% / AN
Key figures 2005 2004 A L

SAS Group’s holding 100% 100% Washington, 0\ S

Market share from Scandinavia to the U.S. 30-35% 35-40% New York s+

Market share from Scandinavia to Asia 15-20% 15-20% N

Block hours, aircraft, hours/day 16.3 16.1

Block hours, pilots, hours/year 593 -

Block hours, cabin crew?, hours/year - -

Unit cost, SEK/ASK 0.48 -

Average number of employees (63% women in 2005) 671 -

! Hired in from other airlines within Scandinavian Airlines Businesses.

Statement of income, MSEK 2005

Passenger revenue 5,675 C
Other revenue 2,061 ‘

Operating revenue 7,736 L .
Total operating expenses -7,089 Rt 8
EBITDAR 647 vl
Leasing costs -713 —
EBITDA -66

Depreciation -8

Capital gain 5

EBIT -69

Net financial items 26

Income after financial items, EBT -43

. Tokyo

SAS

Scandinavian Airlines
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Operational key figures - Scandinavian Airlines Businesses and SAS Cargo Group

Until June 1, 2001, the operations of the SAS Cargo Group were integrated in Scandinavian Airlines. To make the operational key figures
comparable over the 10-year period, they are presented consolidated.

Traffic/Production 2005 2004 ! 2003 2002 2001 2000 1999 1998 1997 1996
Passenger traffic-related key figures
Number of cities served, scheduled 109 100 85 86 94 92 97 101 102 104
Number of flights, scheduled 321,988 | 335925 254,939 295,190 334,039 343,482 343,611 334,693 320410 309,636
Kilometers flown, scheduled (000) 255,387 | 266,836 213,640 230,031 265,102 263,434 261,055 251911 244,329 235.7
Total airborne hours, scheduled (000) 390.4 407.1 324.0 356.1 412.1 4174 417.2 403.6 3904 375.5
Number of passengers carried, total (000)? 27,207 | 26,750 21594 24462 23243 23395 22225 21699 20,797 19,828
Available seat kilometers, total (mill.) 2 42,488 | 43,080 33916 34,626 35931 34,132 332838 31,766 31,333, 30,646
Available seat kilometers, scheduled (mill.) ? 38,454 | 40,574 33333 34,096 35521 33,782 33205 31,704 31,333 30,646
Revenue passenger kilometers, total (mill.)? 31,004 | 29,649 23,473 24,751 23,295 22922 21243 20,883 20,339 19,487
Revenue passenger kilometers, scheduled (mill.) ? 26,487 | 26443 21901 23212 22956 22,647 21,160 20,821 20339 19,487
Cabin factor, total (%) * 73.0 68.8 69.2 715 64.8 67.2 63.8 65.7 64.9 63.6
Revenue passenger kilometers/employee, scheduled (000) | 1,588.1 | 14356 10640 10609 1,022.9 952.6 906.4 994.1 10236 11,0259
Average passenger distance, total (km) 1,140 1,108 1,087 1,012 1,002 980 956 962 978 990
Weight-related key figures
Available tonne kilometers, ATK, total (mill. tonne km) 5,688.3 | 58005 48553 47836 48463 46215 46213 45010 43460 4,1308
Available tonne kilometers, scheduled (mill. tonne km) 4,898.1 | 5101.8 43425 43846 47983 45843 45609 44590 42906 4,092.6
Available tonne kilometers, other (mill. tonne km) 790.3 698.8 512.7 399.0 48.0 37.2 60.4 42.1 55.4 38.7
Revenue tonne kilometers, RTK, scheduled (mill. tonnekm) | 4,052.8 | 3,637.4 32153 3,3263 30340 30167 28345 26800 25715 23922
Passengers and excess baggage (mill. tonne km) 3,072.2 | 28689 23300 2456.1 22639 22042 20419 18771 18277 1,754.6
Freight (mill. tonne km) 917.2 710.7 837.5 8235 717.6 7583 7414 755.7 693.7 590.4
Mail (mill. tonne km) 63.4 57.8 47.8 46.7 52.5 54.1 51.2 47.2 50.1 48.2
Total load factor, scheduled (%) 71.2 62.7 66.2 69.5 62.6 65.3 613 59.5 59.2 58.5
Revenue tonne kilometers/employee, total (000) 207.6 176.1 145.9 147.7 135.2 126.9 1214 127.6 129.4 119.6
Traffic revenue/Revenue tonne kilometers (SEK) 8.35 9.04 9.65 11.00 11.96 11.63 1142 11.90 11.94 11.77
Key figures for costs and efficiency
Airline operating expenses/Available tonne km, total (SEK) 6.64 6.45 7.25 9.05 9.36 851 7.89 7.68 7.77 -
Jet fuel price (USD/MT) 564 434 314 268 295 311 199 218 248 258
Revenue-related key figures
Passenger revenue/Revenue pass. km, scheduled, yield (SEK) 1.13 1.11 1.20 142 1.49 1.47 134 136 134 131
RASK, Pass. revenue/Available seat km, scheduled, (SEK) 0.78 0.73 0.79 0.97 0.96 0.99 0.85 0.89 0.87 0.83
Quality-related key figures
Punctuality (% within 15 minutes) 84.5 87.1 90.2 88.2 85.1 88.0 835 82.7 88.0 87.8
Regularity (%) 98.4 98.3 98.8 98.5 97.5 98.3 97.8 98.1 99.0 98.7
Total loss 0 0 0 0 1 0 0 0 0 0
Delayed baggage, % 1.0 1.1 1.0 0.7 0.6 0.6 0.8 - - -
Damaged baggage, % 0.16 0.16 0.17 0.16 0.09 0.07 0.10 - - -
Share of lost customer calls in telephone sales, % 11.1 114 139 15.6 13.0 30 22 23 10 -
Environmental key figures
CO,, gram/Revenue passenger kilometer 143 154 158 159 176 179 192 196 194 193
Environmental index 72 76° 78 78 87 88 88 96 97 100

! Including Braathens, excluding BTS.

2 Total production, which includes scheduled traffic, charter, ad hoc flights and so-called bonus trips, etc. This means that the figures deviate from the traffic statistics of the respective airlines.

* Goal 2004: 76.
Definitions and concepts, see back flap.

Airline operating expenses/
available tonne kilometer, scheduled
SEK
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Airline operating expenses increased sharply

4 from 1997 to 2001. As a result of Turnaround

2005, airline operating expenses have been
gradually reduced despite a near doubling of
fuel prices during the same period.

The yield performance from 1996 to 2000
has been relatively stable. The highest yield
was noted in 2001 but during 2005 the yield
had fallen by 24% since peaking in 2001.

Yield performance,
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Business area

Subsidiary & Affiliated Airlines

Spanair underwent major changes in 2005, with an increase in domestic passenger

volume. Blue1 saw ample growth in its domestic market, delivering sharply improved
earnings. Widerge's earnings were in line with the return requirement. airBaltic has a

strong market position and is expanding with good profitability.

Statement of income, MSEK 2005 20041 20032
Passenger revenue (scheduled) 9,536 7470 7,013
Charter revenue 2,758 2,736 2,639
Freight revenue 127 118 95
Other traffic revenue 352 280 244
Other revenue 1,579 1,254 1,011
Operating revenue 14,352 11,858 11,002
Payroll expenses -3,007 -2,485 -2,398
Selling costs -375 -350 -489
Jetfuel -2,400 -1,746 -1,245
Government user fees -1,905 -1,696 -1,554
Catering costs -634 -721 -721
Handling costs -950 -786 -782
Technical aircraft maintenance -1,057 -818 -957
Computer and telecommunications costs -263 -258 -445
Other operating expenses -1,841 -1,543 -1,236
Operating expenses -12,432 -10,403 -9,827
Income before depreciation and leasing costs, EBITDAR 1,920 1,455 1,175
Leasing costs, aircraft -1,247 -1,132 -1,140
Income before depreciation, EBITDA 673 323 35
Depreciation -312 -309 -368
Share of income in affiliated companies 39 70 -5
Capital gains 15 53 107
Operating income, EBIT 415 137 -231
Income from other shares and participations - 0 =30
Net financial items -136 -110 -93
Income after financial items 279 27 -354

! InOct. 2004 Braathens was integrated into Scandinavian Airlines Businesses and is not included in the 2004 statement of income
and adjusted for restated income at Spanair. > Pro forma excluding Braathens and adjusted for restated income at Spanair.

Earnings and degree of achievement of long-term targets 2005

Negative earnings Positive earnings Targetachievement' Improvement since 2004

Spanair v
Widerge

Bluel v
airBaltic o

! Degree of achievement of the Group’s return target over a business cycle.

The business area comprises the airlines Spanair, Widerge's Flyveselskap and Blue1 as well as strategic
holdings in Estonian Air and airBaltic. Also included are the affiliated companies Air Greenland, Skyways
and British Midland as well as the ground handling operator Newco. The airlines in the business area carried
11.2 million passengers, an increase of 30% over 2004. Revenues amounted to MSEK 14,352 (11,858),
anincrease of 21%. All business area units posted higher operating revenue. Operating expenses rose
19.5% to MSEK 12,432 (10,403), owing to higher volumes and fuel prices. EBITDAR improved by 32% to
MSEK 1,920 (1,455). Income after financial items was MSEK 279 (27). Income before capital gains and
nonrecurring items amounted to MSEK 264 (-15).

\
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"
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Responsible for the business area
Deputy CEO Gunnar Reitan

Total Subsidiary &
Affiliated Airlines

Key figures 2005 2004 2003 | 2005 2004 2003 | 2005 2004 2003

Spanair Widerge

Bluel

2005 2004 2003

airBaltic
2005 2004 2003

EBITDAR margin 13.4% 12.3% 10.7% | 15.3% 15.8% 11.6% | 11.8% 13.9% 13.8%

CFROI - - - 13% 12% 12%| 22% 21% 17%| 22%

Number of destinations 101 73 82 28 25 25 42 42 41 14

Average flight distance,
scheduled, km

Number of aircraft

Number of daily departures
(average)

Average number of employees

- - -| 81 873 834| 222 225 225| 557
103 97° 84°] 59 53 51 30 30 29 14

638 532 480 214 177 168 270 271 252 20
5,903 5,145 7,032 | 2,832 2,631 2,535 | 1,331 1,277 1,291 444

of which women 48% 46% 45% | 48% 44% 45% | 37% 37% 37%| 49% 53%

Carbon dioxide (CO,),000tonnes 1,928'1,603 1,486 | 1,405 1,275 1,240 129 129 121 199

Nitrogen oxides (NOy),000tonnes 7.10 6.19 556 | 5.63 536 498| 033 033 032] 0.51 050

Environmental index - - - 100 99 100 95 93 95 61

12.2% 4.4%

8.3%
8%
12

627
14

60
290
36%
125
0.26
75

9.0% 13.1% 22.8%
20% 19% 29%%

36 26 16
909 791 617
16 14 9
64 44 28

626 413 291
55% 52% -
195 120 50
0.67 032 015

72 82 100

!Includes airBaltic. 2 Excluding airBaltic as it was consolidated in August 2005. For other employee key figures, see page 110.

Not consolidated
Estonian Air

2005 2004 2003

15.4% 16.0% 22.8%

18% 15% 26%
14 17 13

1,258 1,015 1,181
5 5 4

11 21 20
380 347 309
54% - -
124 105 78
045 029 025

88 86 100
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Subsidiary & Affiliated Airlines

Formed in 2002, the business area com-
prises the airlines Spanair, Widerge, Bluel
and the partly owned airlines airBaltic and
Estonian Air.

Spanair is Spain’s second largest airline,
providing scheduled and charter service
within and to/from Spain. Widerge operates
regional air service in Norway and second-
ary international routes. Bluel provides air
service within and to/from Finland and is
Finland’s fastest-growing airline. Operating
from its hub in Riga as well as from Vilnius,
airBaltic is the leading airline in the Baltics.
Both Spanair and Blue1 are members of Star
Alliance™. The affiliated company Estonian
Air operates from its Tallinn hub.

All together, the consolidated airlines in
the business area flew 103 aircraft to 101
destinations with an average of 638 daily
departures in 2005. The business area also
includes the affiliated companies Air Green-
land, British Midland (bmi) and Skyways, as
well as Newco Airport Services, which pro-
vides passenger and ramp service at Span-
ishairports.

Customers
The airlines in the business area offer travel

to both the leisure and business segments,
with business models tailored to their par-
ticular markets. Spanair also has well devel-
oped charter services.

Punctuality and regularity

The airlines are working actively to meet
punctuality and regularity targets set on the
basis of their market assumptions. In 2005
Spanair’s punctuality declined, primarily in
May and June, due to logistics problems
with spare parts. In January, Spanair was
Europe’s most on-time airline in terms of ar-
rivals. Spanair has a punctuality guarantee
ondomestic routes that compensates Avant
Class passengers with a free ticket in the
event of a delay of more than 15 minutes
caused by Spanair.

Bluel is Finland’s most punctual airline,
with 91.4% of its aircraft departing within 15
of schedule and 98.4% of its scheduled
flights operating.

Sustainability

Subsidiary & Affiliated Airlines work contin-
ually on their goal of improving environmen-
tal performance. In 2005 eco-efficiency im-
proved considerably for Bluel and airBaltic.

Key figures, loyalty programs 2005 2004 Change

Spain (Spanair Plus) 558,205 448674 24.4%
Finland (EuroBonus) 191,780 165495 15.9%
Estonia (EuroBonus) 23,086 20,019 153%
Latvia (EuroBonus) 8,510 7,037 20.9%
Lithuania (EuroBonus) 18,164 15,706 22.0%
Total number of members 799,745 656,931 21.7%
Regularity 2005 2004
Spanair 99.1% 99.3%
Wideroe 95.3% 95.1%
Bluel 98.4% 98.3%
airBaltic 99.2%  99.8%
Punctuality within 2 minutes 2005 2004
Spanair, within 5 minutes 59.6% 65.9%
Wideroe 65.1% 64.8%
Bluel 72.7% 71.3%
airBaltic 74.3% 82.7%
Punctuality within 15 minutes 2005 2004
Spanair 78.7% 84.0%
Widerge 85.8% 85.3%
Bluel 91.4% 90.0%
airBaltic 87.9% 93.5%
Loyalty programs

Bluel, Widerge, airBaltic and Estonian Air are
linked tothe SAS Group’s loyalty program, Eu-
roBonus. Spanair has its own loyalty program,
Spanair Plus, which was developed for the
Spanish market and offers frequent flyers ex-
tra benefits. Spanair Plus is a quick and easy
way to earn points, and just like EuroBonus, it
can be used on the Star Alliance network.

EBITDAR, Subsidiary & Affiliated Airlines 2001-2005
MSEK %

4,000 20

3,000 /\ 15

2,000 10

1,000 ———— ———

2001*  2002* 2003 2004 2005
EBITDAR  e=EBITDAR margin

* Includes Braathens

The business area’s EBITDAR was upin

4 2005 by MSEK 465, after improvements
primarily for Bluel and Spanair. EBITDAR
marginwas 13.4% (12.3%).

The airlines in Subsidiary & Affiliated Airlines
follow up on and analyze customer satisfac-
tion on the basis of their particular markets.
The results for 2005 show that Spanair and
Widerge saw improved customer satisfac-
tion. Comparable figures for Bluel are not
available.

Customer satisfaction®

Widerge

2005 I 71%
2004 65 %
Bluel

2005 IE—— 7 4%,

Spanair
2005 I 79,
2004 77%

*Not comparable between the airlines.
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Traffic & capacity 2005 2004 Change
Total passenger traffic

Number of passengers, (000) 11,127 8567 29.9%
Revenue pass. km, RPK, mill. 8,598 6,395 34.4%
Available seat km, ASK, mill. 14,300 10,958 30.5%
Cabin factor 60.1% 58.4% +1.8pts.
Spanair

Number of passengers, (000) 6,850 5,644 21.4%
Revenue pass. km, RPK, mill. 5974 5106 17.0%
Available seat km, ASK, mill. 9,731 8461 15.0%
Cabin factor 61.4% 60.3% +1.1pts.
Unit cost, currency adjusted, SEK 0.59 - 3.4%
Yield, currency adjusted, SEK 0.93 - 4.2%
Widerge

Number of passengers, (000) 1,784 1,784 0.0%
Revenue pass. km, RPK, mill. 554 558 -0.7%
Available seat km, ASK, mill. 1,042 1,045 -03%
Cabin factor 53.2% 53.4% -0.2pts.
Unitcost, currency adjusted, SEK  2.34 - 5.0%
Yield, currency adjusted, SEK 3.32 - 2.0%
Bluel

Number of passengers, (000) 1,456 1,139 27.8%
Revenue pass. km, RPK, mill. 908 731 242%
Available seat km, ASK, mill. 1,476 1452 1.7%
Cabin factor 61.5% 50.4% +11.1pts.
Unit cost, currency adjusted, SEK  0.97 - 6.1%
Yield, currency adjusted, SEK 1.69 - 0.0%
airBaltic*

Number of passengers, (000) 1,038 589 76.1%
Revenue pass. km, RPK, mill. 1,161 566 105.3%
Available seat km, ASK, mill. 2,050 1,101 86.2%
Cabin factor 56.6% 51.4% +5.3pts.
Unit cost, currency adjusted, SEK  0.49 - -19.6%
Yield, currency adjusted, SEK 0.87 - -16.7%

* airBaltic was not consolidated in the business area in 2004.

Traffic

In 2005 the airlines in the business area
carried more passengers than ever. The
number of passengers totaled 11.1 million,
29.9% more than in 2004. airBaltic saw the
biggest increase, 76.1%. Passenger volume
atBluel and Spanair rose 27.8% and 21.4%,
respectively, thanks to a successful effort
in Finnish and Spanish domestic traffic,
respectively.

Traffic, RPK, for the business area was up
34.4% in 2005, accounting for 25% of the
Group’s traffic. The cabin factor improved
by 1.8 percentage points to 60.4%.

Spanair’s traffic rose by 17.0% during the
year. Spanair borrowed a total of seven
aircraft from Scandinavian Airlines, prima-
rily during high season. Two new destina-
tions and six new routes opened in 2005,
and capacity grew by 15%. The cabin fac-
torimproved to 61.4% (60.3%)).

Affiliated company (notincl. in total passenger traffic)

Estonian Air 2005 2004 Change
Number of passengers, (000) 643 540  19.0%
Revenue pass. km, RPK, mill. 833 628  32.7%
Available seat km, ASK, mill. 1,285 1,020 25.9%
Cabin factor 64.9% 61.6% +3.3pts.

All of the business
area’s airlines

are profitable and
show improved
eco-efficiency

Widerge’'s passenger volume remained
unchanged at 1.8 million. Capacity was
reduced by 0.3%. Traffic fell by 0.7%, due
to lower volumes on the international
routes. Norwegian domestic traffic was
up 2.5%. The total cabin factor was 0.2
percentage points lower and was 53.2%
(53.4%).

Bluel’s passenger volume rose sharply to
1.5 million, thanks to newly opened do-
mestic routes in Finland and routes from
western Finland to Scandinavia perform-
ing well. Traffic was up 24.2% and capaci-
ty rose 1.7%, resulting in a big advance in
the cabin factor of 11.1 percentage points
10 61.5% (50.4%).

airBaltic’s traffic rose by 105.3% on pas-
senger volume of 1.0 million. This rise is
due to the phasing-in of Boeing 737s, new
routes from Riga and good traffic develop-
ment at the new base in Vilnius. Capacity
grew by 86.2%, and the cabin factor im-
proved by 5.3 percentage points to 56.6%
(51.4%).

Breakdown of business area operating revenue

.

argaic 4% ‘
Buel  12%
wideroe  20%
spanair ©4%

Business area operating revenue rose in 2005

4 by 21%. Spanair accounts for 64% of the
operating revenue in Subsidiary & Affiliated
Airlines. The robustly growing airBaltic was
consolidated in 2005.

In 2005, passenger volume was up 29.9%.
Since 2002 the number of passengers »
increased by 3.9 million, a rise of 54%.

Subsidiary & Affiliated Airlines, traffic
Millions of passengers

12

10 —
8 |
66— I
p— |
2 I

2002* 2003* 2004 2005
*Excluding Braathens.
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CEO Lars Nygaard
www.spanair.com

Spanair

of Group
operating revenue

< 12 49

Spanair was founded in 1986 by the SAS
Group and the Spanish company Teinver and
is 95% owned by the SAS Group. With 2,832
employees and approximately 214 daily
scheduled and charter flights to 28 destina-
tions in eight countries, Spanair is Spain’s
second-largest airline. The airline carried 6.8
million passengers and 2.3 million charter
passengers in 2005. Spanair also includes
the tour operator Club de Vacaciones and
the sales unit Fuerza de Ventas.

Since 2003 Spanair has been a member
of Star Alliance and offers a competitive full-
service product based on a low-cost struc-
ture. Spanair has a substantial charter busi-
ness serving Scandinavia, the UK., Ireland
and Italy.

Spanair’s business model is based on
freedom of choice in terms of fare, flexibility
and service, creating strong growth in the
business segment. Low fares and a focus on
direct sales have strengthened its position
in the low-cost market. Spanair also offers a
punctuality guarantee.

Important eventsin 2005
Spanair expanded its network by two des-
tinations, six routes and eleven aircraft.
New alliances with airBaltic and TAP Por-
tugal.
Spanair is first Spanish airline to be I0SA-
certified.

Due to errors discovered in Spanair’s ac-
counts, the statements of income for
2002-2004 have been restated.

Lars Nygaard appointed new CEO of
Spanair.

In November the Spanair Plus loyalty pro-
gram passed 500,000 members.

Targets
The financial target is a CFROI of at least
25% over a business cycle.

The environmental target is an improve-
mentin the index of one point per year.

Strategicfocus

Spanair has four strategic focus areas:
Growth: Develop its network and attain a
bigger market share and better economies
of scale.
Professionalism: Spanair aims for the
highest standards for quality, productivity
and cost control.

Innovation: Products and services are to
be developed according to customer
needs, price demands and positioning of
the brand.

Flexibility: Efficient and transparent man-
agement culture tailored to changes in
business climate.

Traffic and earnings performance
Spanair’s earnings were positive for the first
time since Spanair was consolidated in the
Group in 2002. Spanair’s traffic grew sharply
in 2005, rising 17% owing to new routes,
more frequent flights and new destinations.
The cabin factor rose by 1.1 percentage
points to 61.4% (60.3%) despite capacity
growth of 15.0%.

Owing to higher volumes, operating rev-
enue rose in 2005 by 15.6%, to MSEK 9,215
(7969). Income after financial items im-
proved by MSEK 99 and was MSEK 47 (-52).

Market outlook

Spanair believes it can exploit opportunities
to grow faster than the market average,
thereby strengthening its position as Spain’s
second-largest airline. High-speed trains
will mean more competition. Lower airfares
will continue to create new demand. In-
creased capacity in Madrid and Barcelona
will afford opportunities for faster growth,
but this increase will be limited in 2006 due
to the delay in allocating slots.

Booking channels 2005

Internet  NE— 22% S 0:' .
Telephone M 4% anailr
Sales offices 5% p

Agents 69%

Key figures 2005  2004'  2003'

SAS Group's holding 95% 95% 74%

CFROI 13% 12% 12%

Market share of the home market 20% 15-20% 15-20%

Block hours, aircraft, hours/day 8.1 8.6 83

Block hours, pilots, hours/year 650 620 550

Block hours, cabin crew, hours/year 795 790 760 Santiago
Unit cost, SEK/ASK 0.59 0.56 0.68

Unit cost, local currency, EUR/ASK 0.064 0.062 0.068

Average no. of employees (of which women 48%) 2,832 2,631 2,535

Statement of income, MSEK 2005 2004 2003

Passenger revenue (scheduled) 5,797 4,726 4,467

Charter revenue 2,745 2,733 2,637

Other traffic revenue 340 252 220

Other revenue 333 258 205

Operating revenue 9,215 7,969 7,529

Total operating expenses -7,809 6828 -6,653

EBITDAR 1,406 1,141 876

EBITDA 264 93 -217 a 1

EBIT 155 14 213 e :
Income after financial items a7 52 274 © o GenGore ’_[

11n 2005, errors were discovered in Spanair’s accounts, resulting in a restatement of the statements |
ofincome for 2002, 2003 and 2004. An itemized statement of income may be found at www.sasgroup.net

ACorufia

Pl
de Compostel.e_Aotgr:

[ — New routes as of March/April 2006
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Widerge

of Group
operating revenue

3 3.80/0
The Nordic region’s largest regional airline,
Widerge Flyveselskap AS has operated for
73 years. Widerge has a single-aircraft fleet
of 30 turboprop aircraft that undertake
around 100,000 flights per year to 35 air-
ports in Norway and seven outside of Nor-
way. It carried 1.8 million passengers in
2005.

With 1,331 employees, the airline has
been a wholly owned subsidiary of the SAS
Group since 1998. Widerge’s main office is in
Bodg, and the airline has bases in Torp, Trom-
s@, Bergen, Stavanger and Gardermoen.

Widerge's operations are divided as fol-
lows:

Commercial flights in Norway and to and

from abroad. The bulk of its business (68%
of RPK) consists of regular commercial
flights and is growing.

Flights in the Norwegian short runway net-

work. Air service contracted with the Nor-

wegian government represents 32% of
Widerge’s operations. Widerge currently
has a market share in the short runway

network of approximately 87%.

Important eventsin 2005
Widerge won the bid for 11 out of 16 con-
tracted routes on the Norwegian short
runway network.
Widerge opened a cabin and technical
base in Tromsg and closed down its base
in Hammerfest.

For three weeks in autumn 2005 Widerge
was forced to cancel 387 flights before an
agreement could be reached with techni-
cal personnel.

Targets
The financial target is a CFROI of at least
25% over a business cycle.

The environmental target is a 1.5 point
per year improvementin the index.

Strategicfocus

Widerge will:
Continue to develop its role as the SAS
Group’s regional airline in and to and from
Norway.
Be a network airline with a low-cost profile.
Concentrate operations on point-to-point
traffic outside the major hubs and main-
tain its strong position in the Norwegian
short runway network.

Traffic and earnings performance

The competition for traffic to and from Nor-
way intensified toward the end of 2005.
Compared with 2004, Widerge’s traffic, RPK,
shrank by 0.7% in 2005. The number of pas-
sengers carried in Norwegian domestic traf-
fic rose by 0.9%, due in part to Widerge's in-
troduction of one-way fares in 2005.

In 2005, operating revenue rose by
13.1% to MSEK 2,831. Costs increased by
MSEK 344 and the unit costin local curren-
cy by 5.0%, negatively impacted by less fa-
vorable agreements with personnel and
higher jet fuel prices. Income after financial

CEO Per Arne Watle
www.wideroe.no

items for 2005 amounted to MSEK 77,
down MSEK 7.

A “go-slow action” impacted earnings in
the fourth quarter in the amount of MSEK 35.

Market outlook

Widerge serves mature markets, with traffic
in them forecast to grow by about 3% in the
next few years. Widerge is expected to re-
tain its market share of domestic traffic
moving forward. Prices are expected to
stabilize at current levels, but the yield is
expected to fall due to a greater share of
leisure travelers and customer price sensi-
tivity.

Widerge intends to open new routes to
and from Norway, by expanding capacity by
around 7% through better utilization of the
existing fleet.

Booking channels 2005

Berlevdg

Honningsv
Hammerfest
,-

/i Rana
oSjeen

Shetland & Sogndai4=

Internet 33% AN
nternet  — 33% d

Telephone INIIENEGGGGGNGNGNGNGNGNGNGNG—— 53% WI er@e
Agents 9%

Key figures 2005 2004 2003

SAS Group’s holding 100% 100%  99,6%

CFROI 22% 21% 17%

Market share of the home market 14% 15% 14%

Block hours, aircraft, hours/day 6.7 6.7 6.4

Block hours, pilots, hours/year 478 530 480

Block hours, cabin crew, hours/year 436 490 460

Unit cost, SEK/ASK 234 2.09 2.30

Unit cost, local currency, NOK/ASK 2.02 1.92 2.00

Average no. of employees (of whichwomen 37%) 1,331 1,277 1,291

Statement of income, MSEK 2005 2004 2003 : P P —
Passenger revenue (scheduled) 1,736 1532 1,633 o Abmee;/ —
Other revenue 1,095 970 844 - e
Operating revenue 2,831 2,502 2477 —~ . /
EBITDAR 334 349 343 O » 'e

EBITDA 242 255 254 . ) Neweaste ¢

EBIT 106 115 9%

Income after financial items 77 84 77 = &
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CEO Stefan Wentjarvi
www.bluel.com

Bluel

of Group
operating revenue

2.3%

A Finnish wholly owned subsidiary since
1998, Bluel flies to 14 destinations. The air-
line has 444 employees and provides the
SAS Group’s air service to/from and within
Finland, operating 120 flights a day.

Bluel cooperates with Scandinavian Air-
lines on all routes and has been a member of

Star Alliance since October 2004. Bluel
carried 1.5 million passengers in 2005. The
fleet numbers 14 aircraft, nine of which are
jets. Bluel also has Line Maintenance in
Helsinkiand at Arlanda in Sweden.

Important eventsin 2005
The expansion of Finnish domestic ser-
vice continued with routes from Helsinki
to Vaasa and to Rovaniemi.
Bluel was the first Finnish airline to intro-
duce one-way fares on all routes.
Sales via Bluel’s website rose sharply.
Bluel decided to open nine new routes
from Helsinki to European destinations
beginning in March 2006.

Targets
The financial target is a CFROI of at least
25% over abusiness cycle.

The environmental targetis a six point per
year improvement in the index.

Strategicfocus
Bluel will introduce a business concept
called “Smart Travel” which is based on:
A basic product at central airports and a
network that makes transfers possible.
Supplementary services that provide good
value.
A greater percentage of passengers that
book on the Internet.
Complete ticketless travel services.
Demand-based one-way fares.
Increased capacity and new destinations
in Finnish domestic and international
service.

Bluel will continue to focus on its selec-
tion of flights, aircraft fleet and other prod-
ucts and services to attain a full range of
travel products for the Nordic air traveler.

Traffic and earnings performance
Bluel's traffic, RPK, rose in 2005 by 24.2%
over the previous year.

The number of passengers rose by 27.8%
compared with the year before. The increase
in capacity, ASK, was 1.7%, which meant
that the cabin factor for Finnish domestic
trafficimproved sharply to 66.0% and for in-
ternational traffic to 60.5%.

Owing to the higher volume, passenger
revenue rose by MSEK 310 to MSEK 1,523
(1,213). Income after financial items amount-
ed to MSEK 62 (-111). Earnings improved
compared with the previous year for each
quarter, due to the sharp rise in passenger
volume and improved cabin factor.

Market outlook

Bluel enjoys a strong position in the Finnish
market. The one-hour time difference with
Scandinavia enables Bluel to utilize its air-
craft more efficiently for traffic to Scandi-
navia and Europe.

Bluel currently has 12% of the Finnish
domestic market. The Finnish airline market
has fewer players than other segments of
the Nordic and European markets. The as-
sessment is that there is growth potential in
the Finnish domestic market and on direct
routes to and from Europe. Bluel will grow
in these segments, increasing its capacity
by a total of 70% in 2006.

Passenger breakdown, 2005

Domestic I 22%

International

I —— 7 8%

Blue £

4 . Hambutg
Ammrdarm N

Key figures 2005 2004 2003

SAS Group's holding 100% 100% 100%

CFROI 22% 6% 8%

Market share of the home market, approximately 12% 10% 10%

Block hours, aircraft, hours/day 8.0 7.8 7.1

Block hours, pilots, hours/year 693 690 590

Block hours, cabin crew, hours/year 696 750 650

Unit cost, SEK/ASK 0.97 0.90 1.00 .

Unit cost, local currency, EUR/ASK 0.11 0.10 0.11 “ London e,
Average no. of employees (of which women 49%) 444 366 290 - Bat
Statement of income, MSEK 2005 2004 2003 ‘
Passenger revenue (scheduled) 1,523 1,213 913 =

Other revenue 181 93 35 3

Operating revenue 1,704 1,306 948

EBITDAR 208 58 79 Barcelona
EBITDA 73 -81 -59 T
EBIT 60 -92 -70 (

Income after financial items 62 -111 -80 -

— New route starting in March 2006
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airBaltic

of Group
operating revenue

16%

Founded in 1995, airBaltic is owned by the
Latvian government (52.6%), the SAS Group
(47.2%) and Transaero (0.2%). Through a
convertible loan the SAS Group can increase
its holding in airBaltic to a majority stake.
airBaltic was consolidated in the SAS Group
as of August 2005.

With 626 employees, airBaltic carried
one million passengers in 2005. airBaltic
flies nonstop from Riga to 20 destinations in
Scandinavia, the Baltic states and Eastern
and Central Europe. From Vilnius airBaltic
flies to ten destinations in Scandinavia, the
Baltics and Central Europe. The aircraft fleet
comprises seven Boeing 737-500s and nine
Fokker F50s. airBaltic participates in SAS’s
EuroBonus program.

Important events in 2005
New routes opened from Riga to Barce-
lona, Istanbul, Paris, Munich, Odessa and
Dnepropetrovsk.
The firstdomestic flight to Liepaja opened
ahead of the summer season.
airBaltic passed 1 million passengers on
anannual basis.
airBaltic opened sales offices in Berlin,
Moscow and Warsaw.
airBaltic celebrated 10 years in October
2005.
A subsidiary, airBaltic East, was founded
to serve eastern markets.

Financial target
The financial target is a CFROI of at least
25% over a business cycle.

Strategicfocus
airBaltic’'s business model is based on
point-to-point and transfer traffic. airBaltic
will continue to strengthen its leading posi-
tion in the Baltic market for flights to West-
ern Europe, Scandinavia and the East. With
the airline industry’s best cost position, air-
Baltic aims to continue to grow profitably.
airBaltic is securing the SAS Group’s strate-
gic position in the Baltic region. Simple and
direct access to airBaltic’s products will be
ensured by:

Strengthening nonstop and transfer traf-

fic to Scandinavia, Finland and Western

Europe in cooperation with SAS Group

airlines.

Developing Riga as aregional hub for traf-

ficbetween east and west in Europe.

CEO Bertolt Flick
www.airbaltic.com

Developing alliances with airlines in the
East.
Establishing bases outside its home mar-
kets.

Traffic and earnings performance
Passenger volume rose substantially in
2005 compared with 2004. In Riga the in-
crease was 45.3% and in Vilnius 273%. Total
growth in passenger volume was 76.1%.
The rise is due to new routes and the phas-
ing-in of Boeing 737s with greater capacity.
Operating revenue rose in 2005 by 71%,
to MSEK 1,211 (708). Costs for pilot retrain-
ing for Boeing 737s were charged to in-
come. Earnings also suffered from the stiff
competition to and from Riga. Income after
financial items was MSEK -19 (-11).

Market outlook
The Baltic states’ accession to the EU has
resulted in network and point-to-point air-
lines in the EU increasing flights to the Baltic
states, which is expected to continue. The
yield to/from the Baltic states is expected to
fall due to an increased focus on fares. In the
coming years, passenger volumes are ex-
pected to increase by 20-25% at Riga and
Vilnius airports.

airBaltic’s growth is expected to be high-
er than the market in the coming years. In
2006 seven new routes from Riga and one
from Vilnius are expected to open. airBaltic
will then have the third-largest route net-
work to Russia, Ukraine and Belarus in 2006.

Booking channels 2005 - -
Internet I 22% aeraItIc
Telephone M 3%

Sales offices 10% 4§
Agents 65%

Key figures 2005 2004 2003

SAS Group’s holding 47.2% 47.2% 47 2%

CFROI 20% 19% 29%

Market share of Riga Airport, approximately 40% 50% 55%

Block hours, aircraft, hours/day 8.7 73 7.7

Block hours, pilots, hours/year 786 740 790

Block hours, cabin crew, hours/year 751 780 740

Unit cost, SEK/ASK 0.49 0.63 1.01

Unit cost, local currency, LVL/ASK 0.037 0.046 0.071

Average no. of employees (of which women 55%) 626 413 291

Statement of income, MSEK 2005 2004 2003 i ~—

Passenger revenue (scheduled) 1,084 605 428 ) ) h S|
Other revenue 127 103 42 p Barcelona
Operating revenue 1,211 708 470 7 /
EBITDAR 110 93 107 7 w P
EBITDA 4 23 60 ‘ w’/\ o e 7
EBIT -5 18 48 \

Income after financial items -19 -11 16 -
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Geneva o—H—

» K\e\/\

|
Dnepropetrovsk
R \

Stuttga;zl’-f -
[ M

Cissar ,\i‘»ﬁ{" A

SAS Group Annual Report 2005
Subsidiary & Affiliated Airlines

41



4

CEO Barge Thornbech
www.estonian-air.ee

Affiliated companies

Estonian Air

Formed in 1991, Estonian Air is owned by the
SAS Group (49%), the Estonian government
(34%) and AS Cresco (17%). Estonian Air
has 380 employees and carried 0.6 million
passengers in 2005, including charter. The
airline has a single-aircraft fleet of five Boe-
ing 737-500s, operating in both scheduled
and charter service. From its Tallinn hub, Es-
tonian Air serves 14 destinations in Europe
in both point-to-point and transfer traffic.
The airline flies to primary airports, and ap-
proximately 25% of travelers are transfer
passengers. Its business model is founded
on demand-based one-way fares. Estonian
Air has two subsidiaries: Amadeus Estonian
and Estonian Aviation Fuelling Services.

Important eventsin 2005
New routes opened to Manchester and
Milan.
Estonian Air increased its capacity in the
growing charter segment.
A new flexible service concept on board
was introduced.

Financial target
The financial target is a CFROI of at least
25% over a business cycle.

Strategic focus

Estonian Air aims to be the first choice for

travel to and from Estonia. Estonian Air will

develop its network in existing markets and

profitably grow in new markets by:
Achieving a highly flexible fleet that can
quickly take advantage of business op-
portunities.

Strengthening its position through direct
sales channels and a higher percentage of
Internet bookings.

Increasing the share of ancillary revenues
(additional products and services).
Strengthening the brand in the home
market.

Growing in new markets and increasing
brand awareness in destinations outside
of Tallinn.

Traffic and earnings performance

Competition grew in 2005, especially from
low-fare carriers, and Estonian Air focused
improving efficiency and resource utilization
to retain its position as Estonia’s leading air-
line. Traffic increased in 2005 by 32.7%, and
the number of passengers rose by 19.0%
compared with 2004. Charter traffic rose by
over 150% on an annual basis, fueled by am-
ple growth in the Estonian economy.

With the increased traffic, operating rev-
enue rose by 22.8% to MSEK 678. Despite
record high jet fuel prices and keener com-
petition, income after financial items im-
proved by MSEK 22 to MSEK 39 (17).

Market outlook
Growth in Estonia is stable, its economy
competitive and its laws harmonized with
the EU. Estonian Air expects that competi-
tion will intensify. Atthe same time, the rapid
growth of air traffic is expected to continue
owing to Estonia’s accession to the EU and
its growing popularity as a tourist destina-
tion. The biggest growth is expected from
increased tourism from lItaly, Spain and
France, but also from the fast-growing eco-
nomies of Eastern Europe.

Estonian Air is working to achieve a lower
unit cost and offer products that satisfy cus-
tomer needs and meet market trends.

Booking channels 2005

Internet I 26%

Telephone . 11%

Sales offices 19%

Agents 44%

Key figures 2005 2004 2003

SAS Group’s holding 49% 49% 49%

CFROI 18% 15% 26%

Market share at Tallinn Airport, approximately 45% 55% 57%

Block hours, aircraft, hours/day 10.2 9.1 85

Block hours, pilots, hours/year 708 680 600 4 ~

Block hours, cabin crew, hours/year 721 740 750 o

Unit cost, SEK/ASK 0.47 0.50 052

Unit cost, local currency, EEK/ASK 0.79 0.86 0.90

Average no. of employees (of which women 54%) 380 347 309

Statement of income, MSEK 2005 2004 2003 S
Passenger revenue (scheduled) 662 522 431 ¢
Other revenue 16 30 86 h
Operating revenue 678 552 516 A
EBITDAR 105 88 118 ;
EBITDA 101 26 51 ~—

EBIT 29 10 33 N
Income after financial items 39

17 47 -

“Fraokfurt e——
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Business area

Airline Support Businesses

Responsible for the business area
Executive Vice President
Hdkan Ericson

The business area’s earnings weakened in 2005, chiefly due to lower volumes for SAS
Technical Services and price pressure on SAS Ground Services. SAS Cargo Group’s
profitability showed an improvement. SAS Technical Services and SAS Ground Services
are continuing their efforts to ensure their competitiveness.

Statement ofincome, MSEK 2005 2004 2003
Operating revenue 14,876 14,213 13,850
Payroll expenses -6,569 6,204 -6,108
Handling costs -1,356 -1,158 -1,057
Technical aircraft maintenance -1,805 -1,695 -1,752
Computer and telecommunications costs -583 -603 —724
Other operating expenses -3,684 -3,476 -3,601
Operating expenses -13,997 -13,136 -13,242
Income before depreciation, EBITDA 879 1077 608
Depreciation -367 -491 -451
Share of income in affiliated companies -23 0 -
Capital gains -72 5

Operating income, EBIT 417 591 157
Net financial items -130 -84 -90
Income after financial items 287 507 67

Earnings and degree of achievement of long-term targets 2005

Negative earnings Positive earnings Targetachievement Improvement since 2004

SAS Ground Services
SAS Technical Services
SAS Cargo Group v

! Degree of achievement of the Group’s return target over a business cycle.

Airline Support Businesses’ activities comprise SAS Ground Services (SGS), SAS Technical Services
(STS) and SAS Cargo Group. SGS is a full-service provider in ground handling and airport-related services.
STS provides technical maintenance aircraft and engines to airlines in and outside the SAS Group.

Competition intensified for the units in this business area in 2005. During the second half of 2005, prof-
itability was lower for SGS, due to stiffer competition, while STS operated at low capacity and had logistics
problems at SAS Component, negatively impacting STS’s earnings.

Operating revenue for the business area rose in 2005 by 4.7% to MSEK 14,876 (14,213), owing to higher
volumes primarily in the first half of the year. Income after financial items decreased by MSEK 220 to
MSEK 287 (507).

In 2006, SAS Technical Services and SAS Ground Services will feel the impact of lower prices, changes in
product orders and lower business volume equal to MSEK 500-700, adversely affecting earnings in 2006.

e
M
1]

Total

Airline Support Businesses SAS Ground Services SAS Technical Services SAS Cargo Group
Key figures 2005 2004 2003 2005 2004 2003 2005 2004 2003 2005 2004 2003
Operating revenue, MSEK 14,876 14,213 13,850 6,185 6,212 5,588 5,520 5,302 5,445 3,308 2,833 2,954
of which external operating revenue 35.7% 326% 314% 17.3% 169% 14.6% 19.6% 188% 12.6% 95.6% 96.0%  95.6%
EBITDA margin 5.9% 7.6% 4.4% 6% 68% -0.3% 5% 11.3% 7.6% 6% 2.7% 4.0%
Income after financial items, EBT 287 507 67 97 279 -156 110 230 75 63 14 51
Average number of employees 11,845 11893 11,691 6,952 6,962 6,820 3,564 3,594 3,586 1,328 1,266 1,255
of which women 26% 27% - 37% 36% 38% 8% 7% - 18% 18% 18%
Unsorted waste, tonnes * 529 344 550 - - - - - - - - -
Energy consumption, GWh * 193 183 200 - - - - - - - - -
Ground environmental index* 72 87 82 - - - - - - - - -
* The environmental numbers are total figures that include Airline Related Businesses, Airline Support Businesses and all units owned or managed by SAS Facility Management (buildings and land).

For other employee key figures, see the Sustainability Report, page 110.

SAS Group Annual Report 2005 4 3
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CEO Hans-Otto Halvorsen
www.sasground.com

SAS Ground Services

of Group
operating revenue

= 33%
SAS Ground Services, SGS, is the largest
full-service supplier of ground handling in
the Nordic countries. Incorporated on Octo-
ber 1,2004, SGS consists of a holding com-
pany and eight subsidiaries. SGS also has
its own operations in Finland, France, Italy,
Poland, Russia, Switzerland, the UK., Aus-
tria, Thailand and the U.S. Itis represented at
approximately 160 airports and has an aver-
age of 6,952 employees in 40 countries.
SGS offers everything from ground handling
of passengers, baggage and aircraft at the
ramp to efficient solutions such as automat-
ed check-in and boarding and centralized
departure control. The company has 72 con-
tracted customers and serviced atotal of 141
airlines during the year. During the year SGS
handled 73.6 million travelers, more than
500,000 departures and 396,000 tonnes
of freightand mail.
SGSalsoincludes SAS Ground Equipment,
which owns, leases and maintains ramp as
well as radio communications equipment.

Important events 2005
SGS began its international expansion
with new customers in Finland, the U.K.,
Thailand and the U.S.
SGS began testing eco-friendly deicing of
aircraft with infrared heat in Oslo.

Objectives

The financial targetis an EBITDA margin of at
least 8% over a business cycle. SGS is to be
competitive in every part of its operations
and contribute actively to the efficiency, sim-
plification and quality of the airlines’ activi-
ties atairports.

SGS operations at airports

Its activities can be divided into passenger service
and ramp service. Ramp service entails aircraft
arrival and departure work such as baggage and
freight handling, towage, deicing, etc.

Passenger service Ramp service
(Landside) (Airside)
: ol

H‘II"*-" ' o

.

Loading/nloading

Quality objectives

SGS works systematically on quality. Safety,
punctuality and service are continuously
tracked. Its safety target is zero incidents.
Punctuality and service are measured,
among other things, by the percentage of
delays caused by ground handling, waiting
time for check-in and waiting time for bag-
gage. The standard for these varies depend-
ing on the agreements made in the respec-
tive countries.

Sustainability objectives

SGS’s goal is to exceed current environ-
ment-related government standards, laws
and regulations wherever it conducts busi-
ness. For the working environment, SGS
has set targets that are measured and fol-
lowed up in regard to sick leave, work-relat-
ed injuries, how the management is viewed
by employees, and job satisfaction.

Key figures 2005 2004 2003
SAS Group’s holding 100% 100% 100%
EBITDA margin 3.6% 6.8% -0.3%
Average number of employees
(37% women in 2005) 6,952 6,962 6,820
Number of contract customers 72 70 70
Number of stations with own personnel 57 61 57
Number of flights handled 506,257 512,299 485,997 [
Number of passengers handled Contlnuous
(million departures and arrivals) 73.6 72.1 683 o
Delivered punctuality % within 15 minutes) ~ 987 982 989 ada pl‘(] tion
Baggage quality (reports per 10,000 passengers) 88 80 77
tothe
Statement ofincome, MSEK 2005 2004 2003
Operating revenue 6,185 6,212 5,588 mOl’ket
of which external operating revenue 173% 169% 14.6%
Operating expenses -5,960 -5,792 -5,605
Operating income before depreciation,
EBITDA 225 420 -17
EBIT 110 273 -162
Income after financial items 97 279 -156
EBT before nonrecurring items 228 279 -156

SAS Group Annual Report 2005
Airline Support Businesses

Strategicfocus

As an independent full-service supplier, SGS

is to engage in competitive business by:
Offering good value services to all airlines
on the basis of an efficient production
platform.
Offering customers additional services
based on their needs.
Combining in-house produced services
with services from subcontractors.

Earnings performance

SGS’s operating revenue was down 0.4%,
from MSEK 6,212 to MSEK 6,185 due to
lower prices and the loss of some contracts
not entirely compensated for by SGS’s in-
ternational expansion. Cost-cutting efforts
continue and during the year the unit cost
fell by 14.4%.

Income before nonrecurring items de-
creased by MSEK 51 to MSEK 228 (279). Re-
structuring costs of MSEK 131 mainly related
to SGSin Denmark were charged to earnings.

Market outlook

Activity levels in the airline industry are
crucial for growth in the ground handling
market. In 2005, the volumes of SGS’s
largest customers declined measured by
the number of departures. Atthe same time,
the demand for simplified products is grow-
ing. Competition and pressure on prices in
the ground handling sector are expected to
intensify, which may lead to consolidation
in the market. Efforts to ensure full com-
petitiveness at SGS continue and 2006 is
expected to be a weaker year than 2005.
The most changes are expected at SGS in
Denmark.

Y.
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SAS Technical Services

of Group
R 74% operating revenue

SAS Technical Services (STS) is a leading
Nordic provider of full-service maintenance,
repair and overhaul (MRO) of aircraft. In ad-
dition, STS offers customized maintenance
services. STS was incorporated in 2004. It
is headquartered at Stockholm-Arlanda Air-
port. Approximately 80% of operating rev-
enue comes from units in the SAS Group.

In 2005, STS organizations became fully
EASA-certified. STS also holds FAR-145 cer-
tification.

The operation comprises the business
units Line Maintenance, Airframe Mainte-
nance, which includes base and heavy
maintenance, Engine Management, Engi-
neering Services and Maintenance Training
and collaboration with the affiliated compa-
ny SAS Component. STS focuses on main-
tenance of Airbus aircraft, MD-80/90s and
Boeing 737s.

Important eventsin 2005
67% of SAS Component was sold to
Singapore Technologies Engineering.
By adapting technical maintenance to the
market, Airframe Maintenance was stream-
lined by approximately 110 FTEs.
STS signed new full-service agreements
with Hello AG, Alexandair and Nordic Re-
gional.

Objectives

The financial target is an ROIC of at least

12% over a business cycle. This target will

be revised after the sale of SAS Component.
STS aims to be among the best in the

industry regarding profitability, quality and

safety and have a competitive cost level.

Competent
and reliable
providers
in a global
market

CEO Peter Méller
(as of December 2005)

www.sastechnicalservices.com

Categories of Maintenance, Repair and Overhaul (MRO)

Line maintenance

Airbus

Approx. 80 line stations worldwide, for example:
Copenhagen, Oslo, Stockholm, Gothenburg, Bergen, St. Petersburg and New York.

Boeing
Douglas
Fokker etc.

STS provides technical support to aircraft operators. At all line stations personnel are available for
troubleshooting and minor repairs. If needed, personnel can be flown to other sites for urgent repairs
or inspections. At about 15 line stations planned as well as weekly maintenance is performed.

Base maintenance

Stockholm, Copenhagen, Oslo, Stavanger, Tallinn

Airbus
Boeing

Douglas carried out.

Thorough maintenance performed according to specific routines approved by the authorities, aircraft
manufacturers and aircraft operators. In addition, cabin refurbishment and aircraft repainting are also

LAttt | Oslo, Stavanger

Boeing
Douglas
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any defects in the material.

Detailed going-over of the aircraft. Includes non-destructive testing x-rays of structural details to find

Quality objective

STS’s primary goal is the highest possible
level of safety. In the market STS shall be
known for high delivery reliability, top-flight
competence and short turnaround times.

Sustainability work

STS is in an ongoing dialog with aircraft and
component manufacturers to get them to
use “greener” products.

Strategicfocus

SAS Technical Services shall:
Grow in the external market with full-ser-
vice agreements for selected types of air-
craft
Continue to streamline operations to en-
sure future competitiveness
Establish partnerships to strengthen its
market presence and achieve economies
of scale.

Earnings performance

Operating revenue for 2005 totaled MSEK
5,520(5,302), up 4% compared with 2004.
External revenues rose to MSEK 1,084.
EBITDA was MSEK 509, down MSEK 90.

The main reason is lower operating in-
come at SAS Component. A capital loss of
MSEK 72 on the sale of SAS Component
and restructuring costs of MSEK 30 were
charged to earnings. Income before nonre-
curring items was MSEK 212 (230).

Market outlook

The technical maintenance market is marked
by stiff competition, overcapacity and price
pressure. Opportunities to grow are open-
ing up as many airlines globally consider
contracting out technical maintenance. One
key customer segment is newly established
airlines. In 2006 STS will continue to bolster
its position in full-service MRO externally as
well as for units in the SAS Group.

During 2005, STS, in cooperation with
Scandinavian Airlines Businesses, imple-
mented cost savings of about MSEK 170.
This effort will continue in 2006.

STS expects continued pressure on vol-
umes and prices, and so 2006 is expected
to be a weaker year.

Key figures 2005 2004 2003
SAS Group’s holding 100% 100% 100%
ROIC 5.0% 7.0% 5.5%
Average number of employees

(8% women in 2005) 3,564 3594 3,586
Number of customers 130 160 120
Statement ofincome, MSEK 2005 2004 2003
Operating revenue 5,520 5,302 5,445

of which external operating revenue 19.6% 188% 12.6%
Operating expenses -5,011 -4,703 5,029

Operating income before depreciation,

EBITDA 509 599 416
EBIT 210 300 153
Income after financial items 110 230 75
EBT before nonrecurring items 212 230 74

SAS Group Annual Report 2005
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CEO Kenneth Marx
Www.sascargo.com

SAS Cargo Group

of Group
4.50/0 operating revenue

Owned 100% by the SAS Group, SAS Cargo
has 1,328 employees. SAS Cargo was
founded as an independent company on
June 1, 2001. Its core business is the trans-
port of freight to/from, via and within the
Baltic Sea region. SAS Cargo is the market
leader in the region and offers prompt and
reliable transport solutions. Approximately
70% of SAS Cargo’s freight capacity exists
within SAS Group airlines. Other capacity is
offered through cooperation with partners.
SAS Cargo is a member of the WOW cargo
alliance together with Lufthansa Cargo, Japan
Airlines Cargo and Singapore Airlines Cargo.

Important eventsin 2005
SAS Cargo acquired all of Sterling’s and
Maersk Air’s freight capacity.
SAS Cargo started the sales agent Cubic
Air Cargo.
Together with Singapore Airlines Cargo
and Emirates Sky Cargo, SAS Cargo start-
ed carrying freight between Scandinavia,
Chicago and Hong Kong.
SAS Cargo began the process of incorpo-
rating freight handling in Norway and
Denmark.

Objectives

SAS Cargo’s paramount goal is to retain and
develop a strong position in the market by
continuing to profitably expand its network

capacity, products and new areas of opera-
tions.

The financial target is a CFROI of at least
20% over a business cycle.

Quality objectives

SAS Cargo Group’s quality goal is “Arrived
As Agreed.” SAS Cargo will transport goods
to the agreed destination, by the agreed
time and without damage.

SAS Cargo Group is certified according
to 1SO 9001:2000, and ISO 14001 at the
terminals. The goal for 2006 is to obtain ISO
14001 certification for SAS Cargo’s entire
operation.

Sustainability objectives

SAS Cargo Group’s work on sustainability
covers environmental performance, work-
ing conditions, ethical, social responsibility
and quality goals. SAS Cargo is working
step-by-step to ensure that customers, sup-
pliers and society as a whole view, from a
sustainability viewpoint, SAS Cargo as a
leading distributor of freight.

Strategicfocus
SAS Cargo’s main strategy is to offer attrac-
tive transport solutions to, from and within
the Baltic Sea region based on:
Freight capacity in the SAS Group’s own
network.
Contracted cargo flights to and from strate-
gically important destinations in Asia, the
Baltic states and the U.S.

The WOW alliance, which ensures SAS
Cargo access to an extensive global net-
work.

Earnings performance

SAS Cargo’s operating revenue rose during
2005 by MSEK 475 to MSEK 3,308. The
yield fell by 5% due to the overall decline in
the market in Scandinavia and heightened
competition. Growth in the other markets
has been satisfactory despite the weakness
in the Scandinavian market from overcapac-
ity. Income after financial items improved
by MSEK 49 to MSEK 63 (14). SAS Cargo’s
contribution to the SAS Group amounted to
MSEK 1,104 (936).

Market outlook

SAS Cargo is exploring alternative business
models and partnerships with other opera-
tors in Scandinavia with the aim of increasing
efficiency and focusing on core operations.
Freight handling in Sweden has been incor-
porated as Spirit Air Cargo Handling and the
incorporation process commenced in 2005
in Denmark and Norway.

Safety, economy, and quality will ensure
SAS Cargo’s position as an attractive and
long-term partner.

To add freight capacity in strategically
important markets in Asia and the U.S., SAS
Cargo signed an agreement with Singapore
Airlines Cargo, Emirates Sky Cargo, Korean
Air Cargo and Lufthansa Cargo.

Key figures 2005 2004 2003
SAS Group’s holding 100% 100% 100%
CFROI 17% 16% 16%
Average number of employees

(18% women in 2005) 1,328 1,266 1,255
Flown tonnes 286,788 278,298 288,860
Tonne km (million) 1,039 986 1,012
Cargo yield/tonne km 1.92 2.03 2.15
Statement of income, MSEK 2005 2004 2003
Operating revenue 3,308 2,833 2,954

of which traffic revenue 2,054 1,928 2,187

of which external operating revenue 95.6% 96.0% 95.6%
Operating expenses -3,176 -2,757 -2,835
Operating income before depreciation, EBITDA 132 76 119
EBIT 83 35 77
Income after financial items 63 14 51 i el
EBT before nonrecurring items 67 14 51 —
Freight and mail, total, tonne km (000) 2005 2004 Change
Intercontinental 638,801 618,761 3.2%
Europe 27,927 27,256 2.5%
Intra-Scandinavian 5460 5699 -4.2%
Total international 672,188 651,716 3.1%
Denmark 32 37 -135%
Norway 12,583 18,797 -33.1%
Sweden 338 383 -11.7%
Total domestic 12,954 19217 -32.6%
All Cargo 354,101 315373 123%
Total 1,039,243 986,306 5.4%
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Business area

Airline Related Businesses

Responsible for the business area
Executive Vice President

Hdkan Ericson
SAS Flight Academy had somewhat lower earnings than the previous year. The SAS
Group is focusing on higher ancillary revenues. Here SAS Business Opportunities plays a
key role. SAS Media is the Group’s media house. Jetpak Group and European Aeronautical
Group were sold in 2005. As of January 1, 2006, the remaining operations have been
moved and the business area eliminated.
Statement of income, MSEK 2005 20041 20032 iF
Operating revenue 1,582 2913 4776
Payroll expenses -350 -447 -1,342
Handling costs -171 -194 -230
Costs of goods sold, incl. concession charges -184 -1,431 -1,327
Computer and telecommunications costs -50 -55 -647
Other operating expenses -670 -589 —902
Operating expenses -1,425 2,716 -4448
Income before depreciation, EBITDA 157 197 328
Depreciation -122 -142 -259
Share of income in affiliated companies -1 0 -17
Capital gains 36 1 0
Operating income, EBIT 70 56 52
Income from other shares and participations 0 0 0
Net financial items -14 -13 -19
Income after financial items 56 43 33

1 Operating revenue from SAS Trading included in the amount of MSEK 1,634.
2 Including Scandinavian IT Group.

Earnings and degree of achievement of long-term targets 2005

Negative earnings Positive earnings Targetachievement Improvement since 2004

SAS Flight Academy v
SAS Business Opportunities
SAS Media

! Degree of achievement of the Group’s return target over a business cycle.

In 2005, Airline Related Businesses comprised SAS Flight Academy, Jetpak Group, European Aeronautical
Group, SAS Business Opportunities and SAS Media.

SAS Flight Academy is a leading training center for pilots, cabin crew, aircraft technicians and ship’s officers.
Jetpak Group offers door-to-door express parcel deliveries. The business area also includes the media house
SAS Media and SAS Business Opportunities, which will contribute to increased profitability for Group com-
panies by generating ancillary revenue. In November the SAS Group finalized the sale of European Aeronau-
tical Group. In December Jetpak Group was sold.

The business area’s operating revenue in 2005 amounted to MSEK 1,582 (2,913). The reduction is primarily
due to the closure of SAS Trading. Due to lower volumes, EBITDA fell, amounting to MSEK 157 (197). Income
after financial items was MSEK 56 (43).

Total Airline European SAS Business
Related Businesses SAS Flight Academy Jetpak Group*|  Aeronautical Group * Opportunities SAS Media
Key figures 2005 2004 2003 2005 2004 2003| 2005 2004 2003| 2005 2004 2003| 2005 2004°2003| 2005 2004 2003
Operating revenue, MSEK 1,582 2913 4,776 447 515 496 481 459 448 164 194 197 228 149 - 80 79 54
of which external
operating revenue 78.9% 84.2% 52.2% | 48.8% 41.2% 35.9%| 98.8% 99.6% 99.6% | 62.8% 64.6% 62.9% | 99.1% 100% —| 48.2% 42.5% 74.9%
EBITDA margin 9.9% 68% 6.9% | 27.1% 25.8% 23.0%| 11.0% 83% 7.4% - - -1 53% - - 0% 38% 0%
Income after financial items,
EBT, MSEK 56 43 33 75 46 16 29 18 22 11 19 -10 12 26 - -2 3 -1
Average number of employees 599 862 2,107 163 156 166 162 177 180 157 156 154 25 24 - 45 42 39
of which women 43% 51% 36% 31% 36% 33% 44% 38% 43% 30% 29% 29%| 84% 83% - 53% 58% 59%
Unsorted waste, tonnes? 529 344 550 - - - - - - - - - - - - - - -
Energy consumption, GWh 2 193 183 200 - - - - - - - - - - - - - - -
Ground environmental index? 72 87 82 - - - - - - - - - - - - - - -
! Soldin 2005. 2 The environmental numbers are aggregates that include Airline Related Businesses, Airline Support Businesses and all units owned or managed by SAS Facility Management
(buildings and fand). > Refers to the period October 1 to December 31, 2004.  For other employee key figures, see the Sustainability Report, page 110.
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CEO Olof Bérve
www.sasflightacademy.com

SAS Flight Academy

_ of Group
0.60/0 operating revenue

SAS Flight Academy is a wholly owned sub-
sidiary in the SAS Group and one of the
world’s leading training centers for pilots
and cabin crew. The business was started in
1946 as part of Scandinavian Airlines and
currently has 163 employees.

The market primarily comprises aircraft
and helicopter operators and owners and
manufacturers of aircraft/helicopters.

SAS Flight Academy has a wide selection
of custom training programs for training pi-
lots and cabin crew. With about 150 airlines
and military organizations from around the
world as customers, SAS Flight Academy
contributes to the transfer of technology
and skills to countries in Asia and Eastern
Europe. Training takes place around the
clockin 16 flight simulators, with equipment
for cabin training and through interactive
learning at various PC stations.

Headquartered at Arlanda Airport, the
Academy also operates at Copenhagen Air-
portand Oslo Airport Gardermoen.

Important eventsin 2005
SAS Flight Academy decided to establish
a flight school in Riga, Latvia, for pilot and
cabin training.
A decision was reached on the sale and
leaseback of simulators with Hewlett-
Packard.

Objectives and targets

ROIC s to be 13% over a business cycle.
More than 50% of its revenues is to come

from customers outside the Group and grow

5 percentage points more than the market.

Quality objectives
SAS Flight Academy’s quality system, which
conforms with the international JAR FCL
and JAR STD certifications as well as ISO
9001:2000 standards, offers opportunities
to control operations and handle disrup-
tions that arise.

A process-oriented organization focused
on quality work and internal quality audits
yields synergies in the form of operations

security, customer-related improvement
measures and conformance with govern-
ment requirements.

Sustainability objectives
SAS Flight Academy shall work continuously
on developing human resources and the
working environment. This is to be achieved
by:
Human resource development.
Management development.
Work climate studies with associated ac-
tion plans.
Active environmental work.

Strategicfocus

SAS Flight Academy shall:
Be the main supplier of training to airlines
in the SAS Group,
From its base in the Baltic Sea region
(Scandinavia, the Baltic states, Poland
and Finland), expand by profitably devel-
oping training activities outside the SAS
Group.

Earnings performance

SAS Flight Academy’s operating revenue for
2005 amounted to MSEK 447, down MSEK
68 from 2004. The lower operating revenue

is due primarily to lower volumes for the SAS
Group.

Revenues from customers outside the
SAS Group increased by 5% compared with
2004. Operating expenses fell more than
revenue owing to effective cost control, and
the operating margin improved compared
with the previous year.

Income after financial items amounted to
MSEK 75 (46). Earnings include a capital
gain of MSEK 34 from the sale of five simula-
tors.

Income before capital gains and nonre-
curring items fell by MSEK 5, amounting to
MSEK 41 (46).

Market outlook

Competition is expected to intensify in the
coming years, despite a stabilization of the
price of simulator time. Increasing numbers
of airlines are hiring ready-trained pilots.
The trend is for pilots to finance their own
training, which increases price pressures.
There is also a risk of a shortage of instruc-
tors.

Demands for cost-effective training are
expected to grow, impacting the demand for
new training equipment and flexible teach-
ing with the aid of the Internet.

Key figures 2005 2004 2003 Statement ofincome, MSEK 2005 2004 2003
SAS Group’s holding 100%  100% 100% Operating revenue 447 515 496
ROIC 11% 8% 4% of which external operating revenue 48.8% 41.2% 35.9%
Number of simulator hours 67,156 66,407 54,829 Operating expenses -326 -382 382
Average number of employees (30% women in 2005) 163 156 166 Operating income before depreciation, EBITDA 121 133 114

EBIT 79 46 21

Income after financial items 75 46 16
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SAS Business Opportunities

SAS Business Opportunities, SBO, was
founded in 2004 and is a wholly owned sub-
sidiary. With 25 employees, SBO’s purpose
is to contribute to higher profitability for the
Group’s airlines by creating ancillary rev-
enues.

Its activities consist of six areas: SAS Mo-
bile Portal - services via mobile phones, SAS
Web Shop - online shopping, SAS Flightshop
- sales of goods on board, SAS Marketing
Partnerships - media sales on board and in
lounges, SAS Travel Related Partnerships -
Internet booking of hotel rooms and rental
cars, and SAS Licensing - granting use of the
SAS trademark.

SBO pays alicense fee to airlines in Scan-
dinavian Airlines Businesses to sell goods
and media on board and to use the SAS In-
ternetand trademark. The fees amounted to

SAS Braathens’ onboard sales business
was boughtin May.

Financial target

Its financial target, after licenses have been
paid, is an EBITDA margin of at least 10%
over a business cycle.

Strategicfocus

To create profitability, SBO will work on inno-
vations and marketing based on an entre-
preneurial mindset.

Earnings performance

SBQ’s operating revenue in 2005 amount-
ed to MSEK 228 (149). Growth has been es-
pecially brisk in the SAS Flightshop and SAS
Travel Related Partnerships areas. Opera-
tions posted a profit of MSEK 12 after finan-

CEO Sophia Nybell

Marketing and sales channels such as the
Internet and mobile services will also grow.
Both SAS Web Shop and SAS Mobile Portal
are expected to achieve good profitability
along with SAS Travel Related Partnerships.

MSEK 30in 2005. Cial items. We create new
Important events 2005 Market outlook business O,O,OOI’ILLII'IITIES
The business areas SAS Mobile Portaland  Ancillary revenues are importantand are ex- together with you

SAS Web Shop were set up in October.

pected to be a growing area for airlines.

Key figures 2005 2004* Statement of income, MSEK 2005 2004*

SAS Group’s holding 100%  100% Operating revenue 228 149

EBITDA margin 53% 174% of which external operating revenue 99.1% 100%

Average number of employees (84% women in 2005) 25 24 Operating expenses =216 123
Operating income before depreciation, EBITDA 12 26
EBIT 10 26
Income after financial items 12 26
*Pro forma.

SAS Media

Awholly owned subsidiary of the SAS Group,
SAS Media has 45 employees. Its activities
are in publishing, media sales, advertise-
ment production and design. The company
publishes in-flight magazines for Scandina-
vian Airlines Businesses, SAS Braathens and
Widerge. The magazines are financed by ad-
vertising sales.

SAS Media’s publishing of travel destina-
tion information in various media has been
very well received. SAS Media has also pub-
lished the book SAS Crew Guide.

Important eventsin 2005

A company was formed together with the
publisher TTG Sverige, to publish a lifestyle
magazine for EuroBonus and other con-
tract publishing.

Publication of a totally new in-flight maga-
zine for SAS Braathens began at the start
of the year.

Financial target
The financial target is an EBITDA margin of
atleast 10% over a business cycle.

CEO Lennart Lof Jennische
www.sasmedia.se

Earnings and market performance
Operating revenue was up MSEK 1 to MSEK
80, and the business posted negative income
after financial items of MSEK -2 (MSEK 3).
Contracts in advertising production and de-
sign performed positively with an increase
in collaboration with customers, but also re-
sulted in lower volumes as certain products
or services were discontinued. SAS Media
has retained its position as a complete me-
dia house for the Group’s units. The media
market in the sector in which the company
operates performed weakly in 2005, with
growing competition.

B

Key figures 2005 2004 2003 Statement of income, MSEK 2005 2004 2003
SAS Group’s holding 100%  100%  100% Operating revenue 80 79 54
EBITDA margin 0% 3.8% 0% of which external operating revenue 485% 425% 74.9%
Average number of employees (53% women in 2005) 45 42 39 Operating expenses -80 -76 -54
Operating income before depreciation, EBITDA 0 3 0
EBIT -2 3 -1
Income after financial items -2 3 -1
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CEO Bjorn Alegren
www.euronautical.com

European Aeronautical Group -sosinnevemser 2005

With operations in Scandinavia and the UK.,
European Aeronautical Group (EAG) pro-
duces advanced aeronautical documenta-
tions and systems for the aviation industry.
Its product line includes aeronautical and
flight navigation documentation and flight
and route planning for various systems.

EAG sold to Navtech, Inc.

On November 22, 2005, the SAS Group fi-
nalized the sale of its holding in European
EAG to Canada-based Navtech, Inc.

The shares were sold for a total price of
MSEK 162 as well as a further approximate-
ly MSEK 30 thatis based on future earnings.
The capital gain for the SAS Group was ap-
proximately MSEK 50, and the positive ef-
fect on cash flow and net debt was at the
same level, excluding future cash receipts.

Important eventsin 2005
A new production tool, Automap, was
launched.
48 new customer agreements signed dur-
ing the year.

Earnings performance

Operating revenue during January to Octo-
ber was MSEK 164. Income after financial
items amounted to MSEK 12 during the
period.

Key figures 2005 2004 2003 Statement of income, MSEK 2005* 2004 2003
SAS Group’s holding 0% 100% 100% Operating revenue 164 194 197
EBIT margin 7.3%* 98% -3.0% of which external operating revenue 62.8% 64.6% 63.2%
Average number of employees (30% women in 2005) 157* 156 160 Operating expenses -142 -162 -164

EBIT 12 19 -6
* Refers only to January-October 2005. Income after financial items 11 19 -10

CEO Erik Lautmann
www.jetpak.com

Jetpa k G I’O u p -sold in December 2005

Jetpak Group offers same-day express door-
to-door deliveries, with a focus on shipments
in and to/from the Nordic countries. Services
include local ground transportation and in-
tegrated air services.

The bulk of the business is operated by
franchise holders or agents. With 162 em-
ployees, Jetpak is found at more than 150
locations in the Nordic countries and has
around 700 ground transportation vehicles.

Jetpak sold to Polaris Private Equity

In December the SAS Group finalized the
sale of Jetpak Group to the Danish company
Polaris Private Equity. The sale price was
MSEK 490, and the positive effect on cash
flow and net debt was at the same level. The
capital gain for the SAS Group was approxi-

The sale of Jetpak Group is part of the
SAS Group’s refocusing and capital release
program.

Important eventsin 2005
After a restructuring of the business be-
tween SAS Cargo and Jetpak, responsibil-
ity for LOGI was transferred to Jetpak.
Agreements were signed with SAAB/GM
and about 10 other LOGI customers were
taken over.
Launch of Jetpak in Finland through
agreement with EXEL.
Jetpak has refined a new business sys-
tem (Jena), which accounted for contin-
ued growth in JetLogistik.
Rebranding of a franchise chain in Swe-
den means that Jetpak is found in over 60

Earnings performance

Jetpak’s operating revenue grew during the
year as awhole by 4.7% to MSEK 481. Com-
petition in Jetpak's markets intensified in
2005, yet Jetpak succeeded in signing
agreements with several new customers.
Operating income before depreciation,
EBITDA, improved by 39% and amounted to
MSEK 53 (38). Income after financial items
was MSEK 29 (18).

mately MSEK 410. locations.

Key figures 2005 2004 2003 Statement of income, MSEK 2005 2004 2003

SAS Group’s holding 0% 100% 100% Operating revenue 481 459 448

EBITDA margin 11.0% 8.3% 7.4% of which external operating revenue 98.8% 99.6%  99.6%

Average number of employees (44% women in 2005) 162 177 178 Operating expenses -428 —421 -415
Operating income before depreciation, EBITDA 53 38 33
EBIT 33 19 24
Income after financial items 29 18! 22

! Negatively impacted by restructuring costs of MSEK 3.
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Business area

Hotels

In June, Carlson Hotels Worldwide acquired 25% of Rezidor SAS Hospitality in

exchange for improved commercial terms. An 11% improvement in RevPAR was
the main reason for the area’s higher earnings. The number of hotels increased

by 16%, to 217 hotels.

Statement ofincome, MSEK 2005 2004 2003
Rooms revenue 2,988 2,431 1,768
Food and beverage revenue 1,708 1,430 1,169
Other revenue 762 691 621
Operating revenue 5,458 4,552 3,558
Operating expenses -1,710 -1,494 -1,271
Payroll expenses -1,926 -1,664 -1,468
Rental expenses, property insurance and property tax -1,468 -1,257 —944
Operating income before depreciation 354 137 -125
Depreciation -179 -163 -138
Share of income in affiliated companies 58 28 19
Capital gains 63 53 4
Operating income, EBIT 296 55 —240
Income from other shares and participations 0 0 15
Financial items 6 -15 -28
Income after financial items 302 40 -253
Income before nonrecurring items 239 4 —245

Earnings and degree of achievement of long-term targets 2005

Negative earnings Positive earnings Targetachievement Improvement since 2004
Rezidor SAS v

1 Degree of achievement of the Group’s return target over a business cycle.

Revenues for the full year amounted to MSEK 5,458 (4,552), an increase of 19.9%. The increase is mainly
attributable to new hotels, MSEK 602. Comparable units also show an increase of MSEK 304. Hotels that left
the chain and exchange rate differences netted zero.

Revenue per available room (RevPAR) continued to increase in the European hotel market throughout 2005.
For comparable units in Rezidor SAS, RevPAR was 11% higher than 2004.

EBITDA including share of income in affiliated companies came to MSEK 412 (165) in 2005 and MSEK 179 (118)
in the fourth quarter. The earnings improvement compared with 2004 was mainly driven by comparable
units improving their EBITDA.

Radisson SAS Hotel London Stansted Airport was sold in the fourth quarter, providing a capital gain of MSEK
58. Rezidor SAS signed a long-term leasing contract for continued operation of the hotel.

Financial items include the effect of valuing, at market value, financial fixed assets in the amount of MSEK 62.
Income after financial items, EBT, amounted to MSEK 302 (40) for the full year.

-

Responsible for the business area
Deputy CEO Gunnar Reitan
www.rezidorsas.com

Key figures, MSEK 2005 2004 2003 Operational key figures 2005 2004 2003
EBITDA 412 165 -106 Operating income incl. franchise, MSEK 13,715 11,381 10,283
EBITDA margin 7.7% 3.6% -3.0% Gross profit margin* 33.4% 30.6% 30.0%
EBITDA growth 240% 256% -148% Total no. of hotels in operation 217 190 162
Investment 358 521 576 Countries of operation ? 49 47 42
Capital employed 1,498 1,727 1,512 RevPAR, SEK* 622 557 538
SAS Group’s holding 75% 100% 100% Occupancy ' 67.3% 64.6% 62%
Average no. of employees (52% women in 2005) 4,922 4,436 3,474 Number of rooms available ! 10,158 9,232 8,260
For other employee key figures, see the Sustainability Report, page 110. Number of rooms sold (000) * 6,836 5,964 5121
Unsorted waste, tonnes 12,326 10,505 10,002

. X Energy consumption, per m?, kWh 260 277 276

Customer satisfaction Water consumption per guest night, liters 450 451 473
Job satisfaction 84.5 81.1 814

2001 I 36 0%
2002 87.1%  Thenumberofsatis-
2003 e——— 01.0% fied customers has

2004 Ee—— 90.0%  /1senby bpercentage  geye/pment.
2005 920% Pointssince 2001.

! Hotels operated as owned, leased or on management contracts.
2 Hotels operated as owned, leased, or on management/franchise contracts and hotels under
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President and CEO Kurt Ritter
www.rezidorsas.com

Rezidor

Organization

Our loyal customers
are rewarded with
goldpointsplus

Hotels
217 General Managers

Responsibilities

Brand delivery

Profit generator

Ensure customer, owner and
employee satisfaction
Recruitmentand People
Development

Meet Responsible Business
objectives

Operations /

Regions

follow-up

Ensure brand compliance
Manage owner relationships
Explore operational syner-

gies

Leadership Development
Strategy implementation

Regions /
/
Area Vice Presidents /
Regional Directors /
/

Strategy  /

5 Area Vice Presidents

9 Regional Directors

Responsibilities
Profitability & Revenues

Hotels /
General Manager

/
/

Corporate ~
Office /

/
/

Corporate Office

17 Departments

Responsibilities
Strategy development
Goal setting
Setting Brand Guidelines
Ensuring growth strategy
Succession planning
Auditing (checking goal
achievement and feedback)
Create brand awareness
Meet financial targets for
owner SAS

New Master Franchise Agreement. In 2005, Carlson Hotels Worldwide acquired 25% of
Rezidor SAS. The agreement includes an extension of Master Franchise rights for Rezidor
SAS until 2052. The license fees for the rights will be reduced, improving development

opportunities for future growth.

of Group
operating revenue

= /4%
The operation opened its first hotel in 1960.
Radisson SAS is the company’s first-class
brand. The SAS Group owns 75% of Rezidor
SAS. At the end of 2005, the company had
217 hotels in operation and 46 hotels under
development. In 1994, the hotel operation
signed its first Master Franchise Agreement
with Carlson Hotels Worldwide for the
Radisson SAS brand, followed by a similar
deal for the Park Inn, Regent and Country
Inn brands. The company also has an agree-
ment with the Italian fashion house Missoni
to develop a lifestyle hotel brand.

Important events
Carlson Hotels Worldwide acquired 25%
of Rezidor SAS Hospitality.
An agreement was signed with the Italian
fashion house Missoni to establish a life-
style hotel brand.
Rezidor SAS opened 37 new hotels in
2005.
A franchise hotel in Jordan was the target
of a terrorist attack in November.

Targets

The financial target is an EBITDA margin of at
least 10% and EBITDA growth of at least 15%
over a business cycle. Through sustained
and profitable growth, the company’s goal is
to operate 700 hotels by the year 2012.

Strategic focus

Rezidor SAS will:
Develop and operate a portfolio of well-de-
fined brands offering the best possible so-
lution for property owners and customers.
Be a socially conscious company that is
profitable, trusting, ambitious, innovative,
open and a leader in market changes.

250

200

150

100

50

Change in the number of hotels in operation,
2001-2005

2001
® Owned M Leased

A

2002 2003

Managed

2004

2005

Franchised

Atthe end of 2005 the number of hotels in operation
totaled 217, with 46 hotels under development. The
enlargement of the EU provides the greatest opportu-
nities for continued positive developments in Eastern
Europe, the Baltic states and Russia.

Operating revenue ! and gross profit margin?

MSEK %
14,000 35
13,000 — 30
12,000 — 25
11,000 — — 20
10000 40—+ — ——1 — — 15
9,000 10
2001 2002 2003 2004 2005

Operating revenue Gross profit margin

! Incl. hotels operated on a management basis and hotels with
franchise agreements. ? Incl. hotels operated on a management basis.

A

The growth in the number of hotels, improved RevPAR
and higher occupancy pushed revenues to 20.5%. The
gross profit margin rose substantially, to 33.4%.

Clientele mix, room nights

Business individual  36%

Retail rates/rack 1 50/0

|
Leisure groups 100/0 '
Business groups 1 70/0
Leisure individual 220/0

A

Growth is the most rapid in the leisure segment, which
is expected to increase the mostin the years to come.
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Hire people with a “Yes | Can” attitude and
develop the talents of professional em-
ployees to increase customer satisfaction.

Expansion strategy

Rezidor SAS’s program of continued growth
is strategically important for achieving opti-
mal brand recognition and geographic cov-
erage. Its expansion will take place primarily
through the Radisson SAS, Park Inn and
Missoni brands via joint ventures in growth
markets and franchise agreements in small-
er markets.

Number of hotels grows

At year end, Rezidor SAS operated 217
(190) hotels, of which 37 (29) opened dur-
ing the year while seven hotels were closed.
Alltold, 16 Radisson SAS hotels were opened
in strategic destinations such as Frankfurt,
Kiev and Paris. The Park Inn brand contin-
ued to grow and Park Inn took over seven
Holiday Inns in Germany, nine Queens Moat
House hotels in the U.K. and opened Park
Inn Hyde Park in London.

Loyalty programs

Rezidor SAS’s most important loyalty pro-
grams are SAS EuroBonus and goldpoints-
plus. Owned by Carlson Hotels Worldwide,
the latter has more than three million mem-
bers and came in third in the Freddy Awards,
based on the rankings of frequent travelers.

Quality targets

The customer satisfaction index increased
in 2005 t0 92.0 (90.0) and the job satisfac-
tion index was 84.5 (81.1). In a Quality Per-
formance Review, which measures achieve-
ment of overall quality and brand promises,
Radisson SAS and Park Inn hotels scored
84 out of 100, compared with the goal of 85.

Responsible Business

Energy consumption decreased 6%in 2005.
Since 2002, 10,000 employees have partici-
pated in Responsible Business training. In
September 2005, the company organized
133 (106) hotel activities during the Hotels
Environment Action Month. Fundraisers were
carried out in cooperation with Save the Chil-
dren to benefit victims of the tsunami disas-
ter and the earthquake in Pakistan.

The goal of Responsible Business is to
continue improving the environmental per-
formance of the hotels and ensuring compli-
ance with local and international ethical and
human rights standards.

Earnings performance

Revenues for the full year amounted to
MSEK 5,458 (4,552), an increase of 19.9%.
Revenue per available room (RevPAR) for
comparable units in Europe increased dur-
ing the year by 11%. Adjusted EBITDA, in-
cluding participations in affiliated compa-
nies, rose 150% to MSEK 412 (165). Income
before capital gains and nonrecurring items
improved by MSEK 236 to MSEK 235 (4).

Market outlook

The improved RevPAR trend is expected to
continue in 2006. The enlargement of the
EU and growth in India and China are provid-
ing continuously expanding opportunities.
Consolidation in the hotel industry is ex-
pected to lead to acquisitions of small and
medium-sized hospitality companies

Number of hotels in operation in Rezidor SAS 2005

R 1 £ parkinn tional alternative with an uncompli-
cated, value-for-money product.
; ) 3 luxury hotels. Inspired by Tao in the
Hotels in Nordic Middle  South
operation countries Europe  Asia  East  Africa @%’5}7[ Far East, the Regent has set the stan-
Radisson SAS 48 83 1 14 dard for service in the luxury class.
Park Inn 24 33 0 0 1
f,ﬁ?fo”; 8 (3, 8 8 8 Lifestyle hotels. Hotels in city centers
Country Inn 0 6 0 0 0 MISSONI for design and style-conscious
\ Other 0 ! 0 2 0 travelers. To be launched in 2007.
2
. 6 mid-market hotels. Homey
atmosphere with high comfortand
good value.
RevPAR 2005 Occupancy per room Number of hotels, Rezidor SAS Hospitality Unit cost
EUR % 2005 2004 2003 2002 2001  FUR
9% 9 Owned o 1 1 1 4 0
20 20 Leased 60 49 39 33 36
Managed 81 66 61 58 29 55
/o I 70 Franchised 76 72 61 41 70
Total 217 190 162 133 139 50
60 60
50 50 45 T
Breakdown of Rezidor SAS Hospitality hotels
40 40 2005 2004 2003 2002 2001 40
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Radisson SAS 147 138 126 119 139 2003 2004 2005
RevPAR: Monthly Rolling 12 month Park Inn 58 40 23 0 0 A
Occupancy: ® Monthly == Rolling 12 month Regent 3 3 1 2 0
Missoni 0 0 0 0 0 The unit costis measured as the operating cost divided
A Country Inn 6 6 12 12 0 by the number of available rooms. The cost has fallen
Both occupancy and RevPAR improved in 2005. Other 3 3 - - - following the implementation of Turnaround 2005

Areturnto the RevPAR levels of early 2000 is expected
in 2006-2007.

147 first-class hotels.
Individual care of each guest.

Raa"'/)“!\

HOTELS & RESORTS

58 mid-market hotels. An unconven-

measures.
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Financial report

Report by the Board of Directors

Corporate identity number: 556606-8499

The Board of Directors and the President of SAS AB hereby submit the annual report for SAS AB and the SAS Group for the 2005 financial year.

Market performance
Air traffic increased gradually during the year.
From August to December, the SAS Group’s
traffic growth was higher than for the total air-
line industry in Europe.

Overcapacity in certain markets was still
high during the year, prompting adjustments
that contributed, on the whole, to a higher
cabin factor for all Group airlines.

In all, traffic measured in revenue passenger
kilometers (RPK) rose 6.8% for the SAS Group
in 2005. The world economy is expanding, with
growth especially strong in the U.S. and China.
Several of the markets in Europe where the SAS
Group is represented are expected to see high
growth in coming years.

Change in the Group structure

As of January 1, 2005, the Group’s Shared Ser-
vices was incorporated as subsidiaries of SAS
AB. The SAS Group’s partnership with Carlson
Hotels Worldwide was deepened after Carlson
Hotels acquired 25% of the shares of Rezidor
SAS Hospitality through a new share issue of
MEUR 55 in exchange for improved commer-
cial terms in the partners’ Master Franchise
Agreement. The transaction was carried outon
June 30, 2005, and increased the Group’s total
shareholders’ equity by MSEK 519.

The SAS Group’s shareholding in airBaltic is
47.2%. In addition, there is a convertible loan
that means that SAS has the right from 2005
to convertthis to shares atan agreed price that
will increase the shareholding by approximately
a further 7%. The decision regarding conver-
sion was made in 2005 and the conversion
was registered with the Latvian authorities.
On this basis, airBaltic was consolidated as a
subsidiary as of August 2005.

The operations of SAS Trading were sold in
the second quarter. The Group’s sharehold-
ings in European Aeronautical Group and
Jetpak Group were sold in the fourth quarter.
In addition, 67% of the shareholding in SAS

Component was sold to Singapore Technolo-
gies Engineering. The SAS Group reports the
remaining 33% holding as an affiliated com-
pany. The total price paid for all of the opera-
tions sold amounted to MSEK 1,563 and the
capital gain came to MSEK 383.

European Cooperation Agreement (ECA)
The European Cooperation Agreement is a
collaboration between Scandinavian Airlines,
Lufthansa and British Midland International,
which began in January 2000. Scandinavian
Airlines’ share of any losses is 45%. The agree-
ment was approved by the European Commis-
sion for a period of eight years until December
31,2007.

With the aim of creating a competitive intra-
European traffic system, the ECA combines the
three airlines’ route networks within the EEA
(European Economic Area) to, from and via
London Heathrow and Manchester airports.

Due to continued pressure on the yield
and competition from low-fare carriers, ECA
negatively impacted earnings by a significant
amount in 2005 as well, amounting to MSEK
—415(-134).

Financial risk management

The SAS Group is exposed to various types of
financial risk. All risk management is handled
centrally and in accordance with the finance
policy set by the Board. The SAS Group uses
derivative instruments as part of its risk man-
agement to limit its currency and interest rate
exposure. See Note 29.

Work of the Board of Directors
The Board of Directors of SAS AB consists of
10 members, of whom seven are elected by
the Annual General Shareholders’ Meeting.
The three other members plus six deputies
are elected by the employee organizations in
Denmark, Norway and Sweden.

The Board’s work is governed by the

Breakdown of SAS Group total revenues, 2005

0,
R
Scandinavian Airlines International  10.4% ‘ ‘ airBaltic 1.6%
‘. ‘ SAS Ground Services 8.3%
Scandinavian Airlines Sverige 10.5% J SAS Technical Services 7.4%
‘J SAS Cargo 4.5%
SAS Braathens 16.5% U SAS Flight Academy 0.6%
SAS Business Opportunities  0.3%
‘\é SAS Media 0.2%
Scandinavian Airlines Danmark 13.8% | ‘ Hotels 7 4%

Airlines account for approximately 70% of the Group’s operating revenue. The operating revenue of Airline Support
Businesses including SAS Cargo Group is equivalent to approximately 20% of the Group’s operating revenue.
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Swedish Companies Act, the Articles of Asso-
ciation, the Swedish Code of Corporate Gover-
nance and the formal work plan adopted by the
Board each year, which regulates the division
of the Board’s work between the Board and its
committees and among the Board, its Chair-
man and the President. This process is evalu-
ated each year. The Board appoints from
among its own members the members of the
two board committees, the remuneration
committee and the audit committee. The
Board’s work follows a yearly agenda with reg-
ular business items as well as special topics.

Atthe Annual General Shareholders’ Meet-
ing held on April 13, 2005, all of the Board
members were reelected and the Board was
enlarged by one member, Timo Peltola. The
composition of the Board of Directors in 2005
appears on page 90.

At the statutory meeting of the Board, Egil
Myklebust was elected Chairman and Jacob
Wallenberg Vice Chairman. Working closely
with the President, the Chairman is to follow
the company’s performance, plan Board
meetings and see to it that the other mem-
bers of the Board always receive high-quality
information about the Group’s finances and
performance and that the Board evaluates its
work and that of the President each year.

In2005 the Board held 11 meetings. In addi-
tion, one per capsulam meeting was held. At
these meetings the Board discussed the regu-
lar business items presented at the respective
meetings, such as business and market condi-
tions, financial reporting and follow-up, the
company’s financial position and investments.
Additionally, at various meetings the Board
discussed matters involving flight safety work,
internal control, the work of the Board, the year-
end report, interim reports, strategy and the
business plan and the budget.

Special topics discussed by the Board dur-
ing the year include the SAS Group’s earnings
improvement program (Turnaround 2005),

SAS Group income after financial items
MSEK
3,000
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0
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The Group’s earnings including nonrecurring items
such as restructuring costs and capital gain.



the launching of new products and service
concepts, releasing capital and other financial
issues and corporate governance issues.

On three occasions during the year, the
company'’s auditor met with the Board, pre-
senting the program for auditing work, report-
ing observations from the audit of the annual
report, the examination of the interim ac-
counts as of September 30 and an evaluation
of internal control.

The main duty of the Board’s two commit-
tees is to prepare business for the Board’s de-
cision. Each committee meetingis reported on
at the Board meeting immediately following.
The committees comprise three members
elected by the General Shareholders’ Meeting.

In 2005 the audit committee held seven
recorded meetings, examining the scope and
performance of the auditing work, the finan-
cial reporting and internal control along with
new accounting rules.

During the year the Board’s remuneration
committee discussed and drafted a Board
resolution on the President’s target contract,
his fulfillment of this contract and discussed
general matters involving guidelines and poli-
cies for compensation and incentive programs
for company management and senior execu-
tives. Proposals regarding salaries, pension
and other compensation for the President and
Group Management were also discussed.
During the year the committee held three
recorded meetings in addition to a number of
informal contacts.

According to the Articles of Association of
SAS AB, the election of a nomination commit-
tee shall take place at the Annual General
Shareholders’ Meeting. The task of the nomi-
nation committee is to nominate candidates
for election to the Board and prepare a propos-
al for Directors’ fees for the Annual General
Shareholders’ Meeting’s approval. The current
members of the nomination committee were
elected at the Annual General Shareholders’
Meeting on April 13,2005.

For a more detailed description of the work
of the Board, its committees, and the nomina-
tion committee see the SAS Group’s corpo-
rate governance report on pages 85-91.

Safety work

Although flight safety in the SAS Group is
high, there were incidents during the year that
prompted measures. Efforts to improve safety
continue.

The work to certify more airlines according
to IOSA (IATA Operational Safety Audit) con-
tinued. Scandinavian Airlines underwent this
certification in 2004, and in 2005 Estonian
Air, SAS Braathens, Spanair and Widerge were
certified.

A serious incident occurred with one of
Widerge’s aircraft during severe wind condi-
tions while landing in Hammerfest, Norway.

There was also a serious incident in Shang-
hai, during take-off of an Airbus A340 belonging
to Scandinavian Airlines. Owing to incorrectly
entered values in the aircraft's computer, the
takeoff speed was too low. This resulted in the
aircraft’s tail section coming into contact with
the runway.

During an internal routine check-up in No-
vember 2005 it was found that certain ele-
ments of planned inspections of engines and
engine mounts on Airbus A340s had not been
carried out. When the inspections were car-
ried out, no faults were found so flight safety
had not been threatened. The SAS Group
takes a serious view of the incidents and has
therefore carried out an investigation. A num-
ber of measures were identified to ensure that
the incidents do not recur.

Inautumn 2005 the regulations for the su-
pervision, certification of aircraft types and
maintenance were taken over by the Euro-
pean Aviation Safety Agency (EASA). Scandi-
navian Airlines is monitored by the Scandina-
vian Civil Aviation Supervisory Office (STK).

Other airlines in the SAS Group are super-
vised where they are based. The SAS Group is
currently putting in place common regula-
tions with the same high quality standards for
all Group airlines.

The SAS Group’s contribution to
sustainable development
The SAS Group has an overarching “Sustain-
ability Policy,” which, taking the Group’s require-
ment regarding long-term financial perform-
ance into account, guides its efforts to reduce
its environmental impact and contribute to so-
cial progress. Sustaining and developing the
skills of its employees is an inherent part of this.

As an important indication of this responsi-
bility and to clarify and summarize the SAS
Group's values and policies, the Board adopted
in 2005 a Code of Conduct, “Business ethics —
rules and guidelines for the SAS Group,” which
has been distributed to allemployees.

Since 1996 the SAS Group has measured its

SAS Group cost structure, 2005, MSEK

Selling costs 12%

Other 2%

Catering costs 3% \‘ Payroll expenses 35%
Technical aircraft maintenance 4% [ |

Handling costs 5%

Computer and tele- T l Jet fuel costs 14%
communications costs 5% .

Rezidor SAS, ( Government user fees 10%
other operating expenses 5% Leasing costs 5%

eco-efficiency using an environmental index.
Since then the target for its chief operation,
Scandinavian Airlines Businesses, was a three
point annual improvement in the environmen-
tal index by 2004. This target was reached, as
the index for 2004 was 76. For 2005 the com-
parable index was 72. Starting with 2005, each
company sets its own index target.

The environmental index is the most im-
portant environmental management parame-
ter for most of the operations. The fact thatan
increasing number of Group companies have
created environmental indexes enhances the
opportunities for steering and following up
the Group’s environmental work.

A fuel saving program was initiated in
2005. Initially covering Scandinavian Airlines
Businesses, the program reduced COzemis-
sions by more 40,000 tonnes during the year.
Several of the Group’s other subsidiaries com-
menced implementation of the program.

Corporate social responsibility

SAS Group subsidiaries report sick leave and
occupational injuries pursuant to national leg-
islation. Efforts to reduce sick leave have prior-
ity, and there are special projects to get those
on long-term sick leave back to work.

In 2005, the average sick leave in the SAS
Group rose slightly to 6.8, from 6.6% the year
before. The number of occupational injuries
with subsequent absence fell from 903 to 762
within the entire SAS Group. A work fatality
occurred at Oslo Airport in December 2005.
The accident is being investigated by the
affected authorities and by the SAS Group’s
internal investigation group.

Adopted in January 2004, the SAS Group's
diversity policy contains among other things a
commitment to promote gender equality. For
example, through projects to increase the
percentage of women managers, at least 40%
of the candidates called in for interviews must
be women. Targets and equal opportunity
plans are to be drawn up by each subsidiary.

With regard to human resources, the air-
lines plan and conduct regular in-service
training of all certified personnel such as tech-
nicians, cabin crew and pilots. This is done to
uphold the competency standards required
by air operating certificates (AOCs). The total
training cost for the SAS Group amounts to
approximately MSEK 250 per year.

Payroll expenses account for 35% of the cost base.
Due to the surge in the price of crude oil, the price
of jet fuel is the second largest expense item.
Government user fees comprise 10% of costs and
amounted to SEK 5.7 billion.
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Environmental responsibility

Ofthe SAS Group's total environmental impact,
flight operations account for 90%, with the
consumption of nonrenewable fuels and emis-
sions of carbon dioxide, nitrogen oxides and
noise accounting for its biggest environmental
impact. Globally, airline emissions mainly affect
the climate. The local and regional environmen-
talimpact consists mainly of noise during take-
off and landing, as well as of acidification and
eutrophication of soil and water. The greatest
potential for environmental improvements lies
in continuous renewal of the aircraft fleet, which
means always choosing the best commercially
available technology. Environmental aspects
are a key element in the SAS Group’s choice of
new aircraft and engines.

The most significant environmental impact
of cabin, ground and hotel operations is
caused by energy and water consumption and
by generation of waste. Cabin operations
refers to everything involving onboard service.

Commercial aviation uses aircraft interna-
tionally type-approved according to ICAO cer-
tification standards. Environmental approval
is an integral part of national registration of
aircraft. Environmentally based national and/
or local permits, rules and regulations provide
a framework for aircraft use. The trend is to-
ward stricter environmental framework condi-
tions for the airline industry. The SAS Group is
not aware, however, of any changes to these
conditions that during the coming fiscal year
could have significant operational or financial
consequences for its business. Yet there is a
risk that in coming years tightened emissions
and noise standards may affect the Group’s
trafficto certain airports. This may prevent the
Group from utilizing its aircraft fleet in the
most flexible way possible and/or lead to high-
er emission-based landing fees.

The Swedish government plans to intro-
duce an environment-related passenger tax in
2006. If this happens, it is estimated that do-
mestic air trafficin Sweden will decrease by ap-
proximately 10-15%. The SAS Group actively
supports the EU Commission’s proposal to in-
clude aviation in the European emission trad-
ing system. This alternative is judged as not
impacting traffic, even though it involves costs
for purchasing emissions rights.

Of the SAS Group’s operations, parts of
ground operations at Stockholm, Oslo, Copen-
hagen and Stavanger airports are covered by
permits pursuant to national environmental
laws. The permit in Stockholm covers mainte-
nance bases and regulates emissions to air,
chemicals and waste management and sets
target and monthly mean values for effluent
from the purification plant. SAS Technical Ser-
vices (STS) submits an annual environmental
report to Sigtuna Municipality. The permit at
Oslo Airport covers water from a purification
plant connected to hangars and maintenance
bases. STS submits an annual environmental
report to Ullensaker Municipality and to the
County Governor of Akershus. At Copenhagen
Airport there are maintenance bases and
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hangars requiring environmental permits,
which primarily concern the use of chemicals
in maintenance work and purification plants.
Here too an annual report s to be submitted to
the local environmental agencies. Braathens
Technical Services (BTS) at Stavanger Airport
has an environmental permit for a purification
plantand submits an annual environmental re-
port to the County Governor of Rogaland. Fol-
lowing incorporation, BTS properties have
been transferred to SAS Facility Management,
SFM. All environmental permits for operations
conducted on the properties that SFM man-
ages have been transferred to SFM. However,
the terms of the licenses remain unchanged.

In general, the SAS Group’s airline opera-
tions are totally dependent on SGS’s and
STS’s licensed maintenance base and hangar
operations and on the respective airport own-
ers’ concessions for operations and glycol
handling and thresholds for atmospheric
emissions and noise.

The SAS Group has no permit require-
ments for airline operations in Finland, the
Baltic states and Spain or for any Rezidor SAS
Hospitality hotel, beyond local permits for
waste management.

The SAS Group has obtained all the neces-
sary licenses and permits for its operations in
Scandinavia, none of which come up for re-
newal during the coming fiscal year. During
the year the SAS Group did not receive any in-
junctions from the issuing authorities.

In 2005, aircraft from the SAS Group’s air-
lines sometimes deviated from local approach
and takeoff rules, which prompted a dialog
with local authorities. Fines were imposed in a
few cases.

None of these incidents had any significant
financial or environmental consequences.

The Group was not involved in any environ-
ment-related disputes or complaints and has
no known major environment-related debts.

In other parts of the annual and sustainabili-
ty report there are more complete descriptions
of the SAS Group’s efforts to contribute to
sustainable development.

Reporting according to IFRS

(International Financial Reporting Standards)

With effect from January 1, 2005, the SAS
Group prepares its consolidated accounts ac-
cording to International Financial Reporting
Standards (IFRS), in accordance with the cur-
rent EU directive.

The date for the transition to IFRS was set
at January 1, 2004, since IFRS requires re-
statement of a comparative year. The SAS
Group has therefore published financial infor-
mation according to IFRS for 2004 and 2005
in all financial reports prepared according to
IFRS during 2005.

A complete disclosure and reconciliation of
the differences between Swedish reporting
principles and IFRS is presented in Note 46.

Dividend 2005
The Board of Directors proposes that no divi-

dend be issued to SAS AB's shareholders for
the 2005 fiscal year. This is motivated by the
fact that the Group is affected by the restruc-
turing taking place in the airline industry and
that securing the financial position is impor-
tant for the Group’s continuing operations.
See page 84.

Significant events after the balance

sheet date

At Spanair, some income and expense items
have been identified as having been incorrectly
booked for the period 2002-2004. Conse-
quently, the statements of income and balance
sheets have been restated (see also Note 1).

The pilots at Scandinavian Airlines Dan-
mark went on a wildcat strike that resulted in
the cancellation of nearly all flights from
Copenhagen for three days.

The Supreme Court of Norway overturned
the decision of the Eidsivating Court of Appeal
that found for SAS Ground Services in a law-
suit concerning employee rights in connec-
tion with the transfer from Braathens in 2002.

The EU Commission carried out an unan-
nounced inspection at SAS Cargo in Copen-
hagen on February 14 as part of an extensive
investigation of suspected antitrust violations
in the airfreight business. A similar investiga-
tion by U.S. authorities is under way.

Full-year 2006

A continued positive development of the
Group’s markets is expected in 2006 with
stable passenger growth of 2-3% within Scan-
dinavia and 4-5% to/from Europe. Competi-
tion is expected to remain intense, however, in
the SAS Group’s markets.

Scandinavian Airlines’ new business mod-
els have strengthened competitiveness with
improved cabin factors but weaker yield. In
the first half of 2006, further improvements in
the business model and product concept will
be implemented. For SGS and STS, continued
price pressure and partly reduced volumes
are expected during 2006.

High growth is expected in Finland, the
Baltic countries and Spain and the Group
is well positioned with Bluel, airBaltic and
Spanair, which have a cost base on a par with
the most effective players.

Turnaround 2005 was completed as
planned and the SAS Group will continue to
gain positive earnings effects from the pro-
gramin 2006.

Despite powerful measures, additional
cost-cutting measures need to be implement-
ed in order to ensure long-term competitive-
ness in several of the Group’s units. New
measures for Scandinavian Airlines Business-
es and the support units corresponding to
SEK 2 billion have been identified so far and
implementation is under way. This, combined
with continued success in the market, creates
conditions for improved earnings in the fu-
ture. Uncertainty remains in the market, how-
ever, due to continued intense competition
and high jet fuel prices.



The SAS Group’s statement of income

MSEK Note 2005 2004
Operating revenue 2 61,887 58,093
Payroll expenses 3 -20,467 -19,585
Other operating expenses 4 -35,303 —34,040
Leasing costs for aircraft -3,133 -2,689
Depreciation 5 -2,412 -2,846
Share of income in affiliated companies 6 134 157
Income from the sale of shares in subsidiaries and affiliated companies 480 5
Income from the sale of aircraft and buildings 7 187 113
Operating income 1,373 -792
Income from other shares and participations 8 50 1
Interestincome and similar income items 9 534 357
Interest expenses and similar income items 10 -1,539 -1,399
Income after financial items 418 -1,833
Tax 11 -163 68
Net income for the period 255 -1,765
Attributable to:

Parent Company shareholders 174 -1,760
Minority interests 81 -5
Earnings per share (SEK)* 1.06 -10.70

! Earnings per share is calculated on 164,500,000 outstanding shares (IAS33). Since the SAS Group has no options,

convertibles or share programs, dilution does not occur.

Comments on the statement of income

The net effect of exchange-rate fluctuations
between the period January-December 2004
and 2005 was MSEK 274. The effect is MSEK
1,443 on operating revenue, MSEK-1,200 on
operating expenses and MSEK 31 on net finan-
cialitems.

The SAS Group’s operating revenue
amounted to MSEK 61,887 (58,093), an in-
crease of MSEK 3,794 or 6.5%. Adjusted for
currency effects, the increase was MSEK 2,351
or 4.0%. Passenger traffic (RPK) increased by
6.8% for the Group. In Scandinavian Airlines
Businesses traffic increased by 0.2% com-
pared with 2004 and the currency-adjusted
yield decreased by 0.3% compared with the
same period in 2004.

For the entire Group, restructuring costs
attributable to Turnaround 2005 and locally
commenced cost-cutting programs, which
were charged against net income for the year,
amounted to MSEK 413 (223). Of this, MSEK
393 (188) was the expense for idle notice pe-
riods. The remaining MSEK 20 (35) went for
expenses for unused leased premises and
other expenses for eliminating redundancies.

Payroll expenses increased by MSEK 882
or 45% and amounted to MSEK 20,467
(19,585). Adjusted for currency effects and re-
structuring costs of MSEK 393 (188), payroll
expenses were MSEK 152 or 0.8% higher than
inthe previous year. The increase is mainly due

to higher volumes in hotel operations and con-
solidation of airBaltic. Payroll expenses for
Scandinavian Airlines Businesses decreased
by 4%.

The Group’s other operating expenses in-
creased by MSEK 1,263 or 3.7% to MSEK
35,303. Adjusted for currency effects and re-
structuring costs, expenses increased by
MSEK 619 or 1.8%, mainly due to increased
fuel costs. The Group’s cost for jet fuel
amounted to MSEK 8,123 (6,252). Adjusted
for negative currency effects due to a stronger
USD, fuel costs increased by MSEK 1,792.
The market price (spot price) during the peri-
od was on average 42% higher than in 2004.

Operating income before depreciation and
leasing costs, EBITDAR, amounted to MSEK
6,117 (4,468).

Leasing costs amounted to MSEK 3,133
(2,689), an increase of MSEK 444. Deprecia-
tion was MSEK 2,412 (2,846), a decrease of
MSEK 434. The lower depreciation is mainly
due to sale and leaseback of aircraft which led
to increased leasing costs. In total, leasing
costs and depreciation taking currency ef-
fects into account were at the same level as in
the previous year.

Share of income in affiliated companies
amounted to MSEK 134 (157). The change
between 2004 and 2005 is partly due to low-
er earnings in Air Greenland but also to a posi-

tive earnings trend in Estonian Air and British
Midland.

Income before capital gains and nonrecur-
ring items amounted to MSEK 114 (-1,701),
anincrease of MSEK 1,815.

Income from the sale of shares in sub-
sidiaries and affiliated companies, MSEK 480
(5), includes the sale of European Aeronautical
Group, MSEK 49, Jetpak, MSEK 404 and SAS
Component, MSEK-72.

The operations in SAS Trading were sold at
a price corresponding to book values.

An additional purchase price of MSEK 39
was received for the sale of Scandinavian IT
Group. In addition, Radisson SAS Hotel London
Stansted Airport was sold, providing a capital
gain of MSEK 58. The affiliated companies
Flygtaxi Sverige AB and Polygon Group Ltd.
were sold the previous year.

The Group’s income from the sale of aircraft
and buildings during the year was MSEK 187
(113). This includes the sale of two McDonnell
Douglas MD-80s, one Fokker F28 and four
Boeing 737s as well as sale and leaseback of
two Boeing 737s, two McDonnell Douglas MD-
80s, five Fokker F50s and flight simulators. All
aircraft sold through sale and leaseback trans-
actions are leased back on operating leasing
contracts. In addition, hotel properties were
sold, providing a capital gain of MSEK 5.

Allthe SAS Group’s participations in France
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Telecom (originally SITA Foundation) were sold
in June for MSEK 49, a capital gain of MSEK 48.
Operating income was negatively impact-
ed by MSEK —-415 (-134) relating to the ECA
joint-venture agreement but positively im-
pacted by MSEK 200 from the reversal of
Danish VAT. Both of these items make com-
parison difficult. In Denmark, domestic mass
transit services are exempt from VAT, which
means that all incoming VAT attributable to
domestic production has to be expensed.
However, for international transit services, in-
coming VAT is fully deductible. Domestic tran-
sits/transfers that take place in connection
with an international transit/transfer also
count as international transits/transfers.
Inthe suit filed by the Danish airline Cimber,
the European Court of Justice handed down a

ruling in September 2004 regarding the inter-
pretation of the Sixth Council Directive on the
harmonization of the laws of the Member
States relating to turnover taxes. The ruling
determined that goods and services supplied
to aircraft operating on domestic routes are
exempt from VAT when they are used by air-
lines that chiefly operate international routes.
It was thus established that Danish VAT legis-
lation is in violation of the EU directive in this
particular case. Supported by the ECJ ruling,
the Vestre Landsret (Western Regional Court)
in Denmark ruled in November 2005 to award
Cimber a refund of the VAT on such purchas-
es, equivalent to two-thirds of the requested
amount. The Danish government has appealed
the Danish ruling.

In accordance with the principles of the

Vestre Landsret’s ruling, SAS’s 2005 accounts
recognize as income MSEK 200 plus MSEK 40
in interest pertaining to the claim on the Dan-
ish tax authorities for the years 1996-2005.

The Group’s net financial items amounted to
MSEK-1,005 (-1,042). Net interest was MSEK
—952 (-897) MSEK, an increase of MSEK 55
mainly due to higher market interest rates and
borrowing costs. The currency effect was
MSEK -22 (-53). Other net financial expenses
amounted to MSEK =31 (-92), which includes
the effect of market valuation of financial fixed
assets, in the amount of MSEK 62.

Income after financial items was MSEK 418
(-1,833).

Of the Group’s tax, MSEK 52 (180) com-
prised change in deferred tax.

Currency effects on
the SAS Group’sincome
Operating revenue as well as operating expens-

Change, MSEK 2004/05 2003/04 ) o s
- es and financial items are affected significantly
Operating revenue 1,443 -1,378 . :
Payroll expenses 505 432 by exchange rate fluctuations. Only approxi-
Other expenses 663 1,584 mately 21% of operating revenue and 18% of
Translation of working capital —311 104 operating expenses are in Swedish kronor.
Income from hedging of commercial flows 299 -215
The aggregate effect of changed exchange
Operating income 243 527 , L
rates on the SAS Group’s operating income
Net financial iterms 31 371 f20r 2025 cor.npared. with 2004 was MSEK
T T — 274 156 43 (5 .7). Thisis malnlyldue tothe S|gp|f|cant
weakening of the Swedish krona during the
year. The currency effect can mainly be attrib-
Currency effects on netincome for the year, MSEK 2005 2004 uted to the stronger Norwegian krone and
Translation of working capital -190 121 U.S. dollar. The difference between the years
Income from hedging of commercial flows 197 -102 in the effect of exchange rate differences on
Operating income 7 19 thefinancial net debt was MSEK 31 (- 371).
Comparing 2005 with 2004, the total cur-
Currency effect on the Group’s financial net debt -22 -53 . . -
— rency effect on income after financial items
Income after financial items -15 -34 was therefore MSEK 274 (156).
Quarterly breakdown, MSEK 2003 2004 2005
Full year Fullyear Full year
Jan-Mar Apr-Jun  Jul-Sep Oct-Dec Jan-Dec | Jan-Mar Apr-Jun Jul-Sep Oct-Dec Jan-Dec Jan-Mar Apr-Jun Jul-Sep Oct-Dec Jan-Dec
Operating revenue 13,685 15275 14,895 13,800 57,655 | 12572 15,148 15428 14945 58093 13,016 16,017 16567 16,287 61,887
Payroll expenses -5,742 -5565 5166 -5458 -21931 | 4,889 -5069 -4,665 -4962 -19585 -4974 5138 -4949 -5406 -20,467
Other operating expenses -8399 -8,159 -8050 -7584 -32,192 | -7,706 -8565 -8988 -8781 -34040 -7,820 -8643 -9464 9376 -35303
Leasing costs for aircraft -832 -719 -729 —-655 -2,935 -639 —-678 -705 —-667 -2,689 —686 -766 -843 -838 -3,133
Depreciation —753 —780 773 -740 -3,046 727 -702 -699 -718 2,846 —626 -607 -596 -583 -2,412
Share of income in affiliated companies 25 27 4 -17 39 69 36 24 28 157 20 45 59 10 134
Income from the sale of shares in
subsidiaries and affiliated companies 0 0 0 651 651 0 3 0 2 5 0 -2 35 447 480
Income from the sale of aircraft
and buildings 50 136 559 -96 649 48 63 -32 34 113 22 43 -7 129 187
Operating income -1,966 215 740 -99 -1110 | -1,272 236 363 -119 =792 -1,048 949 802 670 1,373
Income from other shares
and participations -17 8 0 8 -1 0 0 1 0 1 0 48 0 2 50
Net financial items 49 -193 -234 -210 -588 -283 -207 -276 -276  -1,042 -242 407 -257 -99 -1,005
Income after financial items -1,934 30 506 -301 -1,699 | -1,555 29 88 -395 -1,833 -1,290 590 545 573 418
Tax 174 -1 196 -364 5 166 103 31 -232 68 319 -91 -16 -375 -163
Netincome for the period -1,760 29 702 -665 -1,694 | -1,389 132 119 -627 -1,765 -971 499 529 198 255
Attributable to:
Parent Company
shareholders -1,642 24 656 -622 -1584 -1,374 127 98 -611  -1,760 -964 495 499 144 174
Minority interests -118 5 46 -43 -110 -15 5 21 -16 -5 -7 4 30 54 81
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The SAS Group’s balance sheet

ASSETS SHAREHOLDERS’ EQUITY AND LIABILITIES
MSEK Note 2005 2004 MSEK Note 2005 2004
Fixed assets Shareholders’ equity
Intangible assets 12 3,862 3,246 Share capital 1,645 1,645
Other contributed capital 658 658
Tangible fixed assets 13 Hedging and translation reserves 24 918 457
Land and buildings 1,257 1,807 Retained earnings 8,283 8,276
Aircraft . 14,681 16,837 Total shareholders’ equity attributable to
Spare engines and spare parts 1526 3,128 Parent Company owners 11,504 11,036
Workshop and aircraft-
servicing equipment 210 218 Minority interests 577 8
Other equipmentand vehicles 1213 1,565 Total shareholders’ equity 12,081 11,044
Construction in progress 148 204
Prepayments for tangible Long-term liabilities 25
fixed assets 14 422 359 Debenture loans 26 771 742
19,457 24,118 Bond issues 27 7355 6,176
Other loans 28 11,039 14,042
Financial fixed assets 15 Pensions and similar commitments 56 42
Equity in affiliated companies 16 1,214 691 Deferred tax liability 11 3,617 3,194
Long-term receivables Other provisions 30 697 854
from affiliated companies 17 228 229 Other liabilities 73 143
Shares and participations 18 214 126 23608 25193
Pension funds, net 19 8,363 7,421
Deferred tax receivable 11 1,524 1,394 Current liabilities
Other long-term receivables 1,577 1,233 Current portion of long-term loans 3,183 800
13,120 11,094 Short-term loans 31 3,828 5479
) Prepayments from customers 123 137
Total fixed t 36,439 38,458
ol fixecassets Accounts payable 4,358 4,579
Current assets Liabilities to affiliated companies 32 183 7
Expendable spare parts and inventories 20 1,038 1,265 Tax payable 29 70
Prepayments to suppliers 27 24 Unearned transportation revenue 33 3,038 2981
Current portion of other provisions 30 273 166
Lies AR Other liabilities 1916 1912
Current receivables Accrugd EXpenses and
Accounts receivable 4568 4574 prepaid income 34 5326 5433
Receivables from affiliated companies 21 1,620 104 22,327 21,564
Other receivables 3,892 2,735 TOTAL SHAREHOLDERS’ EQUITY
Prepaid expenses and AND LIABILITIES 58,016 57,801
accrued income 22 1,748 2,046
11,828 9,459 Book equity per share (SEK) ! 6993  67.09
Short-term investments 23 7,265 7,349 Memorandum items
Cash and bank balances 1419 1,246 Pledged assets 35 981 1036
Total current assets 21,577 19,343 Cont.lngentllab.llltles 36 243 271
Leasing commitments 37
TOTAL ASSETS 58,016 57,801

Comments on the balance sheet

Assets
The SAS Group’s total assets increased mar-
ginally in 2005, from MSEK 57,801 to MSEK
58,016.

The MSEK 616 increase in intangible as-
sets mainly derives from the partnership
agreement with Carlson Hotels, MSEK 519,
development costs primarily in the IT area,
MSEK 97, and reclassification of goodwill con-
cerning airBaltic, MSEK 63. Depreciation was
MSEK 160 while exchange differences etc.
were positive, with MSEK 77.

The book value of aircraft decreased by
MSEK 2,156. The change comprises an in-
crease owing to investmentin one deHavilland
Q100 and ongoing modifications totaling
MSEK 469. Deductible items are depreciation
for the year of MSEK 1,398 and the residual
value of sold aircraft, etc., MSEK 1,227.

Long-term prepayments to suppliers of
flight equipment increased during the year by
MSEK 63. For deliveries, MSEK 25 was uti-
lized. Prepayments of MSEK 18 were made for
future deliveries and MSEK 9 was reclassified

! Calculated on 164,500,000 shares.

from long-term receivables. Capitalized finan-
cial expenses amounted to MSEK 9, and
translation differences due to a stronger USD
increased the value by MSEK 52.

Equity in affiliated companies increased by
MSEK 523 to MSEK 1,214. The share of in-
come for the year was MSEK 134. The SAS
Group sold its majority stake in SAS Compo-
nent and consequently reports its 33% hold-
ing as an affiliated company. Share of equity
at the time of the sale was MSEK 470. The
consolidation of airBaltic has reduced equity
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shares by MSEK 37. Investments in affiliated
companies amounted to MSEK 29 while the
MSEK 92 stake in ZAO St. Petersburg was
sold during the year. In addition, equity shares
increased by a net amount of MSEK 19 from
positive currency effects with deduction for
dividends received.

For all defined benefit pension plans, the
pension commitments are calculated and all
funded assets are taken into account. At
December 31, 2005, book net pension funds
totaled MSEK 8,363 (7,421) (see also Note 19).

Atyear-end, short-term liquid assets totaled
MSEK 8,684 (8,595), or 15.0% (14.9%) of to-
tal assets.

Shareholders’ equity

Shareholders’ equity including minority inter-
ests increased by MSEK 1,037 to MSEK
12,081 (11,044). The opening balance for the
year has been adjusted by MSEK 1,468 for

Changes in equity

IAS 39. The new issue in Rezidor SAS to Carl-
son Hotels increased shareholders’s equity by
MSEK 519. The change in value of cash flow
hedges amounted to MSEK —-1,004 and the
impact of the consolidation of airBaltic was
MSEK —34. In addition to the net income for
the period, the remaining change comprised
change in translation differences in foreign
subsidiaries and affiliated companies. At year-
end the equity/assets ratio was 21% (19%),
and the return on book equity was 1% (-15%).

Liabilities
MSEK 26,337 (27,280) of total liabilities was
interest bearing.

At December 31, 2005, the interest-bear-
ing net debtamounted to MSEK 5,865 (9,956).
The SAS Group’s average net debt during the
year was MSEK 8,236 (11,392).

Financial net debt excluding net pension
funds amounted to MSEK 14,228 (17,377).

The debt/equity ratio calculated on the
financial net debt at December 31, 2005, was
1.18(1.57).

Provision for marginal costs associated
with the provision of free travel in exchange for
redeemed points in the Group’s various loyalty
programs amounted to MSEK 606 (740) at
December 31, 2005.

Total capital employed amounted to MSEK
38,418 (38,324) at year-end. Average capital
employed during the year was MSEK 39,225
(40421). Return on capital employed was 5%
(-1%).

Other Total equity

con- Hedge and attributable
Share tributed translation Retained toParent  Minority Total
MSEK capital® capital? reserves®  earnings® Companyowners interests equity
Closing balance, December 31, 2003 1,645 658 558 10,273 13,134 112 13,246
Restatement according to Note 1 -237 -237 -83 -320
Opening balance, January 1,2004 1,645 658 558 10,036 12,897 29 12,926
Acquisitions -17 -17

Translation differences relating to

foreign operations -101 -101 1 -100
Revenue and expenses for the period

taken directly to equity -101 -101 -16 -117
Netincome for the period -1,760 -1760 -5 -1765
Total revenue and expenses for the period -101 -1,760 -1861 -21 -1,882
Closing balance, December 31, 2004 1,645 658 457 8,276 11,036 8 11,044
Adjustment for IAS 39 1,635 -167 1,468 1,468
Opening balance, January 1,2005 1,645 658 2,092 8,109 12,504 8 12,512
New share issue Rezidor SAS 519 519
Consolidation of affiliated company -34 -34
Income from cash flow hedges -909 -909 -909
Translation differences relating to

foreign operations -170 -170 3 -167
Revenue and expenses for the period

taken directly to equity -1,079 -1,079 488 -591
Cash flow hedges:

Taken toincome -95 -95 -95
Netincome for the period 174 174 81 255
Total revenue and expenses for the period -1,174 174 -1,000 569 -431
Closing balance, December 31, 2005 1,645 658 918 8,283 11,504 577 12,081

! The share capitalin SAS ABis divided into 164,500,000 shares with a nominal value of SEK 10 per share in both the opening and closing balance.

2The entire amount consists of share premium reserves.
3See Note 24.
*No dividend was paid in 2004 and 2005.
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The SAS Group’s cash flow statement

MSEK Note 2005 2004
THE YEAR’S OPERATIONS
Income after financial items 418 -1,833
Depreciation 2412 2,846
Income from the sale of aircraft, buildings and shares 717 -118
Adjustment for items not included in cash flow, etc. 38 -355 -201
Paid tax 16 -18
Cash flow from the year’s operations before changes in working capital 1,774 676
Changein:

Expendable spare parts and inventories -166 11

Operating receivables 33 -2,240

Operating liabilities -134 113
Cash flow from changes in working capital -267 -2,116
Cash flow from the year’s operations 1,507 -1,440
INVESTMENT ACTIVITIES
Aircraft -410 -1,632
Spare parts -435 -466
Buildings, equipment and other facilities -791 -1,066
Shares and participations, intangible assets,etc. -173 -57
Prepayments for flight equipment -18 -30
Acquisition of subsidiaries 39 - -614
Total investment -1,827 -3,865
Sale of subsidiaries 40 622 -
Sale of aircraft, buildings and shares 2,046 6,661
Sale of other fixed assets, etc. 160 192
Cash flow from investment activities 1,001 2,988
FINANCING ACTIVITIES
Change in long-term loans -482 -1,055
Change in short-term loans -117 =500
Change ininterest-bearing receivables and liabilities -1,827 -459
Change in minority interest =31 -2
Cash flow from financing activities -2,457 -2,016
Cash flow for the year 51 468
Translation difference in liquid assets 38 -3
Liquid assets, January 1 41 8,595 9,066
Liquid assets, December 31 41 8,684 8,595

Comments on the cash flow statement

The SAS Group’s cash flow from the year’s
operations before changes in working capital
amounted to MSEK 1,774 (676). Working capi-
tal increased by MSEK 267 (2,116), primarily
owing to somewhat increased current assets
and lower operating liabilities, which resulted in
cash flow from the year’s operations of MSEK
1,507 (-1,440).

Total investment including prepayments to
aircraft suppliers amounted to MSEK 1,827
(3,865). Aircraft investments in 2005 were
limited to just two deHavilland Q400s and one
deHavilland Q100.

European Aeronautical Group, Jetpak, 67%
of SAS Component, Radisson SAS Hotel Lon-

don Stansted Airport and operations in SAS
Trading were sold during the year. The total
purchase price for sold subsidiaries amounted
to MSEK 1,643. With respect to liquid assets in
the companies sold, selling costs and unpaid
purchase price impacted the Group’s liquid as-
sets by MSEK 622.

Sales of aircraft, buildings and shares gen-
erated MSEK 2,046 (6,661), of which pro-
ceeds from the sale of aircraft amounted to
MSEK 1,822 (6,400). The sale and leaseback
of two Boeing 737s, two McDonnell Douglas
MD-80s, five Fokker F50s, two deHavilland
Q400s and five aircraft simulators was carried
outduring the year, and four Boeing 737s, two

McDonnell Douglas MD-80s and one Fokker
F28 were sold. The sale of properties generated
MSEK 64 (256), while shares and participa-
tions were sold for MSEK 160 (5).

Long and short-term loans fell all together
by MSEK 599, which mainly comprised a net of
amoritization of approximately MSEK 3,100
and new borrowing. Interest-bearing receiv-
ables increased due to the fact that in Decem-
ber 2005 SAS had a short-term loan receivable
on the sold SAS Component amounting to
MSEK 1,048, which will be paid in 2006, but
also due to higher pension funds.

Overall, the SAS Group’s liquid assets in-
creased by MSEK 89.
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Accounting and valuation policies

The SAS Group

General

The consolidated accounts have been prepared in ac-
cordance with the EU-approved International
Financial Reporting Standards (IFRS) and interpreta-
tions of the International Financial Reporting Inter-
pretations Committée (IFRIC) as of December 31,
2005. The transition date for reporting according to
IFRS is January 1, 2004, which means that the com-
parable figures for 2004 have been restated accord-
ing to the new principles. Furthermore, the Group
also applies Swedish Financial Accounting Standards
Council recommendation RR30, “Supplementary Ac-
counting Rules for Groups,” which specifies the addi-
tions to IFRS information that are required according
to the provisions of the Annual Accounts Act.

The Parent Company’s functional currency is the
Swedish krona, which is also the reporting currency
for the Group and for the Parent Company. Unless
otherwise stated, all amounts in the financial reports
are given in millions of Swedish kronor (MSEK).

Inthe annual accounts, items have been valued at
acquisition value except when it concerns measure-
ment of certain financial assets that may be sold and
financial assets and liabilities (including derivative
instruments) measured at fair value via the balance
sheet.

In reference to the Group’s current assets and
current liabilities, the Group’s operation cycle coin-
cides with 12 months.

Beginning January 1, 2005, SAS applies IAS 39,
Financial Instruments: Recognition and Measure-
ment. IAS 39 has been applied prospectively, i.e., the
comparative year 2004 has not been restated. IAS
39 has entailed a change of accounting policies. The
effects of the change are stated in Note 46 and are
presented in the Group’s equity account on page 60.

The Parent Company’s accounting policies are the
same as for the Group with the exception of the
imperative rules contained in Swedish Financial
Accounting Standards Council recommendation
RR32:05 Accounting for Legal Entities. The account-
ing policies for the Parent Company are stated under
the heading “Parent Company accounting policies.”

Below are described the more material account-
ing policies that have been applied. Unless other-
wise stated, these policies have been applied con-
sistently for the year presented.

Estimates and assessments

The preparation of financial statements and applica-
tion of accounting policies are often based on the
management’s assessments or on estimates and
assumptions deemed as reasonable. Below is an
overall description of the accounting policies affect-
ed by such estimates or assumptions that are ex-
pected to have the biggest impact on the SAS
Group’s reported earnings and financial position.

In reporting intangible assets and tangible fixed
assets, an assessment is made of the useful eco-
nomic life and an assessmentis made at least once a
year to determine whether impairment exists.

Deferred tax is taken up as temporary differences
between stated and taxable income and for deferred
tax receivables attributable to unutilized loss carry-
forwards. The valuation of loss carryforwards and
ability to utilize unutilized loss carryforwards is based
on estimates of future taxable income (see Note 11).

Reporting of costs for defined benefit pensions are
based on actuarial estimates derived from assump-
tions about the discount rate, expected return on
managed assets, future pay increases and inflation.
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Provisions are made when any probable and quan-
tifiable risk of loss attributable to disputes is judged to
exist.

Consolidated accounts

The SAS Group’s accounts comprise the Parent
Company SAS AB and all companies in which SAS
directly or indirectly owns more than 50% of the vot-
ing rights or otherwise has a controlling influence.

Revenues and expenses in companies acquired
or sold during the year are included in the SAS
Group’s statement of income only with the values
relating to the ownership period.

Holdings in affiliated companies where the SAS
Group’s ownership is at least 20% and no more than
50% or where the SAS Group has significant influ-
ence are reported according to the equity method.

Principles of consolidation

The consolidated financial statements are prepared
according to the purchase method whereby sub-
sidiaries’ assets and liabilities are reported at fair
value according to a prepared acquisition analysis. If
the acquisition value of shares in subsidiaries ex-
ceeds the calculated fair value of the company’s net
assets according to the acquisition analysis, the dif-
ference is reported as consolidated goodwill. Ac-
cordingly, the SAS Group’s balance sheet includes
equity in acquired companies only to the extent that
this has arisen after the date of acquisition.

SAS AB's acquisition of SAS Danmark A/S, SAS
Norge AS and SAS Sverige ABin 2001 is consolidat-
ed according to the principle for companies under
joint control. The inclusion of these three compa-
nies in the consolidated accounts is therefore car-
ried out through a consolidation of all assets and
liabilities at the value at which they are stated in the
respective unit.

Minority interests in non-wholly owned subsidi-
aries are calculated on the basis of the subsidiaries’
accounts and stated in the consolidated balance
sheetas a separate item in shareholders’ equity.

The minority share of the netincome for the period
is stated in connection with the statement of income.

All intra-Group receivables and liabilities, intra-
Group sales and intra-Group profits are eliminated
entirely.

The book value of shares in affiliated companies
is reported in accordance with the equity method.
This means that the SAS Group’s share of the affili-
ated company’s equity comprises its share of the
company’s shareholders’ equity, taking into account
deferred tax according to the tax rates in the coun-
tries concerned and any consolidated surplus or
deficitvalues.

The Group’s share of the net income for the peri-
od in the affiliated company is stated in the SAS
Group’s statement of income as share of income.
Any write-downs of equity are also reported as
share of income from affiliated companies.

Intra-Group profits are eliminated based on the
Group’s participation in the affiliated company.

Translation of financial statements of foreign
subsidiaries

All of the SAS Group’s subsidiaries are classified as
independent. The financial statements of foreign
subsidiaries are translated into Swedish kronor us-
ing the current method. This entails all subsidiaries’
assets and liabilities being translated at the closing
rate, while all income statement items are translated
atthe average rate of exchange for the year. Transla-
tion differences are posted directly to the SAS
Group’s shareholders’ equity.

Hedging of netinvestments in

foreign operations

The SAS Group hedges to a certain extent invest-
ments in foreign net assets including goodwill.
Hedging is accomplished through both foreign cur-
rency loans and forward contracts, which are meas-
ured at the closing rate. Like exchange differences
in translating net assets, the effective portion of
exchange differences on hedging transactions is
posted directly to shareholders’ equity. The ineffec-
tive portion of changes in value is immediately recog-
nized in the statement of income.

Receivables and liabilities in foreign currency

Current and long-term receivables and liabilities in
currencies other than the reporting currency (SEK)
are stated in the balance sheet translated at closing
rates. Both realized and unrealized exchange rate
gains and losses on receivables and liabilities are re-
ported in the statement of income. In those cases
where the debt in foreign currency meets the re-
quirements for hedge accounting and makes up part
of a cash flow hedge or hedge of net investment, the
changeinvalueis recognized in shareholders’ equity.

Financial instruments
Financial instruments are stated at amortized cost
or fair value depending on their initial categorization
under IAS 39. Foreign currency was translated to
SEK atthe quoted rate on the closing date.
Amortized costis calculated using the effective in-
terest method, where any premiums or discounts
and directly attributable costs and revenues are cap-
italized over the contract period using the effective
interest rate. The effective interest rate is the rate
that yields the instrument’s acquisition cost when
calculating the present value of future cash flows.
When determining fair value for short-term in-
vestments, derivative instruments and borrowings,
official market quotes on the closing date are used.
In those cases where there are none, the measure-
ment is done using generally accepted methods
such as discounting future cash flows at the quoted
market rate for the respective maturity.

Liquid assets

Cash and bank balances consist of cash on handina
financial institution and are stated at their nominal
amount. Short-term investments are categorized as
financial assets held for trading and are measured at

Exchange rates Closing rate Averagerate

2005 2004 2005 2004
Denmark DKK 100 126.40 121.15 124,55 122.67
Norway NOK 100 117.60 108.80 115,92 109.04
u.s. usb 7.95 6.61 747 7.35
UK. GBP 13.73 12.71 13,57 13.46
Switzerland CHF 100 605.80 582.70 599,51 591.15
Japan JPY 100 6.78 6.38 6,78 6.80
EMU countries EUR 9.43 9.01 9,28 9.13



fair value via the statement of income. The invest-
ments have a maximum maturity of three months
and can easily be transformed to cash at a known
amount and are only subject to an insignificant risk
of change in value. Short-term investments are re-
ported as of the settlement date.

Accounts receivable

Accounts receivable are categorized as “Loans and
receivables,” which means measurement at amor-
tized cost. Because the expected term of an ac-
count receivable is short, the value is stated at the
nominal amount without discounting, which corre-
sponds with fair value. Uncertain accounts receiv-
able are assessed individually and any impairment
losses are stated in operating expenses.

Long-term receivables

Long-term receivables, i.e., receivables with a term
longer than one year, are categorized as financial
assets held to maturity and measured at amortized
cost. For long-term receivables, a fair value corre-
sponding with the book value is assessed.

Shares and participations

Shares and participations are categorized as finan-
cial assets measured at fair value in the statement of
income. In measuring fair value the changes in value
are stated in net financial items. Because it has not
been possible to determine a reliable market value
for the holding in Aeroexchange Ltd., Dallas, it has
been measured at acquisition value.

Accounts payable

Accounts payable are categorized as “Other liabili-
ties,” which means recognition at amortized cost.
Because the expected term of accounts payable is
short, the value is stated at the nominal amount with-
outdiscounting, which corresponds with fair value.

Short-term borrowings

Short-term borrowings comprise the short-term
portion of interest-bearing long-term borrowings,
i.e., the portion of the loans that is amortized in the
coming fiscal year, as well as other current interest-
bearing liabilities with a term shorter than one year.
These liabilities are measured at amortized cost and
reported on the settlement date.

Long-term borrowings

Long-term borrowings, i.e., liabilities with a term
longer than one year, consist of interest-bearing lia-
bilities to banks and credit institutions as well as
bond issues. The liabilities are stated in the balance
sheet atamortized cost as of the settlement date.

Derivatives

All derivatives are stated at fair value in the balance
sheetand the stating of changes in value in the state-
ment of income depends on whether or not the de-
rivative meets the requirements for hedge account-
ing. SAS applies hedge accounting according to the
methods for cash flow hedging, fair value hedging
and hedging of net investments in foreign opera-
tions. The accounting policies for derivatives used
in hedging transactions match those used for the
underlying hedged position.

In order for hedge accounting to be applied, its ef-
fectiveness has to be demonstrated at inception
and on a regular basis during the hedge period. A
requirement for hedging forecast flows is that it is
highly probable that the forecast event will occur.

For hedge-accounted derivatives reported accord-
ing to the cash flow hedge method, the effective por-
tion of changes in value is recognized in sharehold-
ers’ equity pending the recognition of the hedged
item in the statement of income. The ineffective por-

tion of changes in value is recognized immediately in
the statement ofincome. The SAS Group applies cash
flow hedging to currency derivatives used to hedge
forecast commercial flows and future sales of aircraft.
The SAS Group also applies cash flow hedging to in-
terest rate derivatives that change its interest rate ex-
posure from variable to fixed rate and for fuel deriva-
tives that hedge future purchases of fuel.

For hedge-accounted derivatives reported ac-
cording to the fair value hedge method, the change
in the value of the derivative instrument and the
change in the value of the hedged item are netted in
the statement of income. The SAS Group applies fair
value hedging to interest rate derivatives that change
its interest rate exposure from fixed to variable rate.

For derivatives not subject to hedge accounting,
all changes in value are recognized in the statement
of income. Derivatives that do not correspond with
the accounting policies used for the underlying
hedged position and do not meet the IAS 39 re-
quirements are not subject to hedge accounting.

Expendable spare parts and inventories
Expendable spare parts and inventories are stated
at the lower of acquisition value or net selling price.
Acquisition value is calculated by application of the
firstin first out (FIFO) method. Some spare parts re-
lated to aircraft are valued according to the lower of
cost or market value principle collectively with the
aircraft concerned. Appropriate deduction is made
for obsolescence.

Intangible assets
Intangible assets comprise goodwill, capitalized
costs for systems development and other intangible
assets. The Group is not engaged in any research
and development (R&D) activity.

Intangible assets are stated in the balance sheet
when:

an identifiable, non-monetary asset exists

it is probable that the future financial advantages

that can be attributable to the asset will accrue to

the company and

the acquisition value of the asset can be calculated

inareliable manner.

Goodwill is recorded in the balance sheetas anin-
tangible asset at acquisition cost less accumulated
impairment losses. Goodwill represents the excess
of the cost of an acquisition over the fair value of the
Group’s share of net identifiable assets of the ac-
quired subsidiary at the date of acquisition. Gains
and losses on the disposal of an entity include the
remaining carrying amount of goodwill relating to
the entity sold. Goodwill is assigned to smallest pos-
sible cash-generating unit.

Goodwill is assessed as having an indeterminable
useful economic life. Goodwill is allocated to the
smallest possible cash-generating unit and the car-
rying amount is tested at least once a year for any
impairment. However, testing for impairment takes
place more frequently if there are indications that a
loss in value has occurred during the year.

Should an acquisition cause the fair value of ac-
quired assets, liabilities and contingent liabilities to ex-
ceed the acquisition value, the excess is recognized
immediately as revenue in the statement of income.

Development costs that do not meet the criteria
specified above are expensed in the period they
arise. Costs for systems development are reported
as an asset provided that they meet the criteria
specified above. Capitalized development costs are
amortized on a straight-line basis over the estimat-
ed useful economic life of the asset. The maximum
useful economic life is five years. Amortization of
capitalized development costs is included in the
item depreciation in the statement of income.

Other intangible assets with a limited useful eco-
nomic life are amortized over their useful economic
life. Depreciation of other tangible fixed assets is in-
cluded in the depreciation item in the statement of
income.

Tangible fixed assets

Tangible fixed assets are reported at historic cost less
accumulated depreciation and any write-downs. De-
preciation is straight-line over the estimated useful
economic life of the assets beginning when the asset
is ready to be put to use. For aircraft a number of es-
sential components have been identified. The useful
life of the various components has been determined
and all components apart from engine components
have the same useful life. In accordance with official
requirements, aircraft engines must be maintained
and significant engine components changed after a
specific number of takeoffs and landings and flight
hours. This maintenance occurs on average every
eighth year depending on type of aircraft. Completed
maintenance is capitalized and depreciated over arel-
evant period for each aircraft type.

Interest expenses on prepayments for aircraft not
yet delivered are capitalized. If a decision is made to
postpone deliveries of aircraft for which prepayments
have been made, capitalization of interest expenses
ceases. On commissioning of aircraft, depreciation of
the capitalized interest expenses begins, in accor-
dance with the main principle for aircraft.

Costs for routine aircraft maintenance as well as
repair costs are expensed as incurred. Extensive
modifications and improvements to fixed assets are
capitalized and written off together with the asset to
which the work is related over its remaining useful
economic life. Investments in own and leased prem-
ises are amortized over their estimated useful eco-
nomic lives, but not over a period exceeding the re-
maining leasing period for leased premises.

Income from the sale or disposal of a tangible
fixed asset is calculated as the difference between
the sales value and book value. The gain or loss that
arises is reported in the statement of income.

Depreciation is based on the following estimated
periods of useful economic life:

Assetclass Depreciation
Aircraft 20*
Reserve engines and spare parts 20*
Engine components (average) 8
Workshop and aircraft

servicing equipment 5
Other equipment and vehicles 3-5
Buildings 5-50

*

Estimated residual value after a useful economic life of 20
yearsis 10%. Through 1998 the estimated useful econom-
iclife was 15 years with an estimated residual value of 10%.

Leasing - Finance and Operating
As a lessee, SAS has entered into finance and oper-
ating leasing contracts. Leasing contracts where
SAS in principle takes over all the risks and benefits
of the asset are reported as finance leasing con-
tracts. At the beginning of the leasing period, fi-
nance leasing contracts are reported at fair value.
Assets held under finance leases are taken up in the
balance sheet as a fixed asset and future commit-
ment to the lessor as a liability. Assessment of
leased assets’ useful economic life corresponds to
the principles SAS applies to acquired assets.

Leasing agreements where in principle all risks
and benefits remain with the lessor are reported as
operating lease contracts. The leasing cost for op-
erating lease contracts is expensed on an ongoing
basis during the contract period.

Sale and leaseback agreements are classified ac-
cording to the above-mentioned principles for finan-
cialand operating leasing.
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For aircraft leased under operating leases, the
contracts state that when the aircraft is returned, it
must be in a certain specified condition. To meet
this commitment, SAS carries out maintenance of
these aircraft, both regularly and at the expiration of
the leasing period. Costs are expensed as incurred.

Impairmentlosses

At least once a year tests are performed to look for
the existence of impairment in intangible assets in-
cluding goodwill with an indeterminable useful eco-
nomic life. At each balance sheet date (quarterly), a
review is conducted to look for any indication that the
company’s tangible assets are impaired and if this is
the case, an assessment is done of the recoverable
amount of the individual assets (or the cash-generat-
ing unit to which they belong) to determine whether
impairment exists.

The recoverable amount is defined as the higher of
anasset’s fair value less selling costs and value in use
(VIU). The best indicator of an asset’s sales value is
the price in a binding arm’s length sale agreement
adjusted for costs directly attributable to the sale of
the asset. A market price is applied in the absence of
such an agreement. A best estimate is used unless a
binding agreement or a market price is available.

Regarding the Group’s aircraft fleet, a recoverable
amount is calculated each quarter for the portion of
the aircraft fleet owned by the Group. The principle
for calculating this recoverable amount is that the
present value of the current market leasing revenue
for each aircraft is calculated, assuming that the air-
craft generates market leasing revenue until it
reaches an age of 25 years. The present value of
these future leasing revenues is the value defined
as the recoverable amount for the owned portion of
the aircraft fleet.

With respect to spare equipment and spare parts
foraircraft, the recoverable amount s preferably cal-
culated by estimating the fair value at the end of
each reporting period.

In calculating value in use, the estimated cash
flow is discounted to a present value by applying a
risk-adjusted discount rate to the asset’s expected
future pre-tax cash flow. The cash flow projection is
based on reasonable assumptions that represent
management’s best estimate of the set of economic
conditions that will exist over the remaining useful
life of the asset. The cash flow projections are based
on the most recent financial budget/prognosis and
three-year business plan that management has ap-
proved. Projections beyond three years have been
done by extrapolating using a steady or declining
growth rate. The projections are based on the as-
set’s current use and condition and exclude any fu-
ture capital expenditure that will improve or en-
hance the asset in excess of its originally assessed
standard of performance.

If the recoverable amount for the asset (or the
cash-generating unit) is estimated to be lower than
its carrying amount, the carrying amount of the as-
set (or the cash-generating unit) is reduced to the
recoverable amount. Recognition of impairmentina
cash-generating unit to which goodwill has been al-
located is done first to this goodwill and then to oth-
er assets on a pro-rata basis.

At each balance sheet date, a review is conducted
to look for indications that the grounds for earlier im-
pairment write-downs of assets other than goodwill
no longer exist or have improved. If such indications
exist, the recoverable amount is calculated. Earlier
impairment losses are reversed if changes have tak-
en place in the assumptions used to calculate the re-
coverable amount since the last impairment loss. If
that is the case the carrying amount is increased to
the lower of the recoverable amount and the carrying
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amount that the asset would have had if the previous
impairment loss had not taken place.

Financial fixed assets

Financial fixed assets include equity in affiliated
companies. Participations in affiliated companies
are reported in the consolidated accounts by apply-
ing the equity method. Additional information on
treatment of affiliated companies is provided in the
section on principles for consolidated accounts and
consolidation.

Provisions and contingent liabilities
Provisions are reported when SAS identifies legal or
informal commitments as a result of historic events,
where the outcome is probable and where the finan-
cial resources required to settle these commit-
ments can be estimated with reasonable certainty.
Provisions for restructuring costs are made when
the decision is made and announced. These costs
arise primarily for employees idled under notice.

Remuneration of employees

Pensions:

The SAS Group’s pension commitments are mainly
secured through various pension plans. These vary
considerably due to different legislation and agree-
ments on occupational pension systems in the indi-
vidual countries.

For pension plans where the employer has ac-
cepted responsibility for defined contribution solu-
tions, the obligation to employees ceases when the
contractual premiums have been paid.

For other pension plans where defined benefit
pensions have been agreed, the commitments do
not cease until the contractual pensions have been
paid. The SAS Group calculates its pension commit-
ments for the defined benefit pension plans. Calcu-
lations of commitments are based on estimated fu-
ture final salary. An estimate of funded assets is
made at the same time.

Pension costs for the year comprise the present
value of pension earnings for the year, plus interest
on the obligation at the beginning of the year, less
return on funded assets. Amortization of deviations
from estimates and plan amendments is added to
this total for certain pension plans. Plan amend-
ments and deviations between anticipated and ac-
tual results for estimated pension commitments
and funded assets are amortized over the average
remaining working lives of the employees partici-
pating in the pension plan. Cumulative actuarial de-
viations from estimates of up to 10% of the greater
of pension obligations and pension assets are in-
cluded in the so-called corridor and are not amor-
tized. When the cumulated actuarial deviations from
estimates exceeds this 10% limit, the excess
amount is amortized over a 15-year period, which
corresponds to the average remaining employment
period. The Parent Company reports current pen-
sion premiums as costs.

Termination pay:

Remuneration in the event of termination is payable
when an employee’s position is terminated before
normal pensionable age or when an employee volun-
tarily resigns from a position in exchange for such
remuneration. The Group reports severance pay
when it is demonstrably obligated either to termi-
nate the employee according to a detailed formal
plan without the possibility of him or her being
called back, or to pay remuneration for termination
resulting from an offer made to encourage the em-
ployee to voluntarily resign.

Variable salary and earnings-based salary:

Variable salary and earnings-based salary paid to
senior executives are reported in Note 3 on pages
66-67. The cost of variable salary and earnings-
based salary is expensed annually and is reserved in
the consolidated balance sheet.

Revenue recognition

Passenger revenue: Ticket sales are reported as
traffic revenue when the air transport has been car-
ried out.

The value of tickets sold and still valid but not used
by the balance sheet date is reported as unearned
transportation revenue. This item is reduced either
when SAS or another airline completes the transport
or when the passenger requests a refund. A portion
of unearned transportation revenue covers tickets
sold that are expected to remain unutilized. An esti-
mate of unutilized tickets’ expected share of the un-
earned transportation liability is produced annually.
This reserve is reported as revenue the following
year in accordance with established principles.

Freight revenue: SAS Cargo’s transport services
are recognized as revenue when the air transport is
completed.

Other revenue: Sales of hotel accommodation
and conferences are recognized as revenue when
completed. Sales of goods and other services are
recognized as revenue when the goods are deliv-
ered or the service carried out.

Loyalty program

The SAS Group makes ongoing provisions as points
are earned for the variable marginal costs associ-
ated with the provision of free travel in exchange for
the redemption of the points earned by members.

Borrowing costs

Borrowing costs that arise in operations are ex-
pensed in the period in which they are incurred.
Borrowing costs for prepayments attributable to
aircraft not yet delivered are described in the section
“Tangible fixed assets.”

Taxes

Actual tax for the period is based on earnings for the
period, adjusted for non-tax deductible costs and
revenues not liable to tax. The actual tax is calculated
on the basis of tax rates applying on the closing
date.

Deferred tax is reported according to the balance
sheet method whereby temporary differences, dif-
ferences between the reported and fiscal value of
assets or liabilities, result in a deferred tax receiv-
able or deferred tax liability. A deferred tax liability is
reported for all temporary differences liable to tax,
while a deferred tax receivable is reported to the
extent it is probable that a taxable surplus will be
created against which the deductible temporary dif-
ference can be utilized or before the right to utilize
the loss carryforward is lost.

A deferred tax liability is reported for all taxable
temporary differences attributable to investments
in subsidiaries and affiliated companies except in
cases where the Group can control the timing of re-
versal of the temporary differences, and it is proba-
ble that such reversal will not take place in the fore-
seeable future.

Deferred tax is calculated based on the tax rates
that are expected to apply in the period the tax is
realized. Deferred tax is reported in the statement of
income.

Deferred tax receivables and deferred tax liabili-
ties are reported net if the items pertain to the same
tax authority.



Segment reporting

Information is provided for business areas and geo-
graphical markets. This information is based on the
SAS Group’s accounting policies and the Group’s in-
ternal reporting to company management.

The primary segment comprises the SAS Group’s
five business areas (Scandinavian Airlines Business-
es, Subsidiary & Affiliated Airlines, Airline Support
Businesses, Airline Related Businesses and Hotels),
corporate functions and Group eliminations. All op-
erations, whether they be corporations or business
units, are to have a businesslike relationship with
customers and suppliers within the Group.

The Group’s statement of income is shown by
business area for operating income, EBIT. Other
items are not broken down by business area.

Business area assets comprise all assets used di-
rectly in the business area’s operations. Equity
shares in affiliated companies, however, are pre-
sented separately. Business area liabilities and pro-
visions comprise all commitments that are directly
attributable to the business area’s operations.

The secondary segment comprises the SAS Group’s

geographical markets, and revenues are broken down
by the geographical markets where operations are
conducted.

Traffic revenue from domestic service in Denmark,
Norway and Sweden is allocated to domestic. Traffic
between the three countries is allocated to intra-
Scandinavian. Other traffic revenues are allocated
to the geographical area where the destination is
located.

Other revenues are allocated to a geographical
area based on:

the customer’s geographical location relating, for

example, to goods exported to a customer in an-

other country

the geographical location where the service is per-

formed, for example, training in flight simulators or

hotel stays.

Assets broken down by geographic area do not
include the Group’s aircraft and spare parts. Since
aircraft are utilized in a flexible manner across the
route network, there is no justifiable basis for allo-
cating these assets.

Parent Company accounting policies
The Parent Company has prepared its annual ac-
counts according to the Annual Accounts Act and
Swedish Financial Accounting Standards Council rec-
ommendations RR32:05 “Accounting for Legal Enti-
ties” and applicable statements from the Council's
“Akutgruppen.” Under RR32:05, the Parent Compa-
ny, in preparing the accounts for the legal entity, shall
apply all EU-approved IFRS and statements in so far
as this is possible within the framework of the Annual
Accounts Act and Tryggandelagen (the Swedish law
on safeguarding pension commitments) and with re-
spect to the connection between accounting and tax-
ation. The recommendations state which exceptions
and additions are to be made from IFRS. The differ-
ences between the Group’s and the Parent Compa-
ny’s accounting policies are listed below:

Pensions: Current pension premiums are stated
as costs.

Shares in subsidiaries and affiliated companies:
Stated at acquisition value.

Hedaging of net investments in foreign operations:
Translation differences relating to currency hedging

are stated in the statement of income.

Notes/supplemental information

Expressed in millions of Swedish kronor (MSEK) unless otherwise stated.

Note 1 - Restatement of previous years

The SAS Group has applied International Financial Reporting Standards (IFRS)
since January 1,2005. Comparative figures for 2004 have been restated accord-
ing to IFRS. Through 2004 the Group applied the Swedish Financial Accounting
Standards Council's recommendations (RR). See also Note 46.

Errors have been identified in Spanair’s accounts mainly relating to the period
2002-2004, which means that some expense and income items have been
booked incorrectly.

According to the new IFRS rules such errors must be corrected retrospectively.

Deviations for 2002-2004 amount to a total of MSEK 333 and have been correct-
ed through restatement of earnings and consolidated equity for previous years.

Errors relating to 2005 have also occurred which have been corrected in the
fourth quarter with MSEK 80.

2002 2003 2004 Total
Operating revenue -38 -99 20 -117
Payroll expenses -5 -4 - -9
Other operating expenses -41 -126 =31 -19
Operating income -84 229 -11 -324
Net financial items -9 - - -9
Netincome for the period -93 229 -11 -333
Adjustment earnings per share (SEK) -0.57 -1.39  -0.07 -2.02
Note 2 - Operating revenue
2005 2004
Traffic revenue:
Passenger revenue 39,346 36,950
Freight 2,190 2,043
Mail 390 389
Other traffic revenue 6,047 5417
Other operating revenue:
Sales of goods 481 1,829
Rooms revenue 2,950 2,340
Food and beverage revenue 2,022 1,564
Ground services 1,255 1,210
Distribution systems services 323 272
Technical maintenance 1,047 792
Flight simulator training 213 219
Terminal and forwarding services 1,023 835
Sales commissions and fees 907 931
Other operating revenue 3,693 3,302
61,887 58,093

Note 3 - Payroll expenses

Average number of employees
In 2005, the average number of employees in the SAS Group was 32,363
(32,481). A breakdown of the average number of employees by country is pro-
vided in the table below.

The average number of employees in Denmark came to 7,095 (7,413), in
Norway 9,218 (9,616) and in Sweden 6,873 (7,602).

2005 2004
Men Women Men Women
Denmark 4,668 2,427 4,781 2,632
Norway 5,539 3,679 5,721 3,895
Sweden 4,081 2,792 4,447 3,155
UK. 820 808 528 579
Germany 502 541 416 442
France 192 222 175 220
Finland 349 339 306 343
Belgium 197 110 166 100
Spain 1,859 1,934 1,791 1,737
Estonia 99 84 101 64
Latvia 98 113 6 12
Us. 93 161 100 160
Other countries 269 387 273 331
Total 18,766 13,597 18,811 13,670
Total men and women 32,363 32,481
Gender breakdown among senior executives in the Group
2005 2004
Totalon Totalon
closing  Ofwhich closing  Ofwhich
date men date men
Board members 142 82% 135 90%
Presidentand other
senior executives 141 81% 156 83%

Salaries, remuneration and social security expenses

The SAS Group’s total payroll expenses amounted to MSEK 19,715 (18,837), of
which social security expenses comprised MSEK 2,700 (2,528) and pensions
MSEK 1,900 (1,802).
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Note 3, cont.

2005 2004
Salaries Salaries
&other  Soc.security &other  Soc.security
remu- (of which remu- (of which
neration pensioncosts) = neration pension costs)
SAS AB 164 100  (47) 143 79  (34)
SAS Consortium 2,023 873 (413) 7,302 2,364 (1,119)
Other subsidiaries 12,928 3,627 (1,440) 7,062 1,887 (649)
SAS Group total 15,115 4,600 (1,900)* 14,507 4,330 (1,802)*

*The pension cost for all CEOs of SAS Group companies amounted to MSEK 18 (11).

A breakdown of the salaries and other remuneration of Board members, CEQOs,
EVPs and other employees is provided in the table below.

2005 2004
Board, CEOs Board, CEOs
and EVPs and EVPs
(of which vari- Other  (of which vari- Other

ablesalary) employees ablesalary) employees

SAS AB 12(2) 153 12(2) 131
SAS Consortium -5 2,017 -5 7,302
SAS Scandinavian

Airlines Danmark* 4(1) 843 1) 188
SAS Scandinavian

Airlines Sverige * 3(0) 539 1(-) 145
SAS Braathens 4(0) 2,076 4(1) 972
SAS Ground

Services Group * 2(0) 2,803 0(0) 675
SAS Technical

Services Group * 2(0) 1,734 0(0) 417
Bluel 4(-) 185 1(-) 141
Widerge'’s

Flyveselskap 2(0) 880 2(-) 751
Spanair 4(2) 947 3(1) 840
Rezidor SAS

Hospitality 8(1) 1,439 9(-) 1,240
SAS Cargo Group 2(0) 606 4(2) 575
Other subsidiaries 17(2) 829 24.(2) 1,069
SAS Group total 64 (8) 15,051 61(8) 14,446
*Operations started October 1, 2004.
Sick leave in the Parent Company SAS AB

2005 2004

Total sick leave 1.5% 1.3%

of which long-term sick leave >59 days 41.9% 67.5%
Sick leave for women 1.2% 1.9%
Sick leave for men 1.7% 0.9%
Sick leave employees <30 years 0.4% 0.0%
Sick leave employees 30-49 years 1.6% 1.8%
Sick leave employees >49 years 1.4% 0.9%

The total sick leave is stated as a percentage of the employees’ total working
hours. The data only applies to employees in Sweden.

Pension costs

2005 2004
Defined benefit pension plans 720 862
Defined contribution pension plans 1,180 940
Total 1,900 1,802
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Remuneration and fringe benefits of senior executives

Principles

The fees and other compensation paid to Board members of SAS AB shall be
determined by the Annual General Shareholders’ Meeting.

The SAS Group's overarching remuneration policy is aimed at offering the com-
pensation required to recruit and retain sufficiently competent senior executives
and other employees and inspire them to remain committed to doing their best for
the SAS Group.

The SAS Group's overall compensation model for managers and employees is
based on the following four cornerstones:

Salary setting shall be individual and differentiated.

Salary setting shall be national and adapted to the market.

Salary setting shall be an important management tool in reaching the organi-

zation’s goals.

Salary setting shall motivate professional and personal advancement.

The SAS Group applies a compensation model for senior executives, certain
other managers and specialists which means that salaries shall be performance-
based. This ensures that the market salary for the position will be achieved only
if the individual performance meets the preagreed targets. For the employees
covered by the model, the division of salary into a fixed and a performance-based
variable portion shall be in proportion to the position’s responsibilities and
authority. A specific target-based variable salary is an important management
tool and is aimed at ensuring that the priorities of senior executives are consistent
with the Group’s overall goals and strategies.

The compensation model consists of two components: Personal salary (A) and
earnings-based salary (B).

A. Personal salary is set on the basis of the position’s International Position Evalu-
ation System (IPE) ranking, the market salary that the position requires and
the competencies and performance the person in question has demonstrated,
and consists of two components:

An annual fixed salary component amounting to 68-85.6% of the personal
salary (62.5% for the President and members of Group Management).

A performance-based variable salary component, the maximum payment of
whichis 14.4-32% (37.5% for the President and members of Group Manage-
ment) of the personal fixed annual salary and is based on set and achieved
personal targets.

The outcome of the variable salary component is based on achievement of
the targets contracted between the employee and his or her superior, which are
to contain qualitative as well as quantitative targets and refer to both business-
specific and personal targets, with special emphasis on financial targets. On the
recommendations of the remuneration committee the Board sets the President’s
targets, degree of target achievement and the size of the variable salary compo-
nent. The President annually sets the target criteria for people who report directly
to him and decides in consultation with the remuneration committee payment of
the variable salary components.

Payment of the variable salary component takes place after the full-year earn-
ings of the SAS Group have been determined.

B. An earnings-based salary depending on the earnings of the SAS Group is set
in addition to the personal salary. The full earnings-based salary may be paid
only if the Group achieves its budgeted earnings (EBT before gains) provided
the earnings are positive. An earnings-based salary is never paid if earnings
are negative. The earnings-based salary can amount to 3.6-8.0% (12.5% for
the President) of the basis annual salary or part thereof.

Besides the Board, senior executives refers to the five people who together
with the President form the SAS Group’s corporate Group Management.

Board of Directors

The Annual General Shareholders’ Meeting of SAS AB held on April 13, 2005 set
the fee for the Chairman of the Board at SEK 495,000, the Vice Chairman at SEK
360,000 and for the five other members elected by the Shareholders’ Meeting at
SEK 270,000. The amount of the fees is unchanged compared with 2004. Within
the authority of the Shareholders’ Meeting, it was also resolved to set the total
remuneration of the employee-elected Board members and deputies at SEK
1,215,000, of which the remuneration paid to each of the three regular employee
representatives is SEK 270,000 and SEK 67,500 to each of the six employee
deputies. These fees are also unchanged compared with 2004.

The members and deputies of the Board of SAS AB were thus paid a total of
SEK 3,420,000 in 2005.

With the exception of the employee representatives and their deputies, no
member of the Board was employed by the SAS Group in 2005. No Board member
not employed by the SAS Group received any remuneration or benefit from any
company in the SAS Group beyond customary travel benefits and the fee received
for board work. No compensation was paid for work on Board committees in 2005.



Note 3, cont.

Presidentand CEO

Maximum possible performance-based personal variable salary component is
37.5% of the personal fixed annual salary and maximum earnings-based salary is
12.5% of the fixed annual salary. The target criteria for the variable salary portion
are setannually by the Board on the recommendation of the remuneration com-
mittee. The criteria cover budget and earnings targets as well as organizational
and business targets that are accorded different weights.

The variable salary portion is paid annually in arrears following the Board’s
approval of the annual accounts for the SAS Group for the financial year in question
and according to the achievement of targets determined by the Board. Since the
SAS Group posted marginally positive earnings for 2005 an earnings-based
salary in the amount of SEK 319,000 will be paid. The variable salary portion and
earnings-based salary are not pensionable.

The President’s fixed annual salary for 2005 amounted to SEK 6,390,000, the
same as for 2004. Fixed and variable salary are listed in the table below.

Year Fixed annual salary Variable salary  Earnings-based salary
2004 SEK 6,390,000 SEK 1,550,000 0
2005 SEK 6,390,000 SEK 2,237,000* SEK319,000!

! The variable and earnings-based salary for 2005 amounted to 40% of the fixed annual salary
for 2005. The main reason for the increase of the variable salary and earnings-based salary
from 2004 to 2005 is that 50% of these salaries for both 2004 and 2005 depended on the
SAS Group posting a profit. Other benefits in 2005 amount to SEK 70,000 and refer to health
insurance, car loan and fuel allowance.

The President’s retirement age is 65. Retirement pension, which is lifelong, is a
defined benefit pension plan. Earnings are on a straight-line basis up to retire-
ment age. With fully earned entitlement (at least 180 months of employment
from entry into the plan) the pension amounts to 70% of pensionable salary up to
30 basicamounts (currently SEK 1,182,000) and of 35% of pensionable salary in
excess of that amount. Provided the President remains in office until retirement
age, 65, the service period factor will amount to 0.8333 (i.e., 83.33% of fully
earned entitlement). In addition to retirement pension the President’s pension
benefits also include disability benefit up to ordinary retirement age and a sur-
vivor annuity not to exceed 10 years.

Expressed in 2005 terms, the maximum pension from 65 years is SEK
2,243,000/year, approx. 34.4% of the fixed annual salary. The pension is not
coordinated with previously earned pension rights. In 2005 the cost of the
President’s pension benefits amounted to SEK 1,937,000 (calculated according
to IAS 19), approx. 29.7 % of the fixed pensionable salary.

The notice period is six months in the event the President resigns and
12 months if the termination of employment is by SAS AB. Severance pay is
payable to the President in the event employment is terminated by SAS AB for
reasons other than material breach of contract, gross neglect of duty or criminal
acts against the SAS Group. The amount corresponds to 18 months of salary.
Should new employment be obtained within 30 months after termination by SAS
AB the awarded severance pay shall be reduced by the remuneration received
from the new position, though, however by a maximum of 50% of the severance
pay. No severance pay is paid if the President resigns of his own accord.

Other senior executives

Salary and the value of benefits paid in 2005 to other senior executives, who
include Group Management members Gunilla Berg, John S. Dueholm, Hakan
Ericson (starting October 1, 2005), Gunnar Reitan and Bernhard Rikardsen,
totaled SEK 18,606,000 of which fixed salary amounted to SEK 13,430,000 and
variable salary for 2004 amounted to SEK 5,176,000, but was paid in 2005.

Variable salary for 2005 has not been determined yet. A small share of the
earnings bonus will be paid for fiscal year 2005 since the SAS Group’s earnings
were marginally positive.

Retirement age of senior executives is 60 years. Pension benefits for this group
are partly defined benefit (three persons) and partly defined contribution (two
persons). The defined benefit pension plan means that earnings are on a
straight-line basis until retirement age. With fully earned entitlement, the pen-
sion level amounts to 70% of pensionable salary up to 30 basic amounts
(currently SEK 1,182,000/NOK 1,821,000) and 35% of pensionable variable
salary in excess of that amount. Pensionable salary refers to the annual fixed
salary with the addition of the average of the performance-based variable salary
and earnings-based salary paid in the last three years. Under the defined contri-
bution pension plan a fixed percentage of the fixed annual salary is paid into the
plan. In the one case 20% is paid and in the other 21.5%. The difference in
the percentage rates is due to differentindividual assumptions upon entry into the

pension system. SAS’s total pension cost for 2005 in the category other senior

executives amounted to SEK 5,835,000, of which SEK 2,900,000 refers to

defined benefit pension plans and SEK 2,935,000 refers to defined contribution

pension plans. The pension benefit provides a vested benefit.
Severance pay for other senior executives is set according to basically the

same principles as for the President, with, however the following differences:

| severance pay is not paid if the senior executive is offered another position
in the SAS Group and the position has the same classification level as the
previous position,

Il the severance pay amounts to the equivalent of two fixed annual salaries,

Il the reconciliation against income from another appointment or assignment
totals a maximum of one annual salary,

IV severance pay may also be paid if the senior executive resigns if his or her
responsibilities or authority are materially changed through ownership or
organizational changes.

The notice period is 12 months (in one case six months) in the event of termi-
nation of employment by SAS AB and six months if the employee resigns.

Share price-related remuneration
Because the SAS Group does not have a share price-related incentive program,
no such benefits were allotted to any senior executives in the SAS Group.

Other

Other typical managers’ contracts in the SAS Group are based on the principles
outlined under the above heading “Principles” with the difference that the total
variable portion of the personal salary for this group (including financial income
targets) varies, with 100% target achievement, between 14.4-27.2% of the basic
annual salary. Earnings-based salary for 2005 has yet to be determined but
cannot amount to more than 3.6-6.8% of the individual earnings-based salary
framework.

Other senior executives at SAS are entitled to a pension at age 60 and earn on
a straight-line basis up to retirement age. With fully earned entitlement, the pen-
sion level for a Swedish employee in SAS’s senior management amounts to 70%
of pensionable salary up to 30 basic amounts (SEK 1,182,000) and 35% of pen-
sionable salary in excess of that amount. Pensionable salary refers to annual
fixed basic salary with the addition of the average of the performance-based vari-
able salary and earnings-based salary paid in the last three years. Alternatively, a
defined contribution pension plan is provided. The same basic pension systems
structure applies to Danish and Norwegian senior SAS Group executives, adjust-
ed to Danish and Norwegian conditions, respectively.

Severance pay is paid according to the same principles as for the category
other senior executives.

The President and other senior executives are normally not entitled to fees
for directorships in the SAS Group or in companies in which the SAS Group
has ownership interests or is in partnership with. In cases where a board fee is
nevertheless paid, the fee is not linked to employment in the SAS Group and is
therefore paid in that instance directly by the company involved to the board
representative.

Over and above salaries and remuneration described above, no transactions
with related parties have occurred.

Discussion and decision-making process

Theissue of the Directors’ fees is discussed by the nomination committee, which
consists of representatives elected at the Annual General Shareholders’ Meet-
ing. Proposals concerning Directors’ fees are presented to the Shareholders’
Meeting by the nomination committee.

The primary task of the Board-created remuneration committee is to prepare
for the decision of the Board proposals pertaining to the President’s salary and
other employment terms and to lay down the main principles and general condi-
tions applying to setting of salaries and other remuneration and employment
terms (including variable salary, pension and severance pay policy) for the Group
Management and other senior executives in the SAS Group.

During the year the remuneration committee discussed the short and long-
term compensation and incentive system and submitted recommendations
to the Board concerning overarching principles for remuneration policies in the
SAS Group, including, among other things, principles and levels for variable
salary, and also submitted recommendations regarding the President’s target
contract and variable remuneration. The Board has discussed the remuneration
committee’s recommendations and made decisions accordingly. Remuneration
of other senior executives was decided by the President after consultation with
the remuneration committee. The remuneration committee held three minuted
meetings plus a number of informal discussions.
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Note 4 - Other operating expenses

Note 8 - Income from other shares and participations

2005 2004 2005 2004
Selling costs 997 1,233 Capital gains from the sale of shares and participations 50 -
Jetfuel 8,123 6,252 Dividend - 1
Government user fees 5,787 6,139 Total 50 1
Catering costs 1,821 1,783 ota
Handling costs 2,859 2,539
Technical aircraft maintenance 2,407 2,233
Computer and telecommunications costs 2,999 2,985
Cost of sold goods, incl. concession fees 184 1,431
SAS Trading, other operating expenses 37 89 Note 9 - Interestincome and similar income items
Rezidor SAS, other operating expenses 3,092 2,727
Other 6997 6629 2005 | 2004
Interestincome 456 336
Total 35,303 34,040
ot Other financial income 78 21
Note 5 - Depreciation Total 534 357
2005 2004 Interest income includes MSEK 138 (94) for forward premiums for currency de-
Goodwill _ 10 rivatives.
Other intangible assets 160 300
Aircraft 1,398 1,547
Spare engines and spare parts 202 299
Workshop and aircraft servicing equipment 106 111
Other equipmentand vehicles 357 396 Note 10 - Interest expenses and similar income items
Buildings and fittings 189 183 2005 2004
Total 2,412 2,846 Interest expenses 1,408 1,233
Exchange rate differences, net 22 53
Note 6 - Share of income in affiliated companies Other financial expenses 109 113
2005 2004 Total 1,539 1,399
i f 1
British M|d|anq PLC 3 27 Interest expenses include MSEK 172 (150) for forward premiums for currency
Skyways Holding AB -16 -15 derivati
Air Greenland A/S? 28 56 erivatives.
airBaltic Corporation A/S? -28 -5
AS Estonian Air* 24 6
SAS Component Group A/S*® -23 -
Commercial Aviation Leasing Ltd 21 23
Reversal of intra-group profit for Commercial Note 11-Tax
Aviation Leasing Ltd. 40 40 ) . . , .
Polygon Group Ltd ¢ B 3 The following components are included in the Group’s tax expense:
Casino Copenhagen K/S 20 20
ZAO St. Petersburg 31 4 2005 2004
TBB Leisure Luxury Hotels ’ -7 4 Actual tax -111 —-66
SAS Royal Hotel Beijing 11 - Deferred tax -52 134
Other 0 0
Total -163 68
Total 134 157

! The share ofincome includes adjustment of last year's income figure by MSEK 6 (27).

2 The share of income includes adjustment of last year’s income figure by MSEK 7 (15).

3 The share of income refers to January-July 2005 and includes adjustment regarding last
year’s income figure by MSEK -9 (). airBaltic has been reported as a subsidiary since August
2005.

* The share of income includes adjustment of last year’s income figure by MSEK 3 (4).

® SAS Component Group A/S was included as an affiliated company in the SAS Group starting

Actualtaxis calculated based on the tax rate in each country. Deferred tax s calcu-
lated at the tax rate expected to apply when the tax is realized.

The tax expense for the financial year can be reconciled against income before
taxas follows:

2005 2005 (%) 2004 2004 (%)

December 2005. Income after financial items 418 -1,833
© Polygon Group Ltd was sold in December 2004. Tax according to weighted tax rate
7 The share ofincome includes adjustment of last year's income figure by MSEK —12 (- ). in Denmark, Norway and Sweden ~117 280 524 286
, . _ . o Tax effect of non-deductible
In som§ c.ases,t.he SAS Group’s share of income in afﬂhated companies is based costs -39 93 51 28
on preliminary financial statements from the companies. Tax effect of revenues
not liable to tax 166 39.7 101 -55
Note 7 - Income from the sale of aircraft and buildings Tax attributable to previous year 22 53 36 -2.0
Tax effect of loss carryforward -236 -56.5 -50 2.7
2005 2004 Tax effect of changed tax rate 41 9.8 - -
Airbus A320 - 47 Tax effect of changes in
Airbus A340 - -86 Group structure - - 492 26.8
Sg::;g ;2; 13z 1?2 Tax expense/income and effective
Douglas MD-80 0 o1 tax rate for the fiscal year -163 -39.0 68 =37
Fokker F28 -2 -1
Fokker F50 / R Deferred tax liability/tax receivable
deHavilland Q400 - -43 2005 2004
Flight simulators 34 -
Hotel properties 5 53 Deferred tax liability 3,617 3,194
Other properties 28 1 Deferred tax receivable -1,524 -1,394
Total 187 113 Deferred tax liability, net 2,093 1,800
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Note 11, cont.

The tables below show the Group’s most significant deferred tax liabilities and tax
receivables according to category and how these liabilities and receivables
changed.

On the closing date the Group had unutilized loss carryforwards amounting to a
total of MSEK 9,842 (7,886). Based on these loss carryforwards, the Group
reports a deferred tax receivable of MSEK 2,353 (2,129). Deferred tax receiv-

2005 2004 ables are reported to the extent it is probable that there are factors indicating that
Deferred tax liability in the balance sheet: taxable profits will be created bgfore the right to utilize loss carryforwards is Iosvt.
) The assessment of the respective group company’s future profit performance is
Fixed assets 2,485 2,368 ) ) ) -
Provisions 63 6 based on earnings reported in recent years as well as improved profitability
Tax allocation reserve 3 92 prospects. A change in the assessment of the possibilities for utilizing loss carry-
: forwards has been made for Spanair, which has meant that the previously stated
Other temporary differences 1,927 1,140 . )
Fiscal loss carryforward _730 400 deferred tax receivable has been written down by MSEK 236. The stated tax
receivables refer primarily to Spanair, Blue1, SAS AB and the Group’s operations in
Total 3,617 3,194 Norway. For the loss carryforward amounting to MSEK 2,168 (850), no deferred
Deferred tax receivable in the balance sheet: tax receivable is reported due to uncertainty as regards future profit earnings. Of
Fiscal loss carryforward 1623 1,729 the loss carryforwards, MSEK 5,250 has a due date in 2020 or earlier. There are
Fixed assets _56 33 no due dates for the remaining loss carryforwards.
Provisions/receivables _56 30 No provision has been made for deferred tax on temporary differences related
Other temporary differences 13 332 to non-distributed profits in subsidiaries and affiliated companies, since these
profits will not be distributed within the foreseeable future; alternatively a distribu-
Total 1524 1,39 tion can be made without the profits being subject to tax.
Reconciliation of deferred tax liability, net: Taxes taken directly to equity regarding cash flow hedges reported according
Opening balance 1,800 1,860 to IAS 39, amounted to MSEK 181 ().
Change in opening balance, IAS 39 571 -
Adjustment for the year IAS 39 -390 -
Net tax liability in sold company -3 -
Change according to statement of income 52 -134
Exchange differences etc. 63 74
Deferred tax liability, net, at year-end 2,093 1,800
Note 12 - Intangible fixed assets
Total
Goodwill Other assets Intangible assets
2005 2004 2005 2004 2005 2004
Opening acquisition value 3,311 2,665 1,536 1,461 4,847 4,126
Investments 23 654 98 48 121 702
Sales/disposals - - -23 -44 -23 -44
Sales of companies -112 - -195 - -307 -
Reclassifications -184 - 563* 73 379 73
Exchange rate differences 179 -8 18 -2 197 -10
Closing accumulated acquisition value 3,217 3,311 1,997 1,536 5214 4,847
Opening depreciation -515 -507 -1,073 -796 -1,588 -1,303
Depreciation for the year - -10 -160 -300 -160 -310
Sales/disposals - - 10 43 10 43
Sales of companies ' 51 - 101 - 152 -
Reclassifications 246 - 14 -21 260 -21
Exchange rate differences -17 2 -9 1 -26 3
Closing accumulated depreciation -235 -515 -1,117 -1,073 -1,352 -1,588
Opening write-down - - -13 -13 -13 -13
Sales/disposals - - 13 - 13 -
Closing write-down - - - -13 - -13
Closing planned residual value 2,982 2,796 880 450 3,862 3,246
! European Aeronautical Group, Jetpak, Radisson SAS Hotel London Stansted Airport and operations in SAS Trading were sold during the year.
20f this amount MSEK 519 constitutes franchise rights in Rezidor SAS, which were acquired in connection with a new share issue.
Goodwill 2005 2004
: ) - ) Spanair 1,676 1,601
T:Se‘[S)AS Group is not engaged in activities relating to research and development Braathens 749 693
(R&D). Widere 154 143
Newco 108 103
Breakdown of planned residual value: Goodwill in Hotels business area 141 117
airBaltic 63 -
2005 2004 European Aeronautical Group - 48
. Air Maintenance Estonia 25 24
Goodwil 2,982 2,796 Club de Vacaciones 21 20
Franchise rights Rezidor SAS 519 - Aerolineas de Baleares 16 15
Capitalized system development costs 219 350 Bluel 14 14
Development projects 60 64 SAS Cargo 15 12
Other 82 36 Other - 6
Total residual value 3,862 3,246 Total goodwill 2,982 2,796
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Note 12, cont.

Testing for impairment of intangible assets

Estimating the value of the Group’s goodwill items and other intangible assets
with an undeterminable useful economic life was done on the basis of the respec-
tive cash generating unit’s value in use. The estimates are based on the cash flows
in the respective unit’'s budget and business plans covering three years.

For the period beyond the business plan, an annual operating revenue growth
of 2-4% and retained operating margins have been assumed, which corre-
sponds with the long-term growth in the units’ markets and corresponds with
previous experience and external sources of information.

The present value of projected cash flows has been calculated with a discount
rate of 14-18 % (before tax) depending on business sector and country.

Important underlying parameters in business plans are unit revenue, volume

Note 13 -Tangible fixed assets

performance, fuel prices and continued cost savings. The company manage-
ment assesses that reasonably possible changes in each of these assumptions
should not have such major effects so as to reduce the recoverable amount to a
value lower than the carrying amount.

To support the impairment tests performed on goodwill in the Group, an overar-
ching analysis has been done of the sensitivity in the variables used in the model.
If a weakening of any of the major assumptions included in business plans or a
weakening of the annual operating revenue growth and operating margins be-
yond the plan period or a rise of the discount rate that individually are reasonably
plausible show that a healthy margin still exists between recoverable amount and
carrying amount, it is judged that there is no need to recognize impairment of
goodwill and other intangible assets with an undeterminable useful economic life.

Workshop
Spare &aircraft Other
Buildings engines & servicing equipment Construction Prepayment Total tangible
&land Aircraft! spare parts equipment & vehicles in progress fixed assets fixed assets

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Opening acquisition value 3377 2,728 24942 30865 4728 4,660 1321 1386 5273 5460 204 285 359 748 40,204 46,132
Investment 69 265 410 1,632 435 466 170 65 326 299 226 437 18 30 1,654 3,194
Capitalized interest - - - - - - - - - - - 9 10 9 10
Sales/disposals -32 356 2,480 -8,178 -261 491 -70  -129 -685 —606 - - - - -3,528 9,760
Sales of companies 3 -612 - - - =2,678 - 212 - 217 - - - - - -3,719 -
Reclassifications 96 749 153 619 -28 112 108 - 22 124 -276 515 -16 412 59 677
Exchange rate differences 148 -9 132 4 110 -19 52 -1 160 -4 -6 -3 52 -17 648 -49
Closing accumulated 3,046 3,377 23,157 24942 2306 4,728 1369 1321 4879 5273 148 204 422 359 35,327 40,204
acquisition value
Opening depreciation -1555 -1455 -8105 -8455 -1,600 -1509 -1,103 -1,116 -3,697 -3,865 - - - - -16,060 -16,400
Depreciation for the year -189 -183 -1,398 -1,547 -202  -299 -106  -111 -357  -396 - - - - -2,252 -2,536
Sales/disposals 28 146 1,123 1914 145 317 61 124 357 563 - - - - 1,714 3,064
Sales of companies 48 - - - 846 - 168 - 94 - - - - - 1,156 -
Reclassifications -58 -62 -16 -10 20 -116 -100 - 52 - - - - - -102 -188
Exchange rate differences -63 -1 -80 -7 11 7 -79 - -115 1 - - - - -326 -
Closing accumulated -1,789 -1555 -8476 -8,105 -780 -1,600 -1,159 -1,103 -3,666 -3,697 - - - - -15870 -16,060
depreciation
Opening write-down -15 -15 - - - - - - -11 -11 - - - - -26 -26
Reclassifications 15 - - - - - - - 11 - - - - - 26 -
Exchange rate differences - - - - - - - - - - - - - - - -
Closing write-down - -15 - - - - - - - -11 - - - - - -26
Closing planned residualvalue 1,257 1,807 14,681 16,837 1,526 3,128 210 218 1,213 1,565 148 204 422 359 19,457 24,118

! The insured value of aircraft at December 31, 2005 amounted to MSEK 64,062. This includes the insured value of leased (operating leases) aircraft in the amount of MSEK 44,311,

2 Capitalizing of interest was done at an average interest rate of 2.0% (2.0%).

3 European Aeronautical Group, Jetpak, 67% of SAS Component, Radisson SAS Hotel London Stansted Airport and operations in SAS Trading were sold during the year.

At the beginning of 2005, six Douglas MD-90s, ten Boeing737s, eight Airbus
A321s and five Airbus A340/340s were acquired, formally through finance lease
contracts, with original terms of 9-10 years. No changes took place during the year.

With regard to finance-leased aircraft, the terms of the leasing contracts (par-
ticularly pertaining to SAS’s call options during the contract period and at the
expiration of the leasing contract, as well as the economic risk SAS has regarding
the value of the aircraft) are such that the agreements, from SAS’s point of view,
are comparable toa purchase.

The 29 (29) finance-leased aircraft are recognized in the balance sheet in the
amount of MSEK 10,188 (10,698). In addition to these, owned aircraft include
8(10)aircraftvalued at MSEK 1,355 (1,927) placed in financing structures wholly
owned by SAS together with appurtenant indebtedness of MSEK 1,050 (1,183),
which are to be viewed as finance-leased.

The SAS Group's aircraft holdings can be specified as follows:

2005 2004
Owned 4,493 6,139
Finance leased 10,188 10,698
Book value 14,681 16,837

Finance leasing

The SAS Group has finance lease contracts for aircraft with remaining terms of
up to nine years. Italso has finance lease contracts for machinery and equipment
with remaining terms of up to five years.

Lease payments consist in part of minimum lease payments and in part of con-
tingent rent. In those cases where the lease payments are based on an adjustable
rate of interest they are included in minimum lease payments according to the cur-
rent rate at the start of the agreement. Future changes of the interest rate are in-
cluded in the contingent rent. Total lease payments amounted to MSEK 690 (598).
Contingent rent has impacted the lease payments for the year by MSEK 90 (-20).

As of the closing date, the total amount of future leasing revenue for non-can-
cellable agreements pertaining to re-leased aircraft amounts to MSEK 228 (0).
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Book values of finance lease assets amounted on the closing date to:

Aircraft Machinery & equipment
2005 2004 2005 2004
Acquisition value 12,601 12,547 99 89
Less accumulated
depreciation -2,413 -1,849 -34 -30
Book value of finance
lease assets 10,188 10,698 65 59

Future minimum lease payments and their present value for finance leasing con-
tracts applying on closing date.

2005 2004

Presentvalue Presentvalue

Future  offuture Future  offuture

minimum  minimum minimum  minimum

Due date: lease pmts. leasepmts. lease pmts. lease pmts.
Within one year 1,632 1,605 863 848
1-5years 3,777 3,273 3,586 3,264
Over 5years 4,145 3,053 4,186 3,090
Total 9,554 7,931 8,635 7,202

Operating leasing
SAS Group leases out owned assets with book values that on the closing date
amounted to:

Aircraft Machinery & equipment
2005 2004 2005 2004
Acquisition value 976 1,388 - 18
Less accumulated depreciation  —690 -665 - -18
Book value of assets leased
outon operating leases 286 723 - 0



Note 13, cont.

Depreciation for the year pertaining to aircraft leased out on operating leases On the basis of external valuations, the SAS Group is of the opinion that the
was MSEK 51 (66). contractual future acquisitions are in line with the expected market value.
Leasing revenues for the year did not contain any contingent rent. Taxvalue
Future leasing revenues for operating lease contracts on the closing date: Buildings: 2005 2004
2005 2004 Sverigehuset, part of Arlanda 2:1 33 33
Within one year 204 174 Flight Academy, part of Arlanda 2:1 134 134
1-5years 971 477 Night Stop, part of Arlanda 2:1 9 9
Total 1,175 651 Total 176 176
Contractual purchase commitments Note 14 - Prepayments relating to tangible fixed assets
On the closing date the Group had the following commitments relating to future
acquisition of tangible fixed assets. 2005 2004
2006 2007 Ajrbus 304 245
Aircraft 453 970 Boeing 118 96
Other purchase commitments 37 - Other - 18
Total 490 970 Total 422 359
Note 15 - Financial fixed assets
Equityin Long-term Other Total
affiliated receivables from Shares & Pension long-term financial
companies affiliated companies participations funds, net receivables fixed assets
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Opening acquisition value 691 604 229 247 311 312 7,421 6,656 2,717 2,711 11,369 10,530
Contributions 29 9 - - 23 1 830 758 376 132 1,258 900
Share of income 134 157 - - - - - - - - 134 157
Sales -92 -1 - - - - - - - - 92 -1
Sales of companies ! - - - - -1 - -59 - -7 - -67 -
Amortization - - -7 -7 - - - - -98 -147 -105 -154
Dividend -29 -26 - - - - - - - - -29 -26
Reclassifications 413 -20 - - - - - - 13 64 426 44
Exchange rate differences 68 -32 6 -11 11 -2 171 7 194 -43 450 -81
Closing accumulated 1,214 691 228 229 344 311 8,363 7,421 3,195 2,717 13,344 11,369
acquisition value
Opening appreciation - - - - - - - - - - - -
Appreciation for the year - - - - 63 - - - - - 63 -
Closing accumulated
appreciation - - - - 63 - - - - - 63 -
Opening write-down - - - - -185 -187 - - -90 -91 -275 -278
Exchange rate differences - - - - -8 2 - - -4 1 -12 3
Closing write-down - - - - -193 -185 - - -94 -90 -287 -275
Closing residual value 1,214 691 228 229 214 126 8,363 7,421 3,101 2,627 13,120 11,094
! European Aeronautical Group, Jetpak, 67% of SAS Component Group and operations in SAS Trading were sold during the year.
Note 16 - Share of equity in affiliated companies
Share of equity
Corporate ID no. Domicile  Share of equity, % 2005 2004
British Midland PLC 2107441 Derby, UK 20.0 192 161
Skyways Holding AB 556021-5872 Stockholm, Sweden 25.0 71 75
Air Greenland A/S 30672 Nuuk, Greenland 375 150 129
airBaltic Corporation A/S* 324575 Riga, Latvia - - 62
AS Estonian Air 10076042 Tallinn, Estland 49.0 239 189
SAS Component Group A/S 28501048  Copenhagen, Denmark 33.0 445 -
Commercial Aviation Leasing Ltd IE6328550R Dublin, Ireland 49.0 211 160
Elimination of intra-group profit for Commercial Aviation Leasing Ltd -159 -198
Casino Copenhagen K/S 15751274  Copenhagen, Denmark 50.0 30 38
TTB Leisure Luxury Hotels 99088707  Cape Town, South Africa 50.0 4 13
ZAO St. Petersburg? 76679 St. Petersburg, Russia - - 51
Rezidor SAS Hotels & Resorts Middle East W.L.L. 51995 Bahrain 50.0 8 -
SAS Royal Hotel Beijing Co Ltd 47 Beijing, China 50.0 11 -
Other 12 11
Total 1,214 691

! airBaltic Corporation A/S was included as a subsidiary in the SAS Group beginning August 2005. 2 The hotelin St. Petersburg was sold during the year.

Participations in affiliated companies are reported by the owner company through application of the equity method. Consolidated shareholders’ equity on the closing
date, December 31, 2005, amounted to MSEK 11,504. If participations in affiliated companies had been reported according to the acquisition cost method, consolidated
shareholders’ equity would have amounted to MSEK 11,449.

Equity in affiliated companies includes acquired surplus value of MSEK 36 (34) in British Midland PLC, MSEK 64(64) in Skyways Holding AB, and MSEK 150 (129)
in AS Estonian Air.
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Note 17 - Long-term receivables from affiliated companies

2005 2004
airBaltic Corporation A/S - 33
Commercial Aviation Leasing Ltd 228 196
Total 228 229

Note 18 - Shares and participations
Par  MSEK
Number of shares/ value Book
participations % 1,000s value

Doriscus Enterprise Ltd,

Limassol 2,040,000 16.0 EUR 2,040 54
Aeroexchange Ltd, Dallas 50,000 9.4 USD 5,000 50
RBS Hotellis AS, Tallinn 570 14.1 EEK 570 46
Feri Otelcilik Ve Turism AS,

Istanbul 270,000 10.0 UsD 2,700 21
First Hotels CoK.S.C.C,, Safat 7,292,500 1.82 KWD 729 20
Al Quseir Hotel Company,

Al Quseir City 6,000 20.0 EGP 6,000 16
Other 7
Total shares and participations 214
Note 19 - Pension funds, net

2005 2004
Pension funds, net, overfunded plans 9,910 8914
Pension funds, net, underfunded plans -1,547 -1,493
Total 8,363 7,421

Most pension plans in Scandinavia are defined benefit. The majority are placed
with insurance companies. The group pension plans for salaried employees in
Sweden and for employees in Norway are secured through defined benefit pen-
sion plans with insurance companies. In Sweden, pension plans are mainly
placed with Alecta and in Norway with Vital. Employees in Denmark have mostly
defined contribution solutions.

Most SAS employees in Sweden are covered by ITP pension reinsured by Alec-
ta (the Alecta plan). The Alecta plan is a multi-employer pension plan and has
been classified by the Swedish Financial Accounting Standards Council as a de-
fined benefit pension plan. SAS has signed a special and specific agreement with
Alecta whereby Alecta has undertaken to supply all basic data concerning em-
ployees (pay, age etc.), which supports SAS accounting according to IAS 19.
Alecta has specifically certified that the information regarding the basic data is
correct and reliable. The agreement with Alecta also means that SAS received
written confirmation that the surplus in the Alecta plan will benefit SAS in the
form of either indirect or direct premium reductions or through cash refunds.
Based on the information SAS receives, SAS reports its proportional share of the
Alecta plan’s commitments, managed assets and costs in accordance with IAS
19 rules regarding defined benefit pension plans. With this support SAS can ap-
ply the main rule in IAS 19 regarding defined benefit pension plans that cover
many employers.

The normal retirement age for non-flight personnel mainly follows the respec-
tive country’s rules regarding general retirement. The normal retirement age for
SAS flight personnelis 60. According to agreements with SAS pilots in Denmark,
Norway and Sweden, and with cabin crew in Sweden and Norway, voluntary early
retirement with pension is allowed from the age of 55 at the earliest. SAS has also
undertaken to pay a pension up to normal retirement age, 60, to pilots who have
lost their licenses. The retirement age for cabin crew employed in Sweden is in-
sured at 65, but once they reach the age of 50 the retirement age is reduced to
60. The estimated present value of all these obligations is included in SAS’s cal-
culated total pension commitment.

In calculating pension commitments, the year’s pension earnings and returns,
locally set parameters are applied in the respective countries on the basis of the
local market situation and expected future trend. The following long-term eco-
nomic assumptions represent a weighted average for the SAS Group:

2005 2004 2003
Discount rate 5.2% 6.2% 6.2%
Long-term rate of return 7.4% 7.4% 7.4%
Inflation 1.7% 2.2% 2.2%
Future salary adjustments 2.6% 3.1% 3.1%
Future adjustments of current pensions 1.7% 2.2% 2.2%
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The following interest parameters are used for the largest pension plans in Swe-
den and Norway:
Discount rate 5.0% (6.0%) in Sweden and 5.5 % (6.5%) in Norway
Long-termrate of return  7.5% (7.5%) in Sweden and 7.5% (7.5%) in Norway

According to IAS 19 the discount rate is determined by reference to the market
yields on corporate bonds at the balance sheet date. Other financial assumptions
are based on anticipated developments during the term of the commitments.

The discount rate is determined on the balance sheet date with reference to
corporate bonds and with regard to relevant spread whose term is compatible
with the term of the commitments. The long-term return shall correspond to a
long-term expectation of return on funded assets based on the pension insti-
tutes’ investments in shares and interest-bearing securities. For Sweden and
Norway, 7.5% is deemed to be a realistic expectation of long-term return. For
Denmark, 7% is deemed reasonable against the background of a somewhat more
conservative investment strategy. The inflation assumption is 1.5% in Sweden
and Denmark and 2% in Norway. Future salary adjustment has been set at one
percentage point above the inflation assumption for the purpose of including a
real salary increase in calculations of pension commitments.

The amortization period for deviations from estimates exceeding the higher of
10% of commitments or funded assets is 15 years, which corresponds to average
remaining employment period.

A noticeable reduction in funded assets occurred during 2002, particularly in
theinsurance companies where Swedish and Norwegian pension plans are placed.
The reason for this is the performance of the capital markets in Scandinavia and the
rest of the world. In 1999 an allocation of MSEK 3,063 was identified for the SAS
Group in the form of so-called client company pension funds in Alecta in Sweden.
As of December 31, 2005, MSEK 663 had not been utilized.

Defined benefit pension plans 2005 2004
Pension earned during the year -844 -1,042
Interest on pension provisions -1,489 -1,398
Expected return on funded assets for the year 1914 1,810
Amortization of deviations from estimates and

plan amendments for the year -301 -232
Impact on income for the year, net,

pertaining to defined benefit pension plans -720 -862

The above cost s reported in its entirety as a payroll expense.

Overfunding exists in several of SAS’s pension plans. This means the return on
funded assets for the year will exceed the cost of pension benefits earned.

Inthe financial statements the commitments of the SAS Group are included as
specified in the table below. Plan amendments are amortized over the average
remaining working lives of employees covered by the plan and deviations from
estimates are amortized over fifteen years when they exceed 10% of the greater
of pension obligations or pension assets.

Status at year-end 2005 2004
Funded assets 26,734 24,656
Pension commitments -25,702 22,656
Difference between funded assets and commitments 1,032 2,000
Unrecognized deviations from estimates and

plan amendments ! 7,331 5,421
Book assets 8,363 7,421

1 Of which deviations from estimates MSEK 7,268 (5,121).

In some pension plans in years past the real return rate has been lower than
the Group’s estimated long-term return of 7.4%, which is reflected in the item,
unrecognized deviations from estimates. The actual return on managed assets
in 2004 was 9.1% and 9.7% in 2003. While the final calculation for 2005 is not
yetready, the return is expected to be approximately 11%.

The difference between funded assets/commitments and net book assets is
shown below:

Difference
Commit- funded Pensions
Funded ments assets/ funds,
assets (PBO) commitments net
Pension plans in Sweden 11,997 8,670 3,327 5,228
Pension plans in Norway 10,435 11,862 -1,427 2,395
Pension plansin other countries 4,302 5,170 -868 740
Total 26,734 25,702 1,032 8,363



Note 19, cont.

Pension funds include unfunded plans funded via operating income and un-
derfunded plans in the amount of MSEK 375 in Sweden, MSEK 1,172 in Norway
and MSEK 31 in other countries.

Pension funds, net, including pension commitments, assets under manage-
mentand unrecognized plan amendments and deviations from estimates for the
defined benefit pension plans performed as follows:

2005 2004
Opening balance 7,421 6,656
Impact on income for the year -720 -862
Paid-in premiums 1,737 1,830
Utilization of company funds in Alecta -371 —243
Pension funds in sold operations -59 -
Change in deviations from estimates 184 33
Currency effect 171 7
Closing balance 8,363 7,421

Of total pension commitments of MSEK 25,702 (22,656), MSEK 23,109 (20,697)
was funded and MSEK 2,593 (1,959) unfunded.

Note 20 - Expendable spare parts and inventories

2005 2004
Expendable spare parts, flight equipment 745 868
Expendable spare parts, other 112 144
Inventories 181 253
Total 1,038 1,265
Valued at acquisition cost 1,031 1,265
Valued at net selling price 7 -
Total 1,038 1,265
Note 21 - Current receivables from affiliated companies
2005 2004
SAS Component Group A/S 1,480 -
Commercial Aviation Leasing Ltd 114 83
Skyways Holding AB 16 -
airBaltic Corporation A/S - 16
Other companies 10 5
Total 1,620 104
Note 22 - Prepaid expenses and accrued income
2005 2004
Prepaid expenses 811 881
Accrued income 937 1,165
Total 1,748 2,046
Note 23 - Short-term investments
Book Book Fair
value value value
2005 2004 2004
Treasury bills 2,342 3,127 3,128
Housing bonds 1,996 1,738 1,738
Deposits 2,733 2,295 2,295
Commercial paper 0 33 33
Blocked deposits in tax
deduction accountin Norway 194 156 156
Total 7,265 7,349 7,350

In connection with the transition to accounting in conformance with IAS 39, book
value of short-term investments corresponds with the fair value. Fair value is the
amount that should have been received for outstanding short-term investments if
sold on the closing date.

Note 24 - Hedging and translation reserves

Hedging Translation-
reserves reserves Total
Opening balance, January 1, 2004 558 558
Translation differences relating to
foreign operations -180 -180

Income from currency hedging of
investments in foreign operations 79 79

Closing balance, December 31, 2004 457 457
Adjustment for IAS 39 1,635 1,635
Opening balance, January 1, 2005 1,635 457 2,092
Translation differences relating to

foreign operations 353 353
Cash flow hedges:

Income from cash flow hedges -909 -909

Takentoincome -95 -95
Income from currency hedging of

investments in foreign operations -523% -523
Closing balance, December 31, 2005 631 287 918

* A corresponding positive effect is reported in translation differences regarding foreign
operations.

Note 25 - Maturity of long-term liabilities

Long-term liabilities that fall due more than five years after the closing date.

2005 2004
Debenture loans 771 742
Other loans 4,839 4,388
Other liabilities 12 12
Total 5,622 5,142

Note 26 - Subordinated debenture loan

A subordinated debenture loan of 200 million Swiss francs was issued during the
1985/86 fiscal year. There is no set maturity date for this loan. SAS has an exclusive
right to callin this loan every fifth year. The interest rate is fixed for 10-year periods
and amounts to 3.625% per annum from 1996. In January 2006 the rate for the
coming 10-year period was set at 2.375%. In previous years SAS repurchased
MCHF 72.8 worth of the bonds, after which the balance of the loan is MCHF
127.2. The loan is listed and on the closing date the fair value amounted to
MCHF 52.1 (52.2), equivalent to MSEK 315.6 (309.9).

Note 27 - Bond issues

SAS’s bond issues amounted to MSEK 7,355 (6,176).
Specification of individual loans:

Original Outstanding

issued debt Loans after

amount Interest rate Maturity in MSEK currency swap

MJPY 1,000.0 1.000% 2001/2007 68 MEUR 9.3

MJPY 1,000.0 1.120% 2001/2007 68 MEUR9.3

MJPY 5,500.0 1.305% 2001/2008 373 MEUR 53.5

MCZK750.0**  2.630% * 2001/2008 164

MEUR500.0**  6.000% 2001/2008 4,646 *** MEUR427 +
MUSD 63

MEUR 108.0 7.088% * 2003/2010 919

MEUR 33.0 3.776% * 2005/2006 311

MSEK 200.0 5.452% * 2005/2010 200

MNOK 454.0 5.710% * 2005/2010 528

MNOK 265.5 7.000% 2005/2010 312

MNOK 50.0 7.000% 2005/2010 57

MNOK 17.0 7.000% 2005/2010 20

Total 7,666

Less amortization 2006 -311

Total 7,355

Interest rate on the closing date. The loan has a floating interest rate set every three months.

**In 2005 repurchases of bond issues that mature in 2008 were made in the nominal
amounts of MCZK 263.7 and MEUR 6.25.

**¥ The loan is listed and on the closing date the fair value amounted to MEUR 505.2 (488.2),
equivalentto MSEK 4,763.8(4,397.2).
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Note 27, cont.

Outstanding debt in SEK corresponds with amortized cost. Previously issued
loans in the nominal amount of MEUR 108 were renegotiated and extended from
maturation in 2008 to 2010. In April, MEUR 33 maturing in October 2006 will be
reported as the current portion of long-term loans. Furthermore, MSEK 200 and
MNOK 786.5 maturing in 2010 will be issued.

To manage the currency exposure the loans have to some extent been
switched to other currencies as shown above. The value of currency swap trans-
actions is included in book value under other loans, see Note 28. The interest
rate exposure is managed by entering into interest-rate swap contracts to adjust
the fixed-interest term.

Note 28 - Other loans

Book Fair Book Fair

value value value value

2005 2005 2004 2004

Finance leasing 7,508 7,779 7,971 7,222

Other loans, swap transactions 6,403 6,444 6,871 6,497

Total before amortization 13,911 14,223 14,842 13,719

Less amortization

in 2006 and 2005 -2,872 -3,213 -800 -997

Total other loans 11,039 11,010 14,042 12,722
Maturity profile of other loans:

2006 2007 2008 2009 2010 2011>  Total

Finance leases 1,165 590 614 655 699 3,785 7,508

Other loans 1,707 2,570 198 476 398 1,054 6,403

Total 2,872 3,160 812 1,131 1,097 4,839 13911

In connection with the transition to IAS 39, the currency effect of cash flow-hedged
loans was recognized in equity in the amount of MSEK 549 as of December 31,
2005. The previous year’s currency effect is included in the loans’ book value in
the amount of MSEK 1,449.

Note 29 - Financial risk management and financial derivatives

The SAS Group is exposed to various types of financial risk. All risk management
is handled centrally and in accordance with the finance policy set by the Board.
The SAS Group uses derivative instruments as part of its risk management to
limit its currency and interest rate exposure.

Currency risks
The SAS Group has currency exposure to both transaction risk and translation risk.

Transaction risk arises when flows in foreign currencies are exposed to curren-
cy rate fluctuations. To manage the transaction risk the SAS Group is exposed to,
the projected commercial currency flows are hedged with the help of currency
derivatives and future aircraft sales are hedged by currency derivatives and loans
in USD. According to the financial policy, the hedge level shall be between
60-90% of a 12-month rolling liquidity forecast and the hedge level for future air-
craft sales shall according to the policy amount to 40-60% of the book value of
the aircraft fleet.

Translation risk arises during conversion of balance sheetitems in foreign cur-
rencies due to changes in exchange rates. To limit translation risk the policy is to
keep the financial net debt mainly in the accounting currency of the respective
company. Furthermore, the SAS Group hedged foreign subsidiaries’ equity
through borrowing and derivatives.

Interestrate risks

The SAS Group is exposed to interest rate risk when the market value of the finan-
cial net debt (interest-bearing assets and liabilities) is affected by movements in
the yield curve (market interest rates at different maturities). To manage the inter-
est rate risk, interest rate derivatives are used to change the fixed-interest term of
the underlying financial net debt. The goal of current policy is for the average fixed
interest term of the financial net debt to correspond to 3.5 years. The average fixed-
interest term during the year was approximately 3.2 (3.2) years. At the end of 2005
the fixed-interest term was 3.3 (3.0) years. A sensitivity analysis as of December
31,2005 shows that a change of the market interest rates by 1% would impact the
SAS Group's interest payments by approximately MSEK 30 (50) in the next calen-
dar year. The calculation includes outstanding interest rate derivatives.
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Interest rate exposure

2006 2007 2008 2009 2010 >2010  Total

Interest-bearing

assets 11,343 0 53 366 43 88 11,893
Interest-bearing

liabilities -20,000 0 4,646 0 -389 771 -25806
Interest rate

derivatives 5863 -2,256 2,740 -611 -1,534 4,202 0
Total -2,794 -2,256 -1,853 -245 -1,880 -4,885-13,913

Accrued interest is not included in calculating the above interest rate exposure
regarding the financial net debt. The interest rate exposure of MSEK —2,794 for
2006 has a floating interest rate. From 2007, everything is fixed rate.

Creditrisks
The Group’s financial transactions give rise to exposure to credit risk vis-a-vis the
financial counterparties. Credit risk or counterparty risk pertains to the risk of
loss if a counterparty does not fulfill his contractual obligations. The financial policy
prescribes that transactions may be signed only with counterparties with high
creditworthiness, defined as category A3/P-1 or better according to Moody’s.
Limits are set for each counterparty and are continually revised. To further re-
duce counterparty risks, ISDA agreements (netting agreements) are signed with
most counterparties. Approximately 66% of the credit-related exposure is geo-
graphically concentrated in the Nordic countries. The breakdown of the remaining
credit exposure is 23% in the rest of Europe and 11% in the rest of the world. The
maximum credit exposure for derivative instruments is matched by book value, see
the table below under the heading financial derivatives. For short-term invest-
ments the size of the credit risk is the nominal amount and is distributed as follows:

Rating (Moody’s) Book value MSEK
Aaa/P-1 2,342
Aal/P-1 1,527
Aa2/P-1 30
Aa3/P-1 2,765
Al/P-1 0
A2/P-1 601
A3/P-1 0
Total 7,265

Concerning the SAS Group’s accounts receivable the credit risk is spread over a
large number of customers including private individuals and companies in various
industries. Credit information is required for credit sales with the aim of minimizing
the risk of bad debt losses and is based on intragroup information on payment
history supplemented with credit and business information from external sources.

Liquidity and borrowing risks
Liquidity and borrowing risks refer to the risk that sufficient liquidity is not available
when required, and that refinancing of matured loans will be costly or problematic.
To guarantee good payment preparedness, financial preparedness shall be
equivalent to 20-25% of the SAS Group’s annual operating revenue. Financial
preparedness refers to liquid assets and unutilized contracted credit facilities.
The SAS Group’s liquid assets shall be kept in instruments with good liquidity or a
short maturity.

Contracted credit facilities

Expiration of

Total Utilized  Unutilized validity

Facility facility facility facility period

Revolving credit facility

400 MEUR 3,772 943 2,829 2007

Bilateral bank facilities 2,096 0 2,096 2006

Other 1,402 1,081 321 2006
Total 7,270 2,024 5,246

To manage borrowing risk the objective is for the SAS Group’s maturity profile to
be divided evenly over time so that a maximum of 25% of the interest-bearing
gross liabilities fall due over the coming 12 months. As of December 31,2005, the
Group’s interest-bearing liabilities amounted to MSEK 26,337 (27,280). 8.9%
(14.5%) of the interest-bearing liabilities are associated with financial key figures
such as cash flow, debt/equity and liquidity ratios. The average term of the interest-
bearing gross debt amounted to approximately 2.7 (3.1) years at year-end.



Note 29, cont.

Financial derivatives
Different types of currency derivatives such as forward currency contracts, cur-
rency swap contracts and currency options are used to manage currency expo-
sure. Furthermore, interest rate exposure is managed by different types of inter-
est rate derivatives such as FRA (forward rate agreements), futures, interest-
rate swap contracts and currency interest swap contracts.

AtDecember 31, 2005, the fair value of the SAS Group’s outstanding derivative
instruments totaled MSEK 451 (314), broken down according to the table below.

Outstanding derivative instruments, December 31, 2005

When the SAS Group borrows at floating interest rates and changes its interest
rate exposure by entering into interest-rate swap agreements whereby floating
interestis received and fixed interest is paid, the hedging relationship is classified
as a cash flow hedge. When hedge accounting is applied, the effective portion
of the change in value of the hedge instrument is recorded in equity. The
accounting policies for the interest rate derivatives used for hedging transactions
are matched with those of the individual loans. The accumulated effect of these
cash flow-hedged interest rate derivatives was recorded in equity in the amount
of MSEK 44 as of December 31, 2005.

Fuel derivatives
2005 2004 Fuel derivatives are used to manage the price risk relating to jet fuel. These deriv-
Out- Fair value Out- atives represent hedging transactions according to the cash flow method and
standing standing Fair their accounting policies are matched with those of the underlying projected fuel
volume Assets Liabilities  Net volume  value need. The accumulated effect of these cash flow-hedged fuel derivatives was
recorded in equity in the amount of MSEK 74 as of December 31, 2005.
Currency
derivatives 39878 45 232 313 42517 403 Alltogether, MSEK 684 relating to cash flow hedges was recorded in equity as of
Interestrate December 31, 2005 and ted to affect the statement of i th
derivatives 23439 62 -299 _237 17047  -280 f zlelcem er g and is expected to affect the statement of income in the
Fuelderivatives 4,104 365 10 375 2773 191 ollowing years:
Total 67,421 972 521 451 62,397 314 2006 2007 2008 2009 2010 >2010  Total
As of December 31, 2005, fair value concords with book value. The fair value is Aircraft ) 154 74 85 29 31 -18 621
) - - L Commercial flows 165 - - - - - 165
the amount received or paid if outstanding financial instruments are sold on the Interest rate derivatives 1 60 61
closing date. Of the assets’ total book value of MSEK 972, MSEK 61 consists of " o atlv _
) ) ) Fuel derivatives 103 - - - - - 103
other long-termreceivables, MSEK 272 of prepaid expenses and accrued income Deferred tax 118 21 o4 83 9 11 266
and the remaining MSEK 639 of other receivables. Of the liabilities’ total book val-
ue of MSEK 521, all of the derivatives are short-term loans. Of the book value of Effecton share-
the above derivatives, MSEK 708 refers to cash flow hedges, MSEK 26 to fair value holders’ equity 304 53 61 213 22 31 684

hedges, MSEK -39 to hedging of net investment and MSEK —244 to derivatives
that are not hedge accounted. Outstanding volume means the derivative con-
tracts’ nominal amount expressed in absolute terms.

Hedge-accounted derivatives, cash flow hedge

Investment in aircraft

Investment in aircraft represents hedging transactions since itis the payment flow
inforeign currency in the event of a future sale that is hedged according to the cash
flow method. The loans and the forward currency contracts included in hedging re-
lationships are translated at the relevant closing rate and the change that is calcu-
lated as effective is booked against equity. As of December 31, 2005, the accumu-
lated currency effect on cash-flow hedged loans and derivatives relating to future
aircraft sales was recognized in shareholders’ equity in the amount of MSEK 447.

Commercial flows

Currency derivatives are used to manage the transaction risk relating to project-
ed commercial flows. These currency derivatives represent hedging transac-
tions according to the cash flow method and their accounting policies are
matched with those of the underlying liquidity projection. Provided that the
effectiveness of the hedges can be demonstrated, the accumulated change in
market value of each hedging transaction is recorded in equity until itis recycled
to the statement of income as a cost/revenue. The accumulated currency effect
of these cash flow-hedged currency derivatives was recorded in equity in the
amount of MSEK 119 as of December 31, 2005.

Interest rate derivatives
At the beginning of 2005 only some of the interest-rate swap contracts entered

into qualified for hedge accounting according to the cash flow hedge method.

Note 30 - Other provisions

Hedge-accounted derivatives, fair value hedge

At the beginning of 2005 only some of the interest-rate swap contracts entered
into qualified for hedge accounting according to the fair value hedge method.
In cases where the SAS Group borrows at fixed interest rates and changes its in-
terest rate exposure by entering into interest-rate swap agreements whereby
fixed interest is received and floating interest is paid, the hedging relationship is
classified as a fair value hedge. When hedge accounting is applied changes in
value attributable to the hedge instrument are recorded in net interest, where
the effects are counteracted because the underlying hedged position (interest
portion of the loan) is also measured at fair value and recorded in net interest.
The accounting policies for the interest rate derivatives used for hedging trans-
actions are matched with those of the individual loans.

Hedge-accounted derivatives, hedging of net investments

in foreign operations

To hedge net investments in foreign operations, SAS has entered into currency
derivative agreements and loans in corresponding currency. When hedge
accounting is applied, the effective portion of the change in value of the hedge
instrument is recorded in equity. The currencies where hedging of net invest-
ments takes place are DKK, EUR and NOK.

Derivatives not subject to hedge accounting

The value of other currency derivatives not subject to hedge accounting is trans-
lated on a current basis at fair value in the statement of income. Nor are interest
rate derivatives that cannot be linked to specific borrowing subject to hedge
accounting and are translated currently at their fair value.

Restructuring Loyalty program Other provisions Total
2005 2004 2005 2004 2005 2004 2005 2004
Opening balance, January 1, 2005 193 569 740 825 87 171 1,020 1,565
Provisions 413 223 248 262 9 27 670 512
Utilized provisions -324 -599 -383 -347 -32 -111 -739  -1,057
Currency effects 8 - 1 - 10 - 19 -
Closing balance, December 31, 2005 290 193 606 740 74 87 970 1,020
Breakdown in balance sheet: 2005 2004
Long-term liabilities 697 854
Currentliabilities 273 166
970 1,020

Other provisions include provisions for leasing costs relating to unused premises and maintenance costs for leased aircraft according to the leasing contract.
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Note 31 - Short-term loans

Book Fair Book Fair
value value value value
2005 2005 2004 2004
Revolving credit
facilities, utilized portion 306 306 330 330
Issued commercial paper 1,924 1,920 1,404 1,410
Bank loans 294 294 2,128 2,159
Overdraft facilities,
utilized portion 361 361 358 358
Accrued interest 422 422 * *
Forward currency contracts 232 232 465 468
Forward currency contracts,
hedge accounted - - 794 -
Derivative debt 289 289 - -
Total 3,828 3,824 5,479 4,725

*In 2004, accrued interest of MSEK 328 on respective loans was stated.

Derivative debts refers to the fair value of primarily interest rate derivatives. In ac-
cordance with IAS 39, last year’s hedge-accounted forward currency contracts
of MSEK 794 were recorded in equity in the amount of MSEK 70 as of December
31,2005.

Note 32 - Current liabilities to affiliated company

2005 2004
SAS Component 176
Other companies 7 7
Total 183 7

Note 33 - Unearned transportation revenue (net)

Unearned transportation revenue consists of tickets sold and still valid but un-
used, see Accounting and valuation policies, page 64 - Revenue recognition.

The estimated reserve in the unearned transportation revenue liability on
December 31, 2005, amounted to MSEK 305 (305).

Note 34 - Accrued expenses and prepaid income

2005 2004
Vacation pay liability 1,847 1,698
Other accrued payroll expenses 534 468
Selling costs 267 308
Technical aircraft maintenance 62 325
Other accrued expenses 2,121 2,230
Prepaid income 495 404
Total 5,326 5,433
Note 35 - Assets pledged

2005 2004
Related to long-term liabilities to credit institutions:
Real estate mortgages 124 114
Aircraft mortgages 732 681
Company mortgages 19 20
Other mortgages 3 3
Shares in subsidiaries 0 0
Related to deposits:
Blocked bank accounts 103 218
Total 981 1,036

Outstanding liability at December 31, 2005 relating to aircraft mortgages was
MSEK 271.

The item Shares in subsidiaries includes the book value of SAS’s shares in SAS’s
wholly owned financing structures for aircraft. For additional information in this
regard, please refer to Note 13.
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Note 36 - Contingent liabilities

2005 2004
Swap transactions 186 208
Contingent liabilities, other 57 63
Total 243 271

Contingent liabilities include a gross amount of MSEK 186 (208) attributable to
swap transactions. SAS enters into currency and interest rate contracts on an
ongoing basis. The values shown here relate to loans after swap transactions
whose book value on the closing date was lower than the value of the original loan
and the accrued interest receivable on currency and interest rate contracts.

Under the management agreements for 48 hotels, Rezidor SAS Hospitality
A/S guarantees a minimum annual cash flow until 2006-2029. For several of the
agreements, the guarantee is limited to a maximum sum over the contract period,
and in certain cases also to a maximum amount per annum. Guarantee pay-
ments made in 2005 came to MSEK 61.

The SAS Group is involved in disputes, some of which will be settled in court.
Provisions are made in cases where a probable and quantifiable risk of loss is
judged to exist.

Note 37 - Leasing commitments

The different business areas in the SAS Group have entered into the following
leasing commitments, with specification of the total annual rent for:

2006 2007 2008 2009 2010 2011>
Aircraft 3,277 3,052 2,635 2233 1617 4,173
Hotel properties 1,454 1501 1465 1521 1,543 20,205
Other properties 852 805 785 774 746 5270

Machinery and equipment 103 78 68 59 53 217
Total 5,686 5436 4,953 4,587 3,959 29,865

Leasing contracts with an annual rental cost in excess of MSEK 0.5 are included.
Total lease costs in 2005 amounted to MSEK 5,700 (4,890), of which MSEK 559
(214) pertains to contingent rent. Contingent rent varies according to different
factors such as operating revenue, the consumer price index and short-term
market interest rates. In 2005 payments received for assets subleased to a third
party amounted to MSEK 81 (31). The value of future fixed payments for these
assets subleased to a third party is MSEK 379 (15).

The above table includes the following major items:

The sale and leaseback agreement involving 30 MD-80 aircraft concluded
together with GECAS in December 1999 is expected to yield an annual leasing
cost of approximately MSEK 274. The agreement runs through December 2009.

SAS sold airport-related properties in December 2001. These were acquired
by Nordisk Renting and GE Capital Real Estate for a purchase price of MSEK
3,020. At the same time, SAS leased back all the buildings for 20 years via oper-
ating leases and has an option, under certain terms, to buy back all or parts of the
property portfolio after 10 years. The rentamounts to MSEK 166 in 2006.

In September and December 2003 properties in Copenhagen and Stockholm
were sold. They were acquired by Keops and Nordisk Renting for a purchase
price of MSEK 2,122. The properties are being leased back by SAS via operating
leases for 10-20 years. The rentamounts to MSEK 163 in 2006.

Note 38 - Adjustment for items not included in cash flow, etc.

2005 2004
Share of income in affiliated companies -134 -157
Dividends from affiliated companies 29 26
Write-ups and write-downs -63 24
Capitalized interest on prepayments to aircraft
manufacturers -9 -10
Earnings impact from measuring financial derivatives
according to IAS 39 -85 -
Other -93 -84
Total -355 -201



Note 39 - Acquisition of subsidiaries

Note 41 - Liquid assets

No subsidiaries were acquired in 2005. In 2004, 21% of the shares in Spanair 2005 2004
q ’ Cash and bank balances 1,419 1,246
2005 2004 Liquid assets at year-end 8,684 8,595
Tangible fixed assets - -
Current assets _ _ Disclosure of interest paid:
Current receivables - _ During the year, interest received amounted to MSEK 331 (322), of which MSEK
Liquid assets _ _ 105 (104) pertains to forward premiums for currency derivatives. During the
Minority interests _ 80 year, interest paid amounted to MSEK 1,406 (1,267), of which MSEK 132 (218)
Provisions _ _ pertains to forward premiums for currency derivatives.
Long-term liabilities - -
Currentliabilities - -
Total B 80 Note 42 - Auditors’ fees
Goodwill _ 588 Anauditengagement refers to the examination of annual accounts and accounting
) records and the administration of the Board of Directors and the President. Such
Purchase prl;e o o - 668 services also include other duties incumbent on the company’s auditors as well as
Prepaymept in 200‘3 pertaining to acquisition - -54 advice or other assistance prompted by observations made while performing the
gfshares n S.panalr. _ auditor carrying out such duties. All other work is classified as other services.
Liquid assets in acquired companies - - The following remuneration was paid to audit firms for audit services and oth-
Effect on the Group’s liquid assets - 614 erservices:
2005 2004
Note 40 - Sale of subsidiaries Deloitte
In 2005, European Aeronautical Group, Jetpak, 67% of SAS Component, Radisson Audit serw;es 29 16
SAS Hotel London Stansted Airport and operations in SAS Trading were sold Other services 7 13
during the year. No subsidiaries were sold in 2004. Total Deloitte 46 29
The value of the sold assets and liabilities was the following: L
Other audit firms
2005 2004 Audit services 0 2
Intangible assets 155 - Total 46 31
Tangible fixed assets 2,563 -
Financial fixed assets -416 -
Currentassets 417 - Note 43 - Transactions with affiliated companies
Currentreceivables -422 -
Liquid assets 39 - Revenues from sales to affiliated companies amounted to MSEK 159 (317).
Long-term liabilities -548 - Costs of purchases from affiliated companies was MSEK 463 (294).
Currentliabilities -731 -
Total 1,057 -
Capital gain excl. sales costs 586 -
Purchase price paid 1,643 -
Unpaid purchase price -877 -
Selling costs -105 -
Liquid assets in sold companies -39 -
Effect on the Group’s liquid assets 622 -
Specification of discontinued operations
Discontinued Remain.
2005 operations operations
Operating revenue 61,887 998 60,889
Payroll expenses -20,467 -367 -20,100
Other operating expenses —35,303 -553  -34,750
Leasing costs for aircraft -3,133 - -3,133
Depreciation -2,412 -62 -2,350
Share of income in affiliates 134 - 134
Income from the sale of shares
in subsidiaries and affiliates 480 - 480
Income from the sale of
aircraft and buildings 187 - 187
Operating income 1,373 16 1,357
Income from other shares
and participations 50 - 50
Net financial items -1,005 -38 -967
Income after financial items 418 -22 440
Tax -163 -13 -150
Netincome for the period 255 -35 290

IFRS 5 is not applied because the income items in discontinued operations are
insignificant in relation to the SAS Group as a whole. The above report is there-
fore supplementary information.
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Note 44 - Segment reporting

Income by business area

Scandinavian Subsidiary & Airline Support Airline Related Groupwide SAS

Airlines Businesses Affiliated Airlines Businesses Businesses Hotels & eliminations Group
STATEMENT OF INCOME 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
External sales 35352 34,344 14,188 11,780 5316 4,634 1248 2452 5368 4452 415 431 61,887 58,093
Sales between business segments 1,343 1,329 164 78 9560 9579 334 461 90 100 -11,491 -11,547 0 0
Total operating revenue 36,695 35,673 14,352 11,858 14,876 14,213 1582 2913 5458 4,552 -11,076 -11,116 61,887 58,093
Payroll expenses -7,785 -8,106 -3,007 -2485 -6569 -6,204 -350 —447  -1926 -1,664 -830 -679 -20,467 -19,585
Other expenses -25483 -25/444 9425 -7918 -7428 -6932 -1075 -2269 -3,178 -2,751 11286 11,274 -35303 -34,040
Operating income before depreciation

and leasing costs,

EBITDAR per business segment 3,427 2,123 1920 1455 879 1,077 157 197 354 137 -620 -521 6,117 4,468
Leasing costs for aircraft -1928 -1557 -1247 -1,132 0 0 0 0 0 0 42 0 3133 -2,689
Operating income before depreciation,

EBITDA per business segment 1,499 566 673 323 879 1,077 157 197 354 137 -578 -521 2,984 1,779
Depreciation -1,344 -1,553 -312 -309 -367 -491 -122 -142 -179 -163 -88 -188 2412 -2,846
Share of income in affiliated companies 61 62 39 70 =23 0 -1 0 58 28 0 -3 134 157
Capital gains 394 162 15 53 72 5 36 1 63 53 231 -156 667 118
EBIT per business segment 610 -763 415 137 417 591 70 56 296 55 —435 -868 1,373 -792
Unallocated income items
Income from other shares and participations 50 1
Net financial items -1,005 -1,042
Tax -163 68
Next income for the period 255 -1,765
OTHER DISCLOSURES
Assets 25054 30839 9,701 859 9,797 9872 1,187 1,689 4224 2857 6839 3257 56802 57,110
Equity shares 53 -38 651 618 453 8 -1 0 55 101 3 2 1,214 691
Total assets 25,107 30,801 10,352 9214 10250 9880 1,186 1,689 4,279 2958 6,842 3,259 58016 57,801
Total liabilities 10,892 22979 7,053 5693 7444 7459 1033 1033 1913 2344 17,600 6,945 45935 46,453
Investments for the year 323 970 342 1,017 692 585 68 182 358 521 44 590 1,827 3,865
Geographic breakdown

Domestic Intra-Scandinavian Europe Intercontinental Total
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Passenger revenue 12,240 12,779 3360 2946 18072 15836 5674 5389 39,346 36,950
Freightand mail revenue 760 782 72 55 315 279 1433 1316 2580 2432
Charter revenue 26 106 0 0 4246 3,658 9 8 4,281 3772
Other traffic revenue 246 376 67 19 1,202 985 251 265 1,766 1,645
Total traffic revenue 13,272 14,043 3,499 3,020 23,835 20,738 7,367 6,978 47,973 44,779
Denmark Norway Sweden Europe Other Not broken down Total
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Other operating revenue 1912 1,789 3,915 4801 2859 3,121 4255 3,105 973 478 0 0 13914 13294
OTHER DISCLOSURES
Assets ! 5157 3556 4654 6,180 11533 3317 7076 5853 133 51 7407 19886 35960 38843
Investments for the year * 489 1,122 3078 2646 1566 1,340 296 1367 2 8 -1551 -2735 3,870 3,748

! Aircraft and spare parts are not broken down, see Accounting and valuation policies page 62.

For a description of the operations of the various segments please refer to the inside front cover.
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Note 45 - Subsidiaries in the SAS Group

Domicile  CorporateID no. No.of owned shares Holding Book value MSEK Share of equity
Owned by SASAB:
SAS Sverige AB Stockholm 556042-5414 70,500,000 100 737.1 4,177.8
SAS Norge AS Baerum 811176702 47,000,000 100 628.7 2,867.2
SAS Danmark A/S Copenhagen 56994912 47,000,000 100 570.5 3,890.1
Rezidor SAS Hospitality Group AB Stockholm 556674-0964 72,000 75 1,532.6 1,775.0
Widerge's Flyveselskap AS Bodo 917330557 364,196 100 1,4404 516.6
SAS Technical Services AB Stockholm 556137-6764 940,000 100 940.0 967.9
Spanair Holding * Palma de Mallorca B83180851 2,872,671 90 627.8 3424
Spanair S.A. * Palma de Mallorca EAQ7225154 5,449,901 49(95) 772.0 '
SAS Flight Academy Holding AB Stockholm 556397-3378 20,000 100 660.9 95.4
SAS Ground Services AB Stockholm 556063-8255 610,000 100 673.7 747.2
Nordair A/S Tarnby 24176711 10,000 100 526.0 3453
Linjeflyg AB Stockholm 556062-8454 2,000,000 100 237.0 2124
airBaltic Corporation A/S Riga 40003245752 105,942 47.2 123.0 -16.2
Bluel AB Vantaa 409.619 150 100 72.0 189.8
Newco Airport Services S.A. Madrid A-82086646 55,000 54.5 61.5 22.6
SAS Trading AB Stockholm 556406-9390 50,200 100 55.2 33
SAS Facility Management Sweden AB Stockholm 556663-7004 45,000 100 45.0 48.5
Aerolineas de Baleares Palma de Mallorca A07988728 44,994 95 44.0 50.6
SAS Human Resources Sweden AB Stockholm 556664-1485 30,000 100 30.0 18.4
SAS Revenue Information Services A/S Tarnby 28098766 13,200 100 16.0 29.5
SAS Accounting Services Sweden AB Stockholm 556664-1493 16,000 100 16.0 12.0
SAS Business Opportunities AB Stockholm 556657-7358 8,000 100 139 26.2
Fuerzade Ventas S.A. Madrid A82580093 600 96 1.2 8.1
9,824.5 15,645.3
Owned by SAS Danmark A/S, SAS Norge AS, SAS Sverige AB:
SAS Consortium Solna 902001-7720 - 100 16,453.4 16,453.4
SAS Commuter Consortium Tarnby 13273073 - 100 518.2 518.2
16,971.6 16,971.6
Owned by SAS Consortium:
SAS Braathens AS Baerum 962308449 100,100 100 3,851.3 3,123,5
SAS Scandinavian Airlines Danmark A/S Tarnby 10156858 1,290,500 100 1,569.8 1,027,1
SAS Scandinavian Airlines Sverige AB Stockholm 556235-5908 710,000 100 1,010.0 679,2
SAS Investments A/S Copenhagen 25578104 300,000 100 488.3 3994
Linjeflyg Leasing HB Stockholm 916644-1080 - 79 259.9 293.0
Cherrydean Ltd Dublin 310983 12,633,198 100 113.2 99.2
SAS Media Partner AB Stockholm 556175-9183 5,000 100 12.3 438
SAS Investments Denmark A/S Tarnby 427110814 9,000 100 11.3 46.4
SAS Ejendom A/S Tarnby 105.786 20,000 100 11.0 39.1
SAS Capital B.V. Rotterdam 167071 501 100 7.7 56.1
Other 2.2 115
7,337.0 5,779.3
Owned by Nordair A/S:
SAS Cargo Group A/S Tarnby 25736443 200,500 100 2534 295.7
Owned by SAS Investments Denmark A/S:
RampSnake A/S Copenhagen 24202941 10,500 100 319 2.2

* Spanair Holding owns 51% of the shares in Spanair S.A. The SAS Group’s holding is thus 49% direct and 46% indirect or 95% in all.
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Note 46 - Reporting according to IFRS (International Financial Reporting Standards)

Reconciliation balance sheet January 1, 2004 and December 31,2004

January 1, IFRS January 1,2004 December 31, IFRS  December 31,2004
2004 effects according to IFRS 2004 effects according to IFRS
Intangible assets 2,810 2,810 3,095 151 3,246
Tangible fixed assets 29,706 29,706 24,166 -48 24,118
Financial fixed assets 10,252 10,252 11,074 20 11,094
Total fixed assets 42,768 42,768 38,335 123 38,458
Current assets 1,286 1,286 1,289 1,289
Currentreceivables 8,155 8,155 9,459 9,459
Cash, bank and short-term investments 9,066 9,066 8,595 8,595
Total current assets 18,507 18,507 19,343 19,343
Total assets 61,275 61,275 57,678 123 57,801
Shareholders’ equity 12,897 29 12,926 10,914 130 11,044
Minority interests 29 -29 8 -8 -
Provisions 4,888 4,888 4,255 1 4,256
Long-term liabilities 20,855 20,855 21,103 21,103
Currentliabilities 22,606 22,606 21,398 21,398
Total shareholders' equity and liabilities 61,275 61,275 57,678 123 57801
Reconciliation statement of income January-December 2004
January-December IFRS January-December
2004 effects 2004 accord. to IFRS
Operating revenue 58,093 58,093
Payroll expenses -19,585 -19,585
Other operating expenses -34,136 96 -34,040
Leasing costs for aircraft -2,689 -2,689
Depreciation -2,853 7 -2,846
Share of income in affiliates 137 20 157
Income from the sale of shares in subsidiaries and affiliated companies 5 5
Income from the sale of aircraft and buildings 113 113
Operatingincome -915 123 -792
Income from other shares and participations 1 1
Net financial items -1,042 -1,042
Income after financial items -1,956 123 -1,833
Tax 69 -1 68
Minority interests 5 -5 -
Netincome for the period -1,882 117 -1,765
Attributable to:
Parent Company shareholders -1,760
Minority interests -5
Reconciliation balance sheet December 31,2004 and January 1,2005
December 31,2004 IFRS effects January 1, 2005
according to IFRS IAS39 according to IFRS
Intangible assets 3,246 3,246
Tangible fixed assets 24,118 24,118
Financial fixed assets 11,094 -64 11,030
Total fixed assets 38,458 -64 38,394
Currentassets 1,289 1,289
Currentreceivables 9,459 205 9,664
Cash, bank and short-term investments 8,595 1 8,596
Total current assets 19,343 206 19,549
Total assets 57,801 142 57,943
Shareholders’ equity 11,044 1,468 12,512
Provisions 4,256 571 4,827
Long-term liabilities 21,103 -1,581 19,522
Currentliabilities 21,398 -316 21,082
Total shareholders' equity and liabilities 57,801 142 57,943

SAS Group Annual Report 2005
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Note 46, cont.

Reconciliation consolidated shareholders’ equity

Note
Equity January 1, 2004, according to Swedish accounting principles 12,897
Effects of change of accounting principles according to IFRS
Minority interests c 29
Equity according to IFRS January 1, 2004 12,926
Equity December 31, 2004, according to
Swedish accounting principles 10,914
Effects of change of accounting principles according to IFRS
Goodwill amortization a 171
Depreciation of engines b -48
Deferred tax on IFRS effects e -1
Minority interests c 8
Total IFRS effects 130
Equity according to IFRS December 31, 2004 11,044
Fair value of short-term investments d 1
Fair value of financial derivative instruments d -348
Amortized cost of financial borrowings d 116
Fair value hedge d 0
Cash flow hedge, commercial flows d 22
Cash flow hedge, aircraft d 2248
Deferred tax on IFRS effects e =571
Total IFRS effects 1,468
Equity according to IFRS January 1, 2005 12,512

The transition to IFRS has not had any impact on the SAS Group’s cash flow
statement.

Explanatory notes:

a. Amortization of goodwill

According to IFRS 3, Business Combinations, goodwill should not be amortized
but should instead be subject to an impairment test. The SAS Group’s intangible
assets mainly comprise goodwill. Since IFRS 3 is applied prospectively from the
transition date, goodwill amortization for 2004 will be reversed according to
IFRS. In accordance with the transitional rules, SAS has performed impairment
testsatJanuary 1,2004, and at December 31, 2004. These tests showed that no
impairment losses exist.

b. Tangible fixed assets

Reporting of tangible fixed assets according to IAS 16 Property, Plantand Equip-
ment will also in the future be done at historical cost including accumulated
depreciation and write-downs and with regular testing for impairment. As regards
the aircraft fleet, a number of essential components have been identified. The

useful life of the different components has been determined whereby it was
found that all components, with the exception of aircraft engines, have the same
useful life, i.e. 20 years. In accordance with official requirements, engines must be
maintained and significant engine parts changed after a specific number of take-
offs and landings and flight hours. This maintenance occurs on average every
eighth year depending on type of aircraft. Completed maintenance is capitalized
and depreciated over a relevant period for each aircraft type. Application of compo-
nent depreciation relating to aircraft engines affects the Group’s earnings and
equity for 2004 by MSEK -48 in increased depreciation. In addition, MSEK 96 is
restated from maintenance costs to depreciation.

c. Minority interests

According to IAS 1, Presentation of Financial Statements, minority interests are a
separate component in equity in the balance sheet. In the statement of income
they are included as part of netincome for the period with an amount attributable
to shareholders and minority owners respectively specified under netincome.

d. IAS 39, Financial instruments: Recognition and Measurement

The SAS Group applies IAS 39 with effect from January 1, 2005 and utilizes the
exemptions allowed in IFRS 1 not to restate comparative figures/information
regarding 2004. Consequently, recognition and measurement of financial in-
struments, hedging of cash flow and fair value hedges and application of hedge
accounting prior to January 1, 2005 have been carried out in accordance with
generally accepted accounting principles in Sweden.

The general principles for measurement of financial instruments according
to IAS 39 are that financial assets and all derivative instruments should be meas-
ured at fair value while financial liabilities are measured at amortized cost. All
financial instruments, including derivative instruments, will be recognized in the
balance sheet.

An initial classification of each financial instrument establishes the accounting
principle for measurement for changes in value of the instrument in the accounts.
In cases where loans and derivative instruments are intended to hedge future
cash flows, hedge accounting may be applied. One essential criterion for being
able to apply hedge accounting is that the hedging relationship is expected to be
effective both at inception and during the hedging period. The changes in value
of the hedging instrument affect either equity (cash flow hedges) or income (fair
value hedges). The hedging transaction will be recognized as income in the same
period as the hedge position is closed.

e. Deferredtaxon IFRS changes
Some of the above IFRS changes mean that a difference arises between tax base
and book value. Deferred taxes are reported on these differences.

Note 47 - Approval of financial reports

The Board of Directors and President approved these annual accounts on March 7,
2006, for publication and they will be submitted for adoption by the Annual
General Shareholders” Meeting on April 20, 2006.
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Parent Company, SAS AB

SAS AB (publ), corporate identity no. 556606-8499, is a stock corporation registered in Sweden. The company’s registered office is in Stockholm. SAS AB’s share is
listed on the Stockholm Stock Exchange A List. The company’s major shareholders are presented on page 18.

SAS ABis the parent company of the SAS Group, whose main activity is to engage in air transport, airline-related services and hotel operations. The company’s operations
are described in the annual report on pages 27 to 53.

Statement ofincome

Cash flow statement

MSEK Note 2005 2004 MSEK 2005 2004
Operating revenue 155 173 The year’s operations
Payroll expenses 1 -278 -232 Income after financial items 1,853 899
Other external costs -253 -251 Depreciation 1 1
Operating income before depreciation 376 310 Adjustment for items not included in the cash flow 392 -1,336
Cash flow from the year’s operations
Depreciation -1 -1 before changes in working capital 2,246 -436
Income from the sale of shares in subsidiaries -392 1,337
Dividends from subsidiaries 3,035 70 Changein:
R Operating receivables -91 77
0 t 2,266 1,096 A
perating income 7 Operating liabilities 32 37
Interestincome and similar income items 1 7 Cash flow from changes in working capital -59 -40
Interest expenses and similarincome items -231 247
Exchange rate differences -183 43 Cash flow from the year’s operations 2,187 -476
Income after financial items 1,853 899 L
Investment activities
Equipment -5 0
Tax 2 214 138 Shares and participations -1,716 -2,298
Netincome for the period 2,067 1,037 Sale of shares 53 2508
Cash flow from investment activities -1,668 210
Financing activities
Changein long-term loans -894 139
Change in interest-bearing liabilities 17 11
Group contribution received, net 359 116
Cash flow from financing activities -518 266
Cash flow for the year 1 0
Liquid assets, January 1 0 0
Liquid assets at year-end 1
Balance sheet
ASSETS, MSEK Note 2005 2004 SHAREHOLDERS’ EQUITY AND
. LIABILITIES, MSEK Note 2005 2004
Fixed assets
Tangible fixed assets Shareholders’ equity
Equipment 3 5 1 Restricted equity
Financial fixed assets Share capital, 164,500,000 shares par value SEK 10 1,645 1,645
Long-term receivables from Group companies 464 459 Share premium reserve 170
Shares in subsidiaries 4 9,825 8,443 Statutory reserve 306 32
Shares in affiliated companies 5 188 299 Unrestricted equity
Deferred tax receivable 238 163 Profit brought forward 1,866 573
Total fixed assets 10,720 9365 Net income for the period 2,067 1,037
Total shareholders’ equity 5,884 3,457
Currentassets
Current receivables Long-term liabilities
Accounts receivable 4 5 Long-term liabilities to Group companies 5,273 6,167
Receivables from Group companies 581 287 Pensions and similar commitments 15 -
Other receivables 28 104 Other liabilities 0 -
Prepaid expenses and accrued income 8 0 5,288 6167
621 396 Current liabilities
Cash and bank balances 1 0 Liabilities to Group companies 38 39
Other liabilities 73 52
Total t t 22
otatcurrentassets 6 396 Accrued expenses and prepaid income 59 46
TOTALASSETS 11,342 9,761 170 137
TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES 11,342 9,761
Memorandum items
Assets pledged None None
Contingent liabilities 6 328 260

8 SAS Group Annual Report 2005
Financial Report



Change in shareholders’ equity

MSEK Share capital Restricted reserves Unrestricted equity Total equity
Opening balance, January 1, 2004 1,645 180 479 2,304
Transfer between unrestricted and restricted equity 22 22
Group contribution received 161 161
Tax effect of group contribution 45 _45
Netincome for the period 1,037 1,037
Shareholders’ equity, December 31, 2004 1,645 202 1,610 3,457
Transfer between unrestricted and restricted equity 104 -104
Group contribution received 499 499
Tax effect of group contribution -139 -139
Netincome for the period 2,067 2,067
Shareholders’ equity, December 31, 2005 1,645 306 3,933 5,884
Note 1 - No. of empl., salaries, other remuneration and soc. security exp. Note 3 - Equipment
Average number of employees 177 (162) persons. 2005 2004
2005 2004 Opening acquisition value 12 12
Men Women Men Women Acquisition value for the period 5 0
Denmark 10 4 10 5 Closing accumulated acquisition value 17 12
Norway 8 8 9 7 ) e
Opening depreciation -11 -11
Sweden 85 62 79 52 Depreciation for the period -1 -0
103 74 98 64 Closing accumulated depreciation -12 -11
For salaries, remuneration, social security expenses and sick leave see SAS
Group Note 3 —Payroll expenses, page 65. Book value 5 1
Note 2 - Tax Note 4 - Shares in subsidiaries
2005 2004 See SAS Group Note 45 — Subsidiaries in the SAS Group, page 79.
Deferred tax 214 138
214 138
Note 5 - Shares in affiliated companies
Domicile Corporate ID no. No. of shares owned Holding Book value
AS Estonian Air Tallinn 10076042 44,100+266 pref. 49% 188
188
Note 6 - Contingent liabilities Note 7 - Fees to audit firms
2005 2004 Fees paid to Deloitte amounted to MSEK 11 (1) for audit services and MSEK 8 (4)
Other contingent liabilities benefiting: for other services.
Bluel 184 139
Widerge's Flyveselskap 142 121
SAS Trading AB 2 -
328 260

Effective December 31, 2003, SAS AB has pledged to guarantee as its own liabil-
ity the SAS Consortium’s current and future interest-bearing obligations, leasing
commitments and other financial obligations (irrevocable undertaking).
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Proposed disposition of earnings

and adoption of the statements of income and balance sheets

The SAS Group
The Board proposes that the Annual General Shareholders’ Meeting adopt the statement of income and balance sheet and the consolidated
statement of income and balance sheet for the year 2005.

SAS AB MSEK
Retained earnings 1,507
Group contribution received, net 359
Net income for the period 2,067
Total unrestricted equity 3,933

The Board of Directors proposes that no dividend be paid and that MSEK 3,933 be carried forward to new account.
The Board of Directors and President give their assurance that, to their knowledge, the annual accounts have been prepared in accordance with
generally accepted accounting principles for stock market companies, the information submitted is consistent in all material respects with actual

circumstances and nothing of material importance has been omitted that could affect the view of the company created by the annual accounts.

Stockholm, March 7th, 2006

Egil Myklebust Jacob Wallenberg
Chairman Vice Chairman
Berit Kjoll Timo Peltola Fritz H. Schur Anitra Steen
Lars Rebien Sgrensen Ulla Gréntvedt OlavH.Lie Verner Lundtoft Jensen

Jorgen Lindegaard
President and CEO

Our auditors’ report was submitted on March 7th, 2006.
Deloitte AB

Peter Gustafsson
Authorized Public Accountant

H ]
Auditors’ Report
To the Annual General Shareholders’ Meeting of SAS AB
Corporate Identity Number 556606-8499

We have audited the annual accounts on pages 54-84, the consolidated accounts, the accounting records and the administration of the Board of
Directors and the President of SAS AB for the fiscal year 2005. These accounts and the administration of the company and the application of the
Annual Accounts Act when preparing the annual accounts and the application of International Financial Reporting Standards as adopted by the
EU and the Annual Accounts Act when preparing the consolidated accounts are the responsibility of the Board of Directors and the President. Our
responsibility is to express an opinion on the annual accounts, consolidated accounts and the administration based on our audit.

We conducted our audit in accordance with generally accepted auditing standards in Sweden. Those standards require that we plan and perform
the audit to obtain assurance with high but not absolute certainty that the annual accounts and consolidated accounts are free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the accounts. An audit also includes assess-
ing the accounting principles used and their application by the Board of Directors and the President and significant estimates made by the Board of
Directors and the President when preparing the annual accounts and consolidated accounts as well as evaluating the overall presentation of informa-
tion in the annual accounts and the consolidated accounts. As a basis for our opinion concerning discharge from liability, we examined significant
decisions, actions taken and circumstances of the Company in order to be able to determine the liability, if any, to the Company of any board member
or the President. We also examined whether any board member or the President has, in any other way, acted in contravention of the Companies Act,
the Annual Accounts Act or the Articles of Association. We believe that our audit provides a reasonable basis for our opinion set out below.

The annual accounts have been prepared in accordance with the Annual Accounts Act and give a true and fair view of the Company’s financial
position and results of operations in accordance with generally accepted accounting principles in Sweden. The consolidated accounts have been
prepared in accordance with International Financial Reporting Standards as adopted by the EU and the Annual Accounts Actand give a true and fair
view of the Group’s financial position and results of operations. The Report by the Board of Directors is consistent with the other parts of the annual
accounts and the consolidated accounts.

We recommend to the Annual General Shareholders’ Meeting that the statements of income and balance sheets of the Parent Company and the
Group be adopted, that the profit in the Parent Company be dealt with in accordance with the proposal in the Report by the Board of Directors and
that the members of the Board of Directors and the President be discharged from liability for the fiscal year.

Stockholm, March 7th, 2006
Deloitte AB

Peter Gustafsson
Authorized Public Accountant

SAS Group Annual Report 2005
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Corporate governance

The SAS Group considers that well-functioning corporate governance principles are essential
for assuring shareholders and other stakeholders that the SAS Group’s activities will be char-
acterized by reliability, effective control, transparency and a high level of business ethics.

Corporate Governance Report

Corporate governance in the SAS Group is
based on Swedish legislation, primarily the
Swedish Companies Act, the Swedish Code
of Corporate Governance and the listing
agreement with the Stockholm Stock Ex-
change as well as other applicable rules and
recommendations issued by relevant organi-
zations.

The SAS Group follows developments in
the area of corporate governance, adapting
its principles for corporate governance to
create value for shareholders and other
stakeholders through the adequate dissemi-
nation of information to shareholders, real
shareholder influence and effective manage-
mentand Board work.

Swedish Code of Corporate Governance
The Swedish Code of Corporate Governance
(the “Code”) was introduced on December
16,2004, Pursuant to the Stockholm Stock
Exchange listing requirements, listed com-
panies on the A List and larger companies
onthe O List must apply the Code as of July 1,
2005.

SAS AB, whose shares are listed on the
Stockholm Stock Exchange A List, is thus
covered by the requirement to apply the
Code. In 2005, SAS gradually implemented
the provisions of the Code that had not previ-
ously been applied by SAS within the frame-
work of the company’s current corporate
governance principles.

The Code prescribes that a special report
on corporate governance issues be added

Corporate governance

Responsibility and decision-making process
The SAS Group has 22,821 shareholders.
The biggest shareholders are the three
Scandinavian governments. The largest
private shareholder are the Knut and Alice
Wallenberg Foundation, Odin-fonderna

and the State of New Jersey Common
Pension Fund.

to the company’s annual report, stating that
the Code is being applied by the company
and clearly describing how the company ap-
plied the Code during the most recent fiscal
year. In the report the company shall state
which rules in the Code it departed from and
clearly account for each departure.

This report, which has been prepared in
accordance with the provisions of the Code,
constitutes the SAS Group’s corporate gov-
ernance report for the 2005 fiscal year. The
report has not been examined by the com-
pany’s auditors.

Application of the Code

The SAS Group applies the Code. During the
year SAS followed the Code apart from the
following instances :

Clause 3.7.2 of the Code states that the
board is to report how that part of internal
control dealing with financial reporting
is organized and how well it functioned
during the most recent fiscal year. In this
area the Board has decided for 2005 to
follow the Code only in part, by issuing an
internal control report that does not con-
tain a statement on how well internal con-
trol functioned. The reason for the Board’s
decision is the ongoing work in the com-
pany to formalize these processes and the
part of internal control dealing with finan-
cial reporting so that next year it can give
the Board better data for making a formal
statement on how well internal control

Shareholders

Auditors Shareholders’ Meeting

Board of Directors

7 meetings Audit
in 2005 committee

Internal auditing

President and CEO

6 recorded
Nomination meetings
committee since 2005

Shareholders’

Meeting

Remuneration 3 meetings
committee in 2005

Appointment relationship

Operational relationship
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functioned. The Board’s position in this
regard is supported by the statements
from the Council for Swedish Corporate
Governance, which deems it adequate if
companies restrict their internal control
report for 2005 to a description of how
their internal control is organized without
making any statement on how well it
functioned.

The report issued by the board on the
part of internal control dealing with finan-
cial reporting shall, pursuant to the Code,
be examined by SAS’s auditors. Such an
examination has not taken place. The rea-
son is that the company’s auditors, sup-
ported by a statement by FAR, did not re-
gard it as consistent with generally ac-
cepted accounting principles and profes-
sional ethics to perform such an examina-
tion regarding the 2005 fiscal year, since
the requisite criteria for carrying out such
aninvestigation are lacking.

Pursuant to the Code, the shareholders’
meeting shall be held in Swedish and the
materials presented shall be in Swedish.
Meeting deliberations are held primarily in
Swedish, but contributions and speeches
are regularly made at the meeting in Nor-
wegian and Danish. Also some material
presented at the Shareholders’ Meeting of
SAS AB is in Danish and Norwegian. Pur-
suant to provisions of the Articles of Asso-
ciation for SAS AB, the language of the
Shareholders’ Meeting shall be Swedish,
Danish or Norwegian, and, if the Board so
decides, even another language. The rea-
son for this provision of the articles of asso-
ciation is the SAS Group’s strong Scandi-
navian character with the largest number
of shareholders in Denmark and Norway, a
management and Board comprising per-
sons from all three Scandinavian coun-
tries and a system for remote attendance
ofthe Shareholders’ Meeting from Copen-
hagen and Oslo. In view of this and since
the experience from the current arrange-
ment is overwhelmingly positive, in the
Board’s view any one of the Scandinavian
languages may be freely used at company
Shareholders’ Meetings. Bearing in mind
the Scandinavian languages' great similar-
ity, the Board has not seen any reason for
simultaneous interpreting.

Shareholders’ meeting

Pursuant to the Companies Act, the share-
holders’ meeting is the company’s supreme
decision-making body. At the shareholders’
meeting shareholders exercise their voting
rights. At the Shareholders’ Meeting of SAS
AB, one share is equal to one vote.

SAS Group Annual Report 2005
Corporate governance

All shareholders who are recorded in the
share register and have given notice of their
attendance have a right to attend the meet-
ing and vote their total holding of shares.

The Annual General Shareholders’ Meet-
ing shall be held within six months from the
end of the fiscal year. The meeting, usually
held in April, decides on, among other things,
the adoption of the company’s annual ac-
counts, the application of the company’s
profit or coverage of its loss and discharging
the members of the Board and the President
from liability. The Annual General Share-
holders’ Meeting also elects Board mem-
bers, members of the company’s nomination
committee and auditors and decides on
directors’ and audit fees.

The Shareholders’ Meeting is held in
Stockholm, where the Board is domiciled, or
in Solna, where company headquarters are
located. According to a provision in the
company’s articles of association, share-
holders can also attend the Shareholders’
Meeting from locations in Copenhagen and
Oslo via remote audio-video hookup. Share-
holders attending the Shareholders’ Meet-
ing from Copenhagen and Oslo have the
same rights, including voting rights, as
shareholders attending in Stockholm. No-
tices of the Shareholders’ Meeting are al-
ways published in a number of daily news-
papers in Denmark, Norway and Sweden
and are announced in press releases and
published on the company’s website. The
company sends notices to those sharehold-
ers whose addresses are known to it. Deci-
sions made at the Shareholders’ Meeting
are published immediately after the meet-
ing in a press release. The minutes of the
Shareholders’ Meeting are published on the
company’s website.

In 2005 the Shareholders’ Meeting was
held in April 13, 2005.

Nomination committee
According to the Articles of Association of
SAS AB, the election of a nomination com-
mittee shall take place at the Annual General
Shareholders’ Meeting. The nomination
committee is to reflect the shareholder
composition in the company and has the
aim of helping to elect a Board of Directors
that is suitable and representative of the
shareholders and in other respects lay a
proper foundation for the Annual General
Shareholders’ Meeting’s discussion and de-
cisions on various issues that the meeting
decides that the nomination committeeis to
prepare for each year.

The 2005 Shareholders’ Meeting decid-
ed to elect as members of the nominating
committee for the period up until the 2006

Annual General Shareholders’ Meeting
Jacob Heinsen, Danish Ministry of Finance;
Rune Selmar, Norwegian National Insur-
ance Scheme Fund; Palle Olsen, Pen-Sam
Liv Forsikringsselskab; Pia Rudengren, Knut
and Alice Wallenberg Foundation; Reier
Seberg, Norwegian Ministry of Trade and In-
dustry; Jarl Ulvin, Odin Forvaltning, and Eva
Halvarsson, Swedish Ministry of Industry,
Employment and Communications. The
Shareholders’ Meeting’s decisions also cov-
ered rules on the nomination committee’s
work methods and procedure for appoint-
ing replacements for members who resign
before the 2006 Annual General Sharehold-
ers’ Meeting. Eva Halvarsson was elected
chairman of the nomination committee.

In autumn 2005 the following changes
took place in the composition of the nomi-
nation committee:

Pia Rudengren was replaced by Mathias

Pedersen, Knut and Alice Wallenberg

Foundation,

Rune Selmar was replaced by Lars Trons-

gaard, National Insurance Scheme Fund,

Eva Halvarsson was replaced by Jonas

Iversen, Swedish Ministry of Industry,

Employment and Communications, who

was also elected nomination committee

chairman.

Information on the nomination commit-
tee’s original composition and subsequent
changes was publicized in press releases and
on the company website.

The nomination committee is to make re-
commendations as specified below to be de-
cided atthe 2006 Annual General Sharehold-
ers’ Meeting:

Chairman of the Annual General Share-

holders’ Meeting,

Number of Board members,

Board members and Chairman,

Directors’ fees, divided among the Chair-

man, Vice Chairman, other members and

any remuneration for work on Board
committees,

Audit fee,

Nomination committee for 2007 Annual

General Shareholders’ Meeting.

As a part of nominating work the nomina-
tion committee evaluates the Board’s work,
qualifications and composition. The Chair-
man has attended some of the nomination
committee’s meetings and at them report-
ed the result of the Board’s own evaluation
of its work. Up until the end of February, the
nomination committee has held six record-
ed meetings since it was elected at the
Shareholders’ Meeting on April 13, 2005.

The nomination committee’s recommen-
dations will be published in the notice of the
Annual General Shareholders’ Meeting and



on the company website and be presented
and commented on at the 2006 Annual
General Shareholders’ Meeting.

Members did not receive any fees or oth-
er remuneration for their work on the nomi-
nation committee.

Board of Directors

At the 2005 Annual General Shareholders’
Meeting, seven Board members were elect-
ed, The Board also comprises three mem-
bers, each with two personal deputies elect-
ed by the SAS Group’s employee groups in
Denmark, Norway and Sweden according to
aspecial agreement. Deputies attend Board
meetings only in the absence of an ordinary
member. Except for employee representa-
tives, no Board member is employed by SAS
AB or any other company in the SAS Group.

The members and composition of the
Board appear on page 90.

As page 90 makes clear, SAS AB meets
the standards that the Stockholm Stock Ex-
change Listing Requirements and Code set
regarding the Board’s independence vis-a-
vis the company, company management and
the company’s major shareholders.

The Board’s work is governed by the
Swedish Companies Act, the Articles of As-
sociation, the Code and the formal work
plan adopted by the Board each year. In ad-
dition to issues like the number of Board
meetings, the times and content of Board
dispatches, recording minutes, secrecy,
etc., the work plan describes the division of
the work of the Board between the Board
and its committees and among the Board,
its Chairman and the President. The work
plan also contains provisions for meeting
the Board’s needs for information and finan-
cial reporting on an ongoing basis and in-
structions for the President and the compa-
ny’s Board committees.

According to the Board's formal work plan
the Chairman, in close collaboration with the
President, is to monitor the company’s per-
formance, plan and chair Board meetings,

Board members’ attendance at Board meetings in 2005

Corporate Governance Report

be responsible for the Board evaluating its
work each year, scrutinize his own work rou-
tines and see to it that the Board always
receives the information necessary to do its
work effectively. The Chairman represents
the company in ownership matters.

Among the duties of the Board of Direc-
tors are setting the overarching objectives
and strategies of the SAS Group, adopting a
budget and business plan, discussing and
approving the year-end and interim reports,
setting important policies and regulations,
following economic developments, ensur-
ing the quality of financial reporting and in-
ternal control and deciding on investments
and major changes in the organization and
activities of the SAS Group.

In 2005 the Board had 11 meetings, in-
cluding the statutory meeting. In addition,
one meeting was held per capsulam (by cor-
respondence). The attendance of Board
members at Board meetings in 2005 ap-
pears in the table below.

The work of the Board during the year fol-
lowed a yearly agenda with permanentitems
for information and deciding on as well as
special topics. Each meeting followed an ap-
proved agenda, and proposed agendas and
support documentation were sent to the
Board prior to each Board meeting. The
President and other senior executives also
attended Board meetings to make presenta-
tions, and the General Counsel of the SAS
Group served as the Board'’s secretary.

At these meetings the Board discussed
the regular business items presented at the
respective meetings, such as business and
market conditions, financial reporting and
follow-up, the company’s financial position
and investments. The Board also discussed
sustainability-related material of material im-
portance and the quarterly changes in sick
leave. The Board studied the annual Sustain-
ability Report. Additionally, at various meet-
ings the Board discussed matters and topics
involving flight safety work, internal control,
evaluation of Board work, the year-end re-

port, interim reports, strategy and the busi-
ness plan and the budget. During the year
the Board paid visits to one the Group’s larger
subsidiaries and also heard detailed presen-
tations of the operations of three of the four
airlines in Scandinavian Airlines Businesses.

Special topics discussed by the Board in
2005 included the SAS Group’s earnings
improvement program (Turnaround 2005),
the ongoing cost-reduction and efficiency-
improvement work, the transaction with
Carlson Group regarding the ownership and
partnership in Rezidor SAS Hospitality, the
issuance of business ethics rules and guide-
lines for the SAS Group, the commercial ven-
tures in the form of Nya Inrikesflyget in Swe-
denand a new product for Europe, the sale of
the subsidiaries SAS Component, Jetpak
and European Aeronautical Group and the
implementation of the Swedish Code of Cor-
porate Governance and new rules on insider
trading.

The Chairman and other Board members
are remunerated for Board work in accor-
dance with decisions made at the Share-
holders’ Meeting, see page 66.

Board committees

As part of streamlining and enhancing the
work of the Board on certain issues there are
two committees. The Board appoints a remu-
neration committee and an audit committee
from among its own members. The main
duty of the committees is to prepare busi-
ness for the Board'’s decision. These commit-
tees, whose work is thus of a preparatory in
nature, imply no delegation of the legal liabili-
ty of the Board or its members. Reports to
the Board on issues discussed at the com-
mittees’ meetings is either in writing or given
orally at the following Board meeting. The
work of each committee follows written in-
structions and a work plan stipulated by the
Board. The General Counsel of the SAS
Group’s serves as the secretary to the com-
mittees. Minutes of committee meetings are
provided to all Board members.

Feb9 Mar 8 Apr13 Apr13* May2 Jun16-17 Aug 16 Oct13 Nov7 Nov14-15 Dec 15
Eqil Myklebust
Jacob Wallenberg u [ |
Berit Kjoll |
Timo Peltola (from Apr 13) - - - [ ]
Fritz H. Schur
Anitra Steen ]
Lars Rebien Serensen u ] [ ]

Verner L. Jensen (from Apr 13)
Ulla Grontvedt
Olov H. Lie (from Nov 14-15) - -

Nicolas E. Fischer (to Apr 13) u
John Lyng (to Nov 7)
Present M Absent * Statutory Board meeting
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No remuneration was paid for work on
Board committees in 2005.

Remuneration committee

In 2005 the Board’s remuneration commit-
tee consisted of Egil Myklebust (committee
chairman), Jacob Wallenberg and Fritz H.
Schur. Its main task was to make recom-
mendations for Board approval regarding
the terms of the President’s salary, employ-
ment and pension and deal with issues re-
lated to the SAS Group’s overall remunera-
tion policies for senior executives. In 2005
the committee had three recorded meet-
ings and a number of informal contacts.

The members of the committee attended
all the meetings. All members are inde-
pendent of the company, company manage-
ment and major shareholders.

In 2005 the committee made recom-
mendations to the Board on the President’s
salary and other terms of employment and
overall remuneration policies and other
terms for other members of Group Manage-
ment. The committee also evaluated and
prepared for decision the target contract for
the President, the President’s fulfillment of
his target contractand discussed general is-
sues regarding guidelines and remunera-
tion policies and incentive programs for
senior executives at SAS, including issues
regarding a possible introduction of a long-
term incentive program.

Prior to the 2006 Annual General Share-
holders’ Meeting, the committee will pre-
pare the recommendation for remuneration
policies and other terms of employment for
company management that pursuant to the
Code the Board shall present to the Annual
General Shareholders’ Meeting for approval.

Audit committee
Inautumn 2003 the Board decided to set up
an audit committee, which began its work in
2004. The members of the committee in
2005 were Egil Myklebust (committee chair-
man), Anitra Steen and Lars R. Serensen.
The committee’s chief task is to support
the Board in monitoring and assessing the
internal and external auditing process, be
responsible for preparing the Board’s work
on quality assuring the company’s financial
reporting, meet regularly with the compa-
ny’s auditor, study and evaluate reports
from the external auditors and assess
whether the routines for internal control, in-
ternal auditing and reporting are tailored to
the needs of the SAS Group. The committee
shall also scrutinize the auditors’ independ-
ence vis-a-vis the company, including the
extent of the auditors’ non-audit-related en-
gagements for the company. A further task
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of the committee is to evaluate the efforts of
the auditors and inform the nomination
committee of the result and in other re-
spects assist the nomination committee by
drafting recommendations for the election
of auditors and fees for their efforts.

In 2005 the committee had seven
recorded meetings. Myklebustand Steen at-
tended all of them, while Sérensen attended
five. Besides the committee secretary, the
SAS Group CEO and CFO, the company’s au-
ditors and, depending on the nature of the
business, the head of internal auditing at-
tend meetings of the committee.

The requirements of the Code regarding
the number of members of the audit commit-
tee whoareto be independent of the company,
company management or major sharehold-
ers’are met.

In addition to the yearly recurring busi-
ness regarding quality assurance of financial
reporting, detailed review of the year-end re-
port and interim report as of September 30,
in 2005 the committee discussed business
dealing with the accounting of the Swedish
ITP pensions placed with Alecta, the ac-
counting at Spanair, the work and function of
internal auditing, special focus areas for audit-
ing work, risk analyses and internal control.

Auditors

Elected by the Annual General Shareholders’
Meeting, the auditors are tasked with scruti-
nizing the company’s financial reporting and
management of the company by the Board
and the President. Pursuant to the Swedish
Companies Act, the term for auditors in
Swedish limited companies is four years.

Atthe 2001 Annual General Shareholders’
Meeting the registered auditing firm Deloitte
AB was elected auditor until the 2005 Annual
General Shareholders’ Meeting. Deloitte is
part of Deloitte Touche Tohmatsu, a global ac-
counting and consulting firm. There was an
election of an auditor at the 2005 Annual
General Shareholders’ Meeting, when De-
loitte AB, with Peter Gustafsson as principal
auditor, was reelected for the period until the
end of the 2009 Annual General Sharehold-
ers’ Meeting. Peter Gustafsson has headed
audit services for Deloitte since 2003. Be-
sides SAS AB, he has audit engagements with
SAAB Automobile, Teleca, Technology Nexus,
Akademiska Hus and the Ports of Stockholm
and Gothenburg. Peter Gustafsson was previ-
ously an auditor at Elanders, Connex Trans-
port, Song Networks and other companies.

In accordance with the company’s internal
rules, the auditor met with the Board on three
occasions in 2005, presenting the program
for his auditing work, at which he reported his
observations from auditing the annual report,

examining the interim report as of September
30and assessing the company’s internal con-
trol. The auditor attended all meetings of the
auditcommittee during the year. According to
the Board’s work plan, the Board shall meet
with the company’s auditor at least once a
year without the President or anyone else
from company management present.

In the past three years, in addition to its
auditing work, Deloitte performed advising
services for companies in the SAS Group in
areas connected with auditing, such as tax
consulting, transition to reporting accord-
ing to IFRS and issues relating to the incor-
poration of units during 2004, for a total in-
voiced amount of MSEK 38, of which MSEK
16 pertains to 2005.

The auditor receives a fee for his work in
accordance with a decision of the Annual
General Shareholders’ Meeting.

President and Group Management

The Board appoints the President and CEO,
who pursuant to the Company Act and the
Board’s work plan and instructions to the
President is responsible for the day-to-day
management of company and Group opera-
tions. The five members of Group Manage-
ment as well as the heads of certain corpo-
rate functions report to the President.

In its instructions to the President the
Board has laid down detailed rules for the
President’s authority and obligations. With-
in the framework of the current work plan
and instructions to the President, which
regulate inter alia the relationship between
the President and the Board, Group Man-
agementis responsible for business control,
financial reporting, acquisitions and dispos-
als of companies and major collaborations,
financing, capital structure, risk management
and communication with financial markets
and other matters of a Group-wide nature.

The President and CEO is Jargen Linde-
gaard. A more detailed presentation of the
President’s background, experience, posi-
tions and shareholdings appears on page 91.

The President works closely and ex-
changes information with the Chairman and
also meets regularly with the Chairmanto plan
Board meetings. The President keeps the
Chairman and the rest of the Board continual-
ly apprised of the company’s and Group’s op-
erations and performance. To enable the
Board to monitor the Group’s financial posi-
tiononanongoing basis, the President makes
monthly reports to the Board. In addition to
the President, Group Management currently
comprises five members, named by the Presi-
dentin consultation with the Board. The com-
position of Group Management appears on
page 91 of the Annual Report.



Group Management is not a corporate
body within the meaning of Swedish limited
company law and as a collegial manage-
ment body has no legal liability vis-a-vis the
Board and shareholders. Group Manage-
ment has recorded meetings every week.
These meetings are chaired by the Presi-
dent, who reaches decisions after consulting
with the other members of Group Manage-
ment. Group Management’s management
and control of the Group’s subsidiaries and
major business units are primarily tied to ac-
tive work on the boards of the respective
subsidiaries and business units. For the
Group’s business units that are not separate
legal entities, internal boards have been es-
tablished that in all essentials function like
the boards of directors of Group sub-
sidiaries. The boards are often composed of
representatives of Group Management and
Corporate Functions, with the responsible
member of Group Management as chair-
man. In certain larger subsidiaries and busi-
ness units there are also external board
members and representatives of the em-
ployees.

Remuneration policies and other terms
of employment for company management
For 2005 the following overall policies stip-
ulated by the Board for remuneration and
other terms of employment were applied.
Remuneration shall consist of a personal
salary, divided into a base salary and vari-
able salary and an earnings-based salary as
well pension and other benefits. Both the
variable and earning-based portions are
limited to a maximum percentage of the
base salary. Depending on the position, the
maximum variable compensation is 26% -
50%. The amount of the variable salary is
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linked to the meeting of specific targets,
which may be quantitative or qualitative as
well as relate to company-specific or per-
sonal goals. The earnings-based salary de-
pends on the SAS Group’s earnings before
capital gains. A full earnings-based salary
may be paid if the budgeted result is at-
tained, assuming it is positive. An earnings-
based salary is never paid if earnings are
negative. Neither the President nor other
senior executives in the Group received any
fees for engagements on the boards of the
Group’s subsidiaries, business units and af-
filiated companies.

In the SAS Group there are no share or
share-price-related incentive programs for
the Board or company management.

The Board sets the President’s remuner-
ation and other terms of employment on the
recommendation of the remuneration com-
mittee. The President decides on remunera-
tion and other terms of employment for
members of Group Management in accor-
dance with the overarching guidelines set
by the Board. The President sets the targets
for variable remuneration for members of
Group Management and other senior exec-
utives who report to him.

In other respects the SAS Group applies
the so-called “grandfather” principle in set-
ting salaries and other benefits. This princi-
ple means that the manager above an em-
ployee’s immediate manager must always
be informed of and approve that employee’s
compensation.

For information on the Group’s remuner-
ation policies and overarching principles as
well as the compensation and benefits to
the Board, President and senior executives,
see Note 3 on pages 65-67.

SAS AB
Spanair S.A.
SAS Danmark A/S SAS Norge AS SAS Sverige AB
Widerge's Flyveselskap AS
SAS Consortium Oy Bluel AB
airBaltic Corporation A/S
SAS Scandinavian SAS Scandinavian AS Estonian Air

Airlines Danmark A/S S lEeEEnE A

Airlines Sverige AB

SAS Technical Services AB

SAS Ground Services AB

SAS Cargo Group A/S

SAS Flight Academy Holding AB
SAS Business Opportunities AB
Rezidor SAS Hospitality Group AB

Others

Financial reporting

According to Clause 5.1.3 of the Code, in the
corporate governance report, the company
shall disclose information about the manner
in which the Board assures the quality of the
financial reporting and communicates with
the company’s auditor.

The audit committee is responsible for
preparing the Board’s work in quality assur-
ing financial reporting. This quality assurance
takes place whereby the committee discuss-
es critical auditing issues and the financial re-
ports that the company submits. Among the
issues the committee discusses are those re-
garding internal control, compliance with
rules, specifically identified focus areas, un-
certainty in reported values, events after the
closing date, changes in estimates and as-
sessments, financial and legal risks, suspect-
ed and verified irregularities and other mat-
ters affecting the company’s financial report-
ing. The company’s external auditor attends
all meeting of the audit committee.

The Board scrutinizes and approves the
company’s year-end report and interim re-
ports.

To quality assure the Board’s work on fi-
nancial reporting and ensure the Board’s
access to and oversight and follow-up of au-
diting work, the Board meets the company’s
principal auditor on at least three occasions
ayear. At the Board meeting in February the
auditor reports his observations from his
auditing of the annual accounts. In May the
auditor presents and the Board discusses
the program for risk analysis work and focus
of examination for the year in question. After
the “hard close” as of September 30, the au-
ditor reports to the Board in November his
observations from the examination and his
analysis of critical processes and risks.

In the period 2001-2004, the SAS Group harmo-
nized its legal structure with the Group’s business
structure.
The mostimportant changes were:
February 2004: a number of subsidiaries were
transferred from the SAS Consortium to SAS AB.
July 2004: SAS Braathens was founded as a
subsidiary of the SAS Consortium.
October 2004: SAS Ground Services and SAS
Technical Services were incorporated.
SAS Scandinavian Airlines Sverige AB and SAS
Scandinavian Airlines Danmark A/S were newly
founded as subsidiaries.
The SAS Consortium is the SAS Group’s entity for
financing and aircraft leasing. SAS Danmark A/S,
SAS Norge AS and SAS Sverige AB are taxable
entities for the SAS Consortium’s results.
The SAS Consortium also holds all the traffic
rights for Scandinavian Airlines Businesses.
The SAS Group's intercontinental airline busi-
ness is operated by the SAS Consortium.

SAS Group Annual Report 2005
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Board of Directors & auditors

Among the duties of the Board are setting the overarching objectives and strategies of the SAS Group, adopting a
budget and business plan, discussing and approving the year-end and interim reports and deciding on investments

and major changes in the SAS Group.

Fritz H. Schur Verner Lundtoft Jensen

Chairman

Egil Myklebust, born 1942

Chairman of the Board of SAS AB since 2001.
Directorships: University of Oslo, Sandvik AB,
Vetco International Ltd.

Education: Cand. jur. degree

Shareholding: 3,000

Vice Chairman

Jacob Wallenberg, born 1956

Vice Chairman of the Board of SAS AB since 2001.
Chairman of Investor AB.

Directorships: Vice Chairman of Atlas Copco and SEB,
Skandinaviska Enskilda Banken. Member of the Board
of ABB Ltd, the Knut and Alice Wallenberg Foundation,
W Capital Management and the Nobel Foundation.
Education: MBA, Wharton School, University of Penn-
sylvania.

Shareholding: 5,000

Regular Members

Berit Kjell, born 1955

Member of the Board of SAS AB since 2001.

Division Director, Telenor ASA.

Directorships: DnBNOR ASA, TusenFryd ASA.
Education: College degree in Tourism, Oppland Univer-
sity College. Markedsgkonom degree, Norwegian
School of Marketing, Oslo. AMP, Insead.

Shareholding: 1,600

Timo Peltola, born 1946

Member of the Board of SAS AB since 2005.
Directorships: Chairman of Neste Oil, Pension Insurance
Company limarinen (Supervisory Board). Vice Chairman
of Nordea and Member of the Board of TeliaSonera,
Finnish Fair Corporation, CVC Capital Partners Advisory
Board, AW Energy Oy.

Education: MBA, Turku School of Economics and Busi-
ness Administration. Studied at IMI, Geneva. Honorary
doctorate in economics, Swedish School of Economics
and Business Administration in Helsinki and Turku
School of Economics and Business Administration.
Shareholding: 0
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Lars Rebien Serensen

Timo Peltola Anitra Steen

Fritz H. Schur, born 1951

Member of the Board of SAS AB since 2001.

Chairman of the companies in the Fritz Schur Group.
Directorships: Chairman of Post Danmark A/S, DONG
A/S and F. Uhrenholt Holding A/S. Vice Chairman of Brd
Klee A/S. Member of the Board of CIC A/S and DE POST
NV/LA POSTE SA, Belgium.

Education: Handelshgjskolens Afgangseksamen (HA)
business degree.

Shareholding: 20,000

Anitra Steen, born 1949

Member of the Board of SAS AB since 2001.
President of Systembolaget AB.

Directorships: Member of the Board of Sédersjukhuset
AB, Aimega and Kungstradgarden Park & Evenemang AB.
Education: Cand.phil. degree with a concentration in
the behavioral and social sciences, Uppsala University.
Shareholding: 0

Lars Rebien Serensen, born 1954

Member of the Board of SAS AB since 2001.

President of Novo Nordisk A/S.

Directorships: ZymoGenetics Incorporated and Bertels-
mann AG.

Education: M.Sc. in forestry, Royal Veterinary and Agri-
cultural University, Denmark, and B.Sc. in international
economics, Copenhagen Business School.
Shareholding: 0

All Shareholders’ Meeting-elected members of
the Board are independent in relation to the
company and company management. All mem-
bers of the Board are independent in relation to
major shareholders with the exception of Anitra
Steen owing to her position in wholly Swedish-
government owned Systembolaget AB.

Share convertibles and options
The SAS Group has not issued any share
convertibles or options.

Ulla Gréntvedt

Jacob Wallenberg  OlavH.Lie  BeritKjoll Egil Myklebust

Employee representatives

Ulla Gréntvedt, born 1948

Employed at SAS Ground Services.
Member of the Board of SAS AB since 2001.
Shareholding: 300

Deputies:

Sven-Erik Olsson, first deputy.
Shareholding: 0

Par-Anders Gustafsson, second deputy
Shareholding: 0

Olav H. Lie, born 1963

Employed at SAS Ground Services Norway.
Member of the Board of SAS AB since 2005.
Shareholding: 0

Deputies:

John Lyng, first deputy.
Shareholding: 0

Asbjgrn Wikestad, second deputy.
Shareholding: O

Verner Lundtoft Jensen, born 1955

Employed at SAS Scandinavian Airlines Danmark.
Member of the Board of SAS AB since 2005.

Member of the Board of SAS Danmark A/S since 2005.
Shareholding: 866 (close relation)

Deputies:

Nicolas E. Fischer, first deputy.
Shareholding: 0

Carsten Bardrup Nielsen, second deputy.
Shareholding: O

Auditors:
Deloitte AB

Principal auditor:
Peter Gustafsson
Authorized Public Accountant

Corporate Secretary:
Mats Lonnkvist
General Counsel, SAS Group
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The President and CEO is in charge of the day-to-day management of the Group. In addition to the President, SAS
Group Management comprises five members named by the President in consultation with the Board. Members of
Group Management have divided among themselves the responsibilities for the Group’s business management.

Jorgen Lindegaard, born 1948

President and CEO

Assumed his post as head of the SAS Group on May 8,
2001. With a background in telecommunications, since
1975 he has held a number of senior executive positions,
including those of CEO of Fyns Telefon A/S, Kgbenhavns
Telefon A/S and Director of TeleDanmark. He joined GN
Store Nord A/S in 1996 and became its President and
CEOin 1997.

Member of the Board of FIH Erhvervsbank A/S and of
Telenor ASA.

Education: Civilingenigr degree, Technical University

of Denmark.

Shareholding: 42,500

Gunnar Reitan, born 1954

Deputy CEO

Member of the SAS Management Team from September
1993 to May 8, 2001, and subsequently member of
SAS Group Management. Responsible for the business
areas Subsidiary & Affiliated Airlines and Hotels and for
the Corporate Function Alliances & Corporate Partner-
ships. Chief Financial Officer until September 16, 2002.
Joined SAS in 1988 in Oslo as Director of SAS Station
Services. Later Vice President, Finance and Administra-
tion for SAS in Norway. Deputy CEO since 1993.
Experience in banking, industry and transportation.
Member of the Board of Vital Forsikring ASA and Leif
Heegh & Co Ltd.

Education: Degree from Trondheim College of Economics
and Business Administration.

Shareholding: 1,000

Gunilla Berg, born 1960

Executive Vice President and Chief Financial Officer
Member of SAS Group Management since September
16,2002, and responsible for Corporate Functions
covering business control, finance and asset manage-
ment, investor relations, purchasing and IT. Previously
Vice President and Chief Financial Officer of Kooperativa
Forbundet. Experience from various executive positions
in banking and industry.

Member of the Board of Alfa Laval AB and L E Lund-
bergféretagen AB.

Education: Civilekonom degree, Stockholm School

of Economics.

Shareholding: 1,000

John S. Dueholm, born 1951

Executive Vice President

Member of SAS Group Management since September 1,
2002. Responsible for the business area Scandinavian
Airlines Businesses. Previously responsible for the
business areas Airline Support Businesses and Airline
Related Businesses, CEO of SAS Data and Senior Vice
President of SAS Technical Division 1996-1998. Senior
Vice President of Group4Falck 1998-2002.
Member of the Board of Kilroy A/S and Lindorff A/S.
Education: Cand. merc. degree in Business Adminis-
tration.

Shareholding: 0

Hakan Ericson, born 1962

Executive Vice President

Member of SAS Group Management since October 1,
2005 and responsible for the business area Airline
Support Businesses, i.e., SAS Technical Services, SAS
Ground Services, SAS Cargo, SAS Flight Academy,
SAS Media. Previously Managing Director DHL, Freight
Europe and European Networks, Deputy CEO of ASG
AB and experience from various executive positions in
the logistics industry.

Education: Civilekonom degree, Stockholm University
Shareholding: 1,000

Bernhard Rikardsen, born 1956

Executive Vice President

Member of the SAS Management Team from November
1993 until May 8, 2001, and subsequently member of
SAS Group Management. Responsible for Corporate
Administration & Support, which covers Corporate
Communications and Public Affairs, Corporate Human
Resources and Group Shared Services. Responsible for
the SAS Group’s Emergency Response Organization.
Joined the SAS human resources departmentin
Norway in 1981. Personnel Director at SAS in Norway
1990-1993.

Education: Bachelor of Business Administration from
Bl Norwegian School of Management, Oslo.
Shareholding: 0

Share convertibles and options
The SAS Group has not issued any share
convertibles or options.
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The Board of Directors’ reporton internal control
over financial reporting for the financial year 2005

As of 2005, companies listed on the Stockholm Stock Exchange that follow the Swedish Code of Corporate Governance
must submita report on how its internal control — the part dealing with financial reporting —is organized and how well
it functioned during the year. The aim of this report is to give shareholders and other stakeholders a better view and
understanding and how internal control over financial reporting at SAS is organized.

This report has been prepared in accordance with
the Swedish Code of Corporate Governance and
guidelines compiled by FAR and the Confederation
of Swedish Enterprise and is therefore limited to
internal control over financial reporting. In accor-
dance with the statement from the Council for
Swedish Corporate Governance on a transitional
solution for 2005, this internal control report is re-
stricted to a description of how the internal control
is organized and makes no statement on how well
it functioned. This report is not a part of the formal
Annual Report and has not been examined by the
company’s auditors.

SAS Group applies COSO, the internationally most
recognized and adopted framework for internal con-
trolto describe and evaluate the SAS Group’s control
structure. Internal control over financial reporting is
a process that involves the Board, company man-
agement and personnel and is designed to provide
assurance of reliability in external reporting. The or-
ganization of the Group-wide control environment is
described in detail in the SAS Group corporate gover-
nance report.

Internal control over financial reporting is described
below in five areas that jointly form the basis of a
sound control structure.

Control environment

The control environment forms the basis of internal
control. The control environment includes the culture
that SAS communicates and operates from in a
number of areas. The aim of the SAS Group is for
values such as reliability and openness as well as
consideration and value creation to permeate the
organization. It is important for all actions, internal
as well as external, shall reflect these basic values.
In 2005 a Code of Conduct was distributed to allem-
ployees, which describes well the desired attitudes
invarious situations.

During the past years, the SAS Group has changed
its organizational and legal structure to better harmo-
nize it with its business structure and to achieve
greater clarification of responsibility and authority,
amid a process of greater decentralization. The man-
agement of the SAS Group has been described in a
management document, which outlines manage-
ment philosophy, management model, roles and re-
sponsibilities of subsidiary boards, shareholder re-
quirements, overarching follow-up and intra-Group
business relations. This document has been commu-
nicated and distributed to all management teams in
subsidiaries and other senior executives. For the SAS
Group’s Board as well as for each subsidiary there are
instructions for the Board and CEO that clearly setout
responsibilities and authority.

In addition, there are policies in all key areas, at a
Group level as well as at the subsidiary level, which

Egil Myklebust
Chairman

Berit Kjoll

Lars Rebien Sgrensen
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define responsibilities and authority and guidelines
for courses of action. All policies are available on
The SAS Group intranet, which also makes updating
easier.

Risk assessment

Together with the external audit, company manage-
ment performs an annual risk assessment in the
spring regarding financial reporting. The risk analy-
sis has identified a number of critical processes
such as the revenue process, purchasing process,
payroll handling process, financial statement
process and IT. The analysis of risks in various major
balance sheet and income items is graded. More-
over, since a few years ago, company management
has identified another critical area, common to all
subsidiaries, where an analysis of internal control is
tobedone, a “self-assessment.” The internal control
examination covers the areas control environment,
authorization for payment, purchasing routines/in-
vestment, contract handling, payroll handling, cost
control, the revenue process and follow-up routines.
The risk analysis is reviewed with the audit commit-
tee and the SAS Group’s Board.

Moreover, the internal audit performs an ongoing
overarching risk analysis of the SAS Group’s internal
audit function, which results in an annual audit plan,
whichinturnis revised if the risk analysis is changed.
The audits performed by the internal audit are pri-
marily aimed at operational auditing, but also focus
on processes that impact financial reporting and
risks of irregularities, improper favoritism of another
party at company expense and the risks of losses or
embezzlement. The audit plan is reviewed with the
audit committee and the SAS Group’s Board.

Control activities

The aim of the SAS Group is to establish adequate
activities to manage the risks affecting internal con-
trol over financial reporting. This also includes con-
trol activities that preventirregularities.

Control activities cover inter alia internal control
in each Group company. The analysis is done by the
management of all subsidiaries through a “self-as-
sessment” regarding internal control. This is also
examined by the external auditors, who do an inde-
pendent analysis of the status and potential for
improvement. When analyses are not approved,
where the judgment of the external auditors prevails,
plans of action shall be prepared and implemented,
which is followed up by the Group’s internal audit.

Inaddition to this, each year two areas for in-depth
study are focused on in the critical processes identi-
fied. This is carried out in most of the subsidiaries in
the Group. In previous years the revenue process,
payroll process and IT-inspections were studied in
depth. For 2005 the financial statement process was

Stockholm, March 7th, 2006

Fritz H. Schur
OlavH.Lie

Timo Peltola
Ulla Grontvedt

Jorgen Lindegaard
President and CEO
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examined. All of these examinations resultin a num-
ber of recommendations aimed atimproving further
the quality of internal control.

The audits conducted by the internal audit con-
ducts always result in recommendations that are
graded on the basis of arisk perspective. During the
year, the internal audit focused inter alia on the in-
ternal control in the Baltic subsidiaries and affiliated
companies, as well as Spanair, SAS Cargo and SAS
Component.

In 2006 a new control activity is starting involving
in-depth reviews of selected subsidiaries” account-
ing and application of the SAS Group’s accounting
policies. These in-depth reviews will be done from
the Group’s central accounting unit. The choice of
companies will be based on a risk analysis.

Information and communication

The SAS Group’s ambition is for information and
communication paths regarding internal control for
financial reporting to be appropriate and known in
the Group. Policies and guidelines regarding the fi-
nancial process are communicated to all parties in
the Group affected through direct distribution via
electronic mail, but also via the intranet, where all
policies and guidelines in the financial areas are col-
lected in the “SAS financial guide.”

The SAS Group’s published external reports are
based on reporting from all legal entities in accor-
dance with a standardized reporting routine. The
SAS Group’s accounting policies as well as any
changes are always communicated by direct dis-
patch and at regular meetings with those responsi-
ble for financial matters in all subsidiaries. Moreover,
every month all subsidiaries submita report on their
activities, including their financial status and per-
formance, to the board and affected corporate func-
tions.

To ensure that the provision of external informa-
tionis correct and complete, there is an information
policy regarding disclosures to the stock exchange
as well as an Investor Relations policy that have
been laid down by the SAS Group’s Board. These
policies state what, in what manner and how infor-
mation is to be dealt with.

Monitoring
Follow-up and continuous assessment of compli-
ance with policies and guidelines as well as the
follow-up of reported deficiencies are done regularly.
Recommendations from the external and internal
audits and the status of measures are compiled in a
clear manner and presented to company manage-
mentand the audit committee. Every year the exter-
nal and internal audits perform follow-up audits until
all recommended measures are implemented.

Jacob Wallenberg
Vice Chairman

Anitra Steen

Verner Lundtoft Jensen
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Since 2002 the SAS Group has worked to harmonize its organization, business structure and legal structure.

Organization and senior executives

Corporate Functions

Corporate Communications &
Public Affairs Hans Ollongren
Corporate Development
Camilla Monefeldt

Corporate Advisory Benny Zakrisson
Corporate Legal Affairs Mats Lénnkvist
Corporate Internal Audit Peter Toft Berg

Corporate Brand Strategy
Linda Fredheim-Bjérk

Consortium AOC Holder 1

Scandinavian
Airlines Businesses
John S. Dueholm

} Group Management }

Corporate Admini- President & CEO
stration & Support SAS Group
Bernhard Rikardsen Jorgen Lindegaard

Corporate Business Control Arnfinn Utne
SAS Group Finance & Asset Management
Johan Térngren

Corporate Accounting Ulla Edlund
Corporate Purchasing Bjérn Alegren
Corporate IT Ingvar Séderlund

Investor Relations Sture Stalen

Scandinavian Operations Management

Lars Mydland
Airline Commercial Robin Kamark
Airline IT Mats Fagerlund

Alliances & Corporate Partnerships
Ole Orvér

Commercial Concepts, Subsidiary &
Affiliated Airlines Jan Lundborg

Scandinavi
Airlines Bu

an
sinesses

} Business areas

Corporate Functions

Corporate Human Resources
Bernhard Rikardsen

Shared Services

SAS Human Resources Services

Patric Dahlqvist-Sjéberg

SAS Facility Management Bjern Frivold
SAS Revenue Information Steen Wulff
SAS Accounting Services Catharina Swahn

Consortium Function

Scandinavian Airlines Industrial Relations
Flight Deck Crew Thomas Carlstein

| | Scandinavian Airlines Danmark 2

\
|
Peter Méller

Kurt Ritter

Susanne Larsen Lars Nygaard
| | SAS Braathens
Petter Jansen Stefan Wentjdrvi Hans-Otto Halvorsen

| | Scandinavian Airlines Sverige 2
Anders Ehrling

Per Arne Watle

Kenneth Marx

Scandinavian
| Airlines Intern:

Lars Lindgren

ational 2

SAS Business
Sophia Nybell

Opportunities 4

L The role Accountable Manager reports to the CEO.

2. Common Air Operator Certificate (AOC).

3 Reports under Group-wide functions.

4 Reports in the business area Scandinavian Airlines Businesses.

Business structure

Asof January 1,2006

Bertolt Flick

Olof Bérve

Berge Thornbech

Lennart Lof Jennische

Reporting of shareholdings in SAS AB among senior executives and their immediate families:
Jens Wittrup Willumsen, Deputy CEO, Scandinavian Airlines Danmark, 3,274 shares.
Sture Stalen, Vice President Head of Investor Relations, 1,800 shares.

Steen Wulff, Head of Revenue Accounting, 1,137 shares.
Kenneth Marx, CEO SAS Cargo, 1,150 shares.

Shareholdings of Group Management reported on page 91.

SAS Group

A new business structure comprising four business
areas was introduced on January 1,2006. As of that

Affiliated Airlines:
Estonian Air

Affiliated:
SAS Component

Scandinavian Airlines Spanair SAS Technical Services Rezidor SAS
Danmark
SAS Braathens Wideroe SAS Ground Services
gcan_dmawan Airlines Bluel SAS Cargo Group
verige
Scandinlavian Airlines airBaltic SAS Flight Academy
International

date, the business area Airline Related Businesses
has been eliminated, SAS Flight Academy trans-
ferred to Airline Support Businesses. SAS Media is

reported in Group-wide functions and SAS Business
Opportunities is reported in Scandinavian Airlines

Businesses.
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Chairman’s comments

We've now turned the tide

Implementing major changes in a short time is always both challenging and complex. 2005 was a tough year for
the SAS Group in a market beset by overcapacity and record-high fuel prices. Crucial for the Group was to achieve
positive earnings for 2005 after four years in a row of losses. The fact that we nevertheless succeeded was very
good news, and Turnaround 2005 was the mostimportant reason for getting there.

However, a positive result for the SAS Group
is just a step in the right direction. Intense
negotiations are now in progress with union
representatives to ensure that cost savings
of an additional SEK 2 billion are carried out.
The Board stands firmly behind manage-
ment regarding these new cost-saving meas-
ures and the incorporation of business units.
It is imperative that the incorporation be
completed. Although these measures will
impact Group employees, they are necessary
for further improving its earnings, ensuring
its growth and ability to invest and meeting
shareholders’ return requirements. Compe-
tition is here to stay, and no personnel cate-
gory can be sheltered in a market with many
players and heavy pressure on fares.

Share performance

| am pleased to note that the SAS share
performed strongly in 2005. Total market
capitalization rose by 74%. This is proof that
the market values the work done by SAS
Group management, which also includes
the implementation of Turnaround 2005.
Besides a positive rising share price in 2005,
the liquidity performed positively as well,
posting a total increase of 119%. Never-
theless, the liquidity of the share in Norway
is still weak.

Shareholder control

As | reported last year, an audit committee
and a new internal audit were established to
ensure internal control over auditing, financial
systems and other critical internal processes.
In view of the errors in Spanair’s accounts,
the Board of the SAS Group has initiated
a review of routines to ascertain how the
erroneous reporting arose and how the Group
can ensure that similar incidents do not
happen again.

The remuneration committee works to
guarantee that the SAS Group has market
pay and compensation models for senior
executives and transparency regarding the
systems’ structure and outcomes.

OnJuly 1, the Swedish Code of Corporate
Governance was made a requirement for all
large companies on the Stockholm Stock
Exchange. For thatreason, in 2005, the SAS
Group gradually implemented the provisions

SAS Group Annual Report 2005
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The Group is being
led on the right
pathanditis
becoming more
competitive.

of the Code that had previously not been
applied. In accordance with the Code, the
Group has prepared a separate corporate
governance report, found on pages 85-91.

Safety issues
Safety always has top priority in all Group
airlines.

During the year, a number of incidents re-
lating to flight safety were noted. The Board
regards two of them, the incident in Shang-
hai and the omitted routine checks of Airbus
A340s, as serious. Like Det Skandinaviske
Tilsynskontor, the Board of the SAS Group’s
has begun a review of routines to ensure
that these incidents do not happen again.
The SAS Group is also putting in place com-
mon regulations with the same quality stan-
dards for all Group airlines.

Focus on sustainability
The SAS Group has continued its work to en-
sure thatitis focusing on sustainability issues.
Owing to its size, impact on society and
type of operation, the SAS Group is closely
scrutinized and is often in the news. The im-
pacts of disruptions in production are felt in
far more businesses than our own, raising
a good number of questions. In such situa-
tions it is also vital to have common guide-
lines for the Group’s employees and the
attitudes expected of the individual in dealing
with customers, colleagues, shareholders,
governmentagencies and the world at large.
During the year the SAS Group published
a Code of Conduct, describing business

ethics rules and guidelines for all employees
inthe Group.

Environmental work continued with full
force in 2005, and | am pleased that the SAS
Group succeeded in reducing its environ-
mental impact. It is essential for the Group
that new and future environmental charges
be handled in a competition-neutral way.
Thus, the SAS Group supports the proposal
for trade in emission rights, but opposes
special national charges of the type planned
to be introduced in Sweden.

The future

Even though it had some setbacks in 2005,
this was the year the SAS guaranteed its
survival. Now it is up to management and all
employees to do their part. If this responsi-
bility is not taken fully, there are players
lined up to enter our market. On the other
hand, a competitive company has good op-
portunities for expansion.

I am convinced that the Group s being led
on the right path and that it is becoming
more competitive. No category of personnel
can be permitted to stop us as we take the
next step toward becoming a more profitable
airline group. We hope that the market will
stabilize so that profitability in the future is
possible for the industry as a whole, and, in
a tough business, we will obviously do our
share.

Stockholm, March 2006

Egil Myklebust
Chairman ofthe Board, SASAB



Sustainability Report

It has been ten years since the SAS Group — as one of the pioneers — published its first

Responsible in Group
Management for
sustainability issues
Executive Vice President
Bernhard Rikardsen

environmental report. At the same time, environmental issues were identified, and then

sustainability issues, as strategically vital to the Group’s continued development.

The SAS Group’s sustainable development
work has received favorable attention, evinced
among other things by the awards and nomi-
nations that the environmental and sustain-
ability reports have won over the years.

It has long gone without saying in the
SAS Group that economy and ecology go
hand in hand and that one is impossible
without the other. And so sustainability work
is also viewed as a way to contribute to the
Group’s bottom line.

Key to this is resource efficiency, and
many of the efforts given priority in 2005 in-
volved utilizing production capacity better
in SAS Group companies. One example of
this is the fuel savings program, where each
tonne of fuel saved not only results in lower
costs but also reduces CO, emissions by
3.15tonnes.

During the year Turnaround 2005 and
the incorporation of SAS Group units were
completed. Among other things, clear areas
of responsibility were set for each subsidiary,
with business targets and return require-
ments. Reporting for 2005 is therefore on a
more stable foundation than for 2004.

Performance and important events
B The SAS Group is showing a positive re-
sult after five years of sweeping changes.

B |n 2005 the SAS Group’s eco-efficiency
improved sharply. In airline operations
the cabin factor rose and fuel consump-
tion per passenger was at a record low.

The environmental index for most Group
companies improved substantially.

An extensive program to save jet fuel be-
gan in June 2005. It is expected to yield
annual savings of approximately MSEK
250 and cut CO, emissions by 160,000
tonnes.

In May 2005, the SAS Group’s Board of
Directors adopted a Code of Conduct.

The SAS Group and the Association of
European Airlines have been pushing the
issue of aviation’s participation in the EU
system of emission trading.

To reduce glycol use, SAS Ground Ser-
vices have initiated testing of aircraft de-
icing with infrared light at Oslo Airport.

The ground handling company Newco’s
environmental management system re-
ceived ISO 14001 certification in 2005.

The SAS Group Annual Report & Sustain-
ability Report 2004 was chosen as a win-
ner of the Swedish Ministry of Industry,
Employment and Communications com-
petition Genomlyst2005. It was also vot-
ed the best sustainability report and best
non-financial report by FAR, the Danish
newspaper Bgrsen and FSR, and nomi-
nated to the European competition ESRA.

Sustainability KPIs 2005 2004 2003
Operating revenue, MSEK 61,887 58,093 57,754
Income after financial items 418 -1,833 -1,470
CFROI, % 13 9 7
Average number of employees 32,363 32,481 34,544

of which men/women, % 58/42 58/42 58/42
Sick leave, % 6.8 6.6 -
Carbon dioxide (CO,) emissions, 1,000 tonnes 6,182 5,951 5,597
Nitrogen oxide (NOyx) emissions, 1,000 tonnes 23.2 220 213
Kg carbon dioxide (CO,)/RPK 0.143 0.154 0.158
Total fuel consumption, 1,000 tonnes 1,963 1,889 1,777
Water consumption, 1,000 m3 3,442 3,073 3,041
Energy consumption, ground, GWh 707 686 700
Unsorted waste, 1,000 tonnes 13.1 11.2 10.8
External environment-related charges, MSEK 565 489 456

Number of passengers, 1,000

39,173 35,646 34,468

! Scandinavian Airlines Businesses only

Responsiia_ility .

LA

Independent review

The expressed aim of the SAS Group is, if pos-
sible, to have all sustainability information ex-
amined by an independent party. This year
the Group’s auditors have reviewed all materi-
al sustainability information in the financial
and sustainability report. The statement of
limited review appears on page 115.

Sustainability information

For further information and views on the SAS
Group’s sustainability work, contact Environ-
mental Director Niels Eirik Nertun:
niels-eirik.nertun@sas.no

The SAS Group Annual Report & Sustainability
Report 2004 was published in March 2005.

SAS Group Annual Report 2005
Sustainability Report
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Responsibility for sustainable development

By being a major employer and contractor, by maintaining crucial societal infrastructure and by generating returns
for its shareholders, the SAS Group has a considerable impact on society. At the same time, airline operations have
an adverse environmental impact, primarily through emissions of greenhouse gases and noise near airports.

The SAS Group has defined its sustainable
development work as a simultaneous focus
on financial growth, environmental improve-
ments and social accountability. On the basis
of the demands of the world around us and
the Group’s core values —consideration, relia-
bility, value creation and openness — long-
term growth for shareholders is to be
achieved. This undertaking requires integrat-
ing social and environmental responsibility
into business activities.

Corporate social responsibility

For the SAS Group, corporate social respon-
sibility is taking responsibility for employees
as well as for the stakeholders and commu-
nities affected by the Group’s operations.

As an employer, the SAS Group can help
provide its employees with a long-term high
standard of living and quality of life. The best
possible physical and psychological work-
ing environment is essential, as are oppor-
tunities for employees to develop, both in
their professional roles and as people.

The SAS Group’s success is based on
nurturing and developing its employees’
skills and commitment. The Group also af-
fects a number of subcontractors, thereby
contributing to economic and social welfare
in the countries and societies where its
businesses operate.

In its involvement in social issues and by
joining the UN Global Compact, the SAS
Group has pledged itselfin all its activities to

defend human rights and to combat corrup-
tion and all forms of forced labor and dis-
crimination. The Global Compact’s prin-
ciplesin their entirety can be found at
www.unglobalcompact.org

Environmental responsibility

The SAS Group’s environmental impact chiefly
comprises noise and the consumption of non-
renewable fuels. Fuel combustion causes a
rise in atmospheric carbon dioxide (CO,),
which contributes to global climate change.
Airline operations account for about 90% of
the Group’s total environmental impact.

The SAS Group works actively to reduce
the environmental impact of its own opera-
tions. In various national and international
contexts the SAS Group acts to influence
the environmental framework for aviation
and to develop and disseminate “green”
technology.

Financial responsibility
The SAS Group is primarily charged with
creating long-term growth for its sharehold-
ers. Itisin this perspective that work on sus-
tainability issues must be viewed. Efforts to
economize on resources lead to a lower en-
vironmental impact and lower costs. All in
all, sustainability work helps to improve
competitiveness and increase shareholder
value.

The SAS Group also helps to create
added value for individuals as well as com-

About the SAS Group Sustainability Report 2005

The SAS Group Sustainability Report describes the most
essential environmental and societal aspects affecting
its operations. It reports what is felt, after an ongoing
dialog, to be of interest to its main target groups: share-
holders, policymakers, financial analysts, authorities,
employees, customers and suppliers.

New in the Sustainability Report for 2005 is an at-
tempt to develop the account of the SAS Group’s corpo-
rate social responsibility and its ongoing effort to engage
ina dialog with stakeholders. As a result of demands from
stakeholders and others, the report has been adapted to
the Global Reporting Initiative’s (GRI) 2002 Sustainability
Reporting Guidelines. The purpose of the report is, along
with the Annual Report, to help users assess and under-
stand the SAS Group’s operations.

Reporting principles
The sustainability report has been prepared in accor-
dance with the SAS Accounting Principles for Sustain-

SAS Group Annual Report 2005
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ability Reporting for 2005. The presentation and disclo-
sures are partly based on Deloitte’s (Sweden) Checklist
for preparation and evaluation of voluntary reporting of
environmental, ethical and social information. The SAS
Group has also taken GRI 2002 Sustainability Reporting
Guidelines into account.

The SAS Group Sustainability Report also covers all
essential principles of the UN Global Compact.

The SAS Group is constantly refining its environmental
and social indicators, which the report reflects. Here the
aim is to link these indicators with the Group’s financial
performance.

The sustainability report consists of sustainability in-
formation provided in the SAS Group Annual Report &
Sustainability Report 2005 and reporting principles
and Global Reporting Initiative (GRI) cross-references
on the SAS website (www.sasgroup.net under the
heading “Sustainability”).

panies and society at large by facilitating
people’s travel and lodging while away from
home and by furnishing the transportation
of goods.

Platform for the SAS Group’s
sustainability work
The SAS Group’s four core values cover all
operations in the Group and form the basis
for all work on sustainability issues. On the
basis of these core values, the SAS Group
has set overarching policies that along with
a number of strategies govern its sustain-
ability work, see illustration on page 97. The
work is aimed at fostering and enhancing
the skills of employees, contributing to so-
cial progress and reducing environmental
impacts. At the same time, shareholder val-
ueistoriseinboththe shortand long terms.
Below is a compilation of the mostimpor-
tant policies governing the SAS Group’s
sustainability work.

Sustainability Policy and

implementation strategy
To contribute to sustainable development,
SAS Group employees must, in their day-
to-day work, take the Group’s environmen-
tal and societal impact into account as well
as its financial performance.

For the SAS Group, sustainable develop-
ment means a simultaneous focus on
financial growth, environmental improve-
ments and social responsibility. The

For financially related information in the Sustainability
Report, we are aiming for the same reporting princi-
ples as in the financial part of the Annual Report. In
cases where other principles are applied, this is com-
mented on in the SAS Group’s reporting principles for
sustainability reporting.

Uniform environmental and social indicators are aimed
for Group-wide. Aside from primarily national discrep-
ancies regarding social data without material impor-
tance for the information reported, all operations in
the Group were able to reportin accordance with these
definitions for 2005.

SAS Group Management approved the sustainability
report in February 2006. The SAS Group Board of Di-
rectors submitted the annual report on March 7, 2006,
and was informed of the sustainability report at the
same time. SAS Group Management is responsible for
organizing and integrating sustainability work with the
operations of the Group.



Group’s task, based on its core values, is to
create long-term growth in shareholder
value. This requires integrating environ-
mental and social responsibility into busi-
ness activities. Sustaining and developing
the skills and dedication of employees is
essential for the achievement of the
Group’s goals.

To ensure that the SAS Group’s sustain-
ability policy permeates the entire organiza-
tion at all levels, each company is to develop
relevant objectives and strategies in line
with this policy.

Eco-political vision

The SAS Group'’s environmental policy
vision is for all four transportation sectors —
road, rail, sea and air — to pay for invest-
ment and for their infrastructure, other
costs to society (such as accidents) and
their environmental impact according to
the polluter pays principle. They are then to
compete in a transportation system where
competition is not distorted by favoring
some modes over others.

Environmental policy
The SAS Group will contribute to sustain-
able development by minimizing its envi-
ronmental impact and optimizing its
resource use.

The Group'’s environmental objectives
are based on the principle of constant im-
provement and on each subsidiary setting
specific targets for its operations — often in
consultation with its particular board. For
instance, all companies have eco-efficiency
targets.

Sustainable development for the SAS Group

Social responsibility « Environmental responsibility «
Financial responsibility

Environment
Working environment
Quality

Sustainability
Policy

Shareholders
Communication
Finance
Compliance with
the law

Governance
Management

IT
Purchasing
Safety
Insurance

Diversity
Redundancy

Corevalues
Consideration * Reliability * Value creation « Openness

Environmental strategy
An environmental strategy is linked to the
environmental policy. Among other things, it
mandates that all companies and units
establish environmental management sys-
tems based on the principle of constant im-
provement. The strategy also requires an
environmental dialog with suppliers, the use
of the best commerecially available technolo-
gy and an open and honest dialog with other
stakeholders about the Group’s environ-
mental work.

Sustainability-related requirements for
suppliers have been formulated in the SAS
Group’s purchasing policy.

Diversity policy
In all external recruitment, internal recruit-
ment, promotions, human resources de-
velopment and other interaction between
companies and employees, the SAS Group

Our world —our stakeholders

assumes the equal worth of all persons. All
employees and applicants are to be treat-
ed in a correct and objective manner,
where being qualified for the job and ob-
serving the SAS Group’s safety standards
are of paramount importance. All employ-
ees and applicants also have a right to be
treated according to objective and formal
principles and not according to what may
be perceived, rightly or not, as character-
istic of the gender or category he or she
belongs to. All employees are responsible
for workplace conduct and actions in line
with the values expressed by this policy.

Business relations
For the airline industry, with a tradition of
close collaboration with competitors, anti-
trustissues are in focus. The SAS Group has
therefore developed a legal policy with a
special section on competition law and
adopted a program to ensure compliance,
the “SAS Competition Law Compliance Pro-
gram.” This program was developed further
in 2005, and in 2006 training for managers
will be introduced. The legal policy also con-
tains strict prohibitions against paying or
accepting bribes or improper perquisites.
To summarize and clarify the Group’s stat-
ed values, policies and other regulations, the
SAS Group Board of Directors issued a Code
of Conductin May 2005. It contains rules and
guidelines for business ethics for the SAS
Group’s relations with the world around it.
The code in its entirety, as well as all sustain-
ability policies and the environmental strate-
gy, can be read at www.sasgroup.net

Besides the goal of creating long-term growth for its shareholders, the SAS Group’s sustainable development efforts are
driven by expectations and demands of key stakeholders and others. The SAS Group tries to meet these expectations
and demands through systematic efforts, stakeholder dialog and business intelligence.

Government policies and the costs of jet
fuel, energy, water and waste management
all impact profitability in the airline industry.
The entire industry is highly sensitive to
competition as well as the business cycle.
Hotels are also affected by supply and de-
mand in local markets.

Environmental policies

The airline industry is primarily regulated by
international agreements made within the
framework of UN International Civil Aviation
Organization (ICAO). These include stan-
dards and norms for noise and emissions of
hydrocarbons, carbon monoxide and nitro-
gen oxides (NO,) from engines. In addition,

there are various national and local rules.
For example, about 40 airports in Europe
and the U.S. have introduced noise restric-
tions of various kinds. These are noise charges
as well as takeoff and landing restrictions.
Airline operations are subject to the envi-
ronmental policies set by each airport.
These normally involve noise, rules for using

SAS Group Annual Report 2005
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deicing fluids, limits on releases into the soil
and water, or in the case of Stockholm-
Arlanda Airport, a ceiling for atmospheric
emissions of carbon dioxide (CO,) and NO,.

The emission ceiling is unrelated to pro-
duction but specified in absolute terms.
Arlanda is now approaching the ceiling for
CO, emissions. The Swedish Civil Aviation
Authority (SCAA), which holds the airport’s
environmental permit, applied in December
2004 for a reexamination of the permit with
the Environmental Court, which is expected
torulein late spring 2006.

The environmental permit for Copen-
hagen Airport lowers the noise limit for night
traffic from 85 to 80dB(A). As total traffic is
increasing, in a few years, Copenhagen
Airport may reach the ceiling for the highest
permitted noise contour. This is a key reason
that the Group is now considering measures
to lower the noise levels of its MD-80s.

In general, the trend is toward increased
use of environment-related charge systems
and operational limits. The twofold purpose
is to reduce local environmental problems
and give airlines an incentive to use aircraft
with the best available technology from an
environmental standpoint.

Ground and hotel operations are affected
by national and local environmental, working
environmentand safety legislation. Hotel op-
erations primarily have local environmental
regulations to follow, and, to a lesser degree,
direct legislation.

The climate issue

As the climate issue has heated up, there
have been a number of initiatives nationally
and in the EU to reduce the effects of a
feared change in the Earth’s climate. These
primarily involve various ways to reduce
emissions of the greenhouse gas CO,, the
transportation and travel industry’s most
important environmental impact.

Although aviation’s share of global CO,
emissions is only 3%, the focus is on avia-
tion, owing to the explosive growth predict-
ed. The forecasts and judgments made by
the UN International Panel on Climate
Change (IPCC) and ICAQ indicate that glob-
al air traffic will grow an average of 5% per
year until 2020.

Thanks to technological advances and
efficiency improvements, the rise in CO,
emissions can be limited to an average of
3% per year. CO, emissions account for
about 50% of aviation’s total impact on
climate, while water vapor, NO, and particu-
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lates are assumed to account for the rest.

According to the Kyoto Protocol to the
UN Framework Convention on Climate
Change, all industrialized countries must re-
duce their emissions by 5%, compared with
1990-levels, between 2008 and 2012. The
EU has gone a bit further, committing itself
to reducing the community’s total CO,
emissions 8% by 2010.

To achieve this there are various propos-
als and prepared directives: one requires all
EU countries to increase their share of re-
newable energy from 6% to 12% by 2010
and another contains rules to reduce the en-
ergy use of buildings 22% by 2020. The lat-
ter directly affects hotel operations and
property management in the SAS Group,
which already meets requirements for doc-
umenting and following up on energy use.

Trade in emission rights

At the beginning of 2005, the EU, as well as
Norway, initiated a trial period for trading in
CO, emission rights. The trading schemes
cover only fixed installations until 2008.

In recent years the SAS Group — on its
own and via the Association of European
Airlines (AEA) — has actively sought to have
aviation included in both the European and
Norwegian emission trading schemes. The
European Commission is also preparing to
let aviation also being included in the trad-
ing scheme as of 2008.

The motive for the SAS Group as well as
the AEA to seek to participate in emission
trading is that it is regarded to be the most
cost-effective way — particularly compared
to taxes and charges — to cut global CO,
emissions. This view is shared by ICAO’s en-
vironmental committee CAEP, which ana-
lyzed theissue.

An open system of emission trading
would result in civil aviation, by purchasing
emission rights, paying for emission reduc-
tions being made by those who are able to
doiton commercially reasonable terms. Civ-
il aviation wishes to take its environmental
responsibility on the same terms as other
industries in the EU quota trading scheme.

Although estimating the costs of the SAS
Group's participation in emission trading is
difficult, it may be said in general that a tax
scheme would drive up costs considerably
more than emission trading.

A key reason for the SAS Group’s efforts
to join the trading scheme is that it follows
the polluter pays principle.

Tax on air travel

According to an ICAO policy from the 1950s,
jet fuel for international civil aviation is tax
free, which policymakers and governmentsin
Europe view with dissatisfaction. Through its
member countries, the European Commis-
sion has therefore worked actively within the
ICAO to facilitate the imposition of a global
carbon tax on jet fuel.

Norway is the only country in Europe with
a carbon tax on jet fuel. This applies solely to
domestic aviation. Denmark has a passenger
tax, but it will be phased out in 2006 and
2007. Sweden had a carbon tax on jet fuel
that was repealed upon EU accession, but
plans to reintroduce an environmental tax on
airline tickets as of June 2006, to generate a
total of SEK 1.4 billion per year in added tax
revenue. Per ticket the tax is supposed to be
between about SEK 100 and SEK 500,
depending on ticket price and journey length.

However, several key consultation bodies,
including the Swedish Energy Agency, the
Swedish Competition Authority and the
Swedish Association of Local Authorities and
Regions take a very dim view of the proposal.
The Energy Agency warned that the system
of charges may lead to higher CO, emissions,
and the Competition Authority pointed out
that the proposal also risks distorting compe-
tition. Several consultation bodies point out
that the environmental impact will likely be
greater if civil aviation can be included in the
EU emission trading scheme.

According to SCAA calculations, the pro-
posed ticket tax may reduce travel by about
4%. The SAS Group estimates that impact
on domestic air travel may be 10-15%.

Alternative jet fuel —an eventual solution
One way to cut CO, emissions from an exist-
ing aircraft fleet might be to use jet fuel
produced from renewable raw materials
instead of petroleum.



The SAS Group is pushing the
issue of emission trading as the
most cost-effective way to lower

CO, emissions.

There are several interesting projects un-
der way in the world to develop Biojet Al
fuel. Together with the government and
Volvo Aero, the SAS Group has supported
the Swedish company Oroboros, which has
produced synthetic jet fuel from biomass.
Although judged to be within the technical
criteria for jet fuel, it has not yet been certi-
fied for use in aircraft engines.

Recently, even solutions like aircraft with
electricengines driven by fuel cells have be-
gun to be discussed with greater serious-
ness. The major aircraft manufacturers
believe that test flights of electric aircraft
may be conducted in about 15 years.

Congestion problems in Europe
According to the European Civil Aviation
Conference (ECAC) and Eurocontrol, the
growth of air travel — a forecast increase in
air traffic of around 5% annually to 2020 —
risks being limited by capacity problems at
European airports, congested airspace and
alack of air traffic coordination.

To remedy these problems an effort was
launched in the EU to replace the current
national air traffic control (ATC) systems
with a coordinated European ATC system,
Single European Sky.

AEA estimates suggest that a coordinated
European ATC system can, atcurrentair traffic
levels, yield fuel savings of about 12% through
shorter flight paths, less congestion and
shorter holding times in the air. Also, busy air-
ports can be utilized more efficiently, reduc-
ing delays and improving safety because
pilots and air traffic controllers are under less
pressure on the job than they are today.

Business ethics and responsible
globalization

The recent corporate scandals have created
distrust towards large segments of the busi-
nessworld. Society has reacted with legisla-

tion, such as the Sarbanes-Oxley Act in the
U.S. In Sweden, a new code of corporate
governance has been introduced, which is
also being included in the rules of the Stock-
holm Stock Exchange. Similar requirements
apply to listed companies in Denmark.

Companies, including the SAS Group,
have responded by introducing codes of
ethics that clarify the company’s behavior,
values and principles of business ethics.

The rapid globalization of the economy
and business prompted calls for companies
to take greater social responsibility. Besides
assuming responsibility for their own em-
ployees, this involves acting responsibly in
the local community and contributing to
greater economic development in all parts
of the world. The talk is now of responsible
globalization.

As a global transportation company and
partner in the world'’s largest airline alliance,
StarAlliance™, the SAS Group impacts its des-
tinations with traffic, cargo and passengers
and through purchasing. Rezidor SAS, which
operates hotels in about 40 different coun-
tries, affects its surroundings in the same way.

By joining the Global Compact, the SAS
Group has committed itself to ensuring that
this impact leads to a better life for people
and a reduced environmental impact. For
Rezidor SAS, with operations in the Middle
East, Eastern Europe and China, where
views about human rights and environmen-
tal and working environment issues do not
always agree with the Global Compact, the
challenge is extra great.

Openness —transparency

A number of stakeholders show a clear and
growing demand for the SAS Group to openly
reporttargets and performance in the area of
sustainable development. These demands
are made by business customers, sharehold-
ers and investors. The SAS Group’s goods,

services and behavior are expected to main-
tain a high level with regard to ethics, corpo-
rate social responsibility and environmental
performance. Consequently, the SAS Group
sets the same requirements for its suppliers
for contracts and purchases.

The SAS Group notes a keener interest
frominvestment funds, banks and the growing
sector of socially responsible investment man-
agement, i.e., environmental and ethical funds.

For example, the SAS Group is among the
companies approved as an ethically and en-
vironmentally acceptable investment by the
Swedish investment management company
Robur. There is an ongoing dialog with other
ethical advisers primarily to pension funds.

Pressure for openness and sustainability
information also comes from policymakers
and governments. Recently, requirements
were introduced into Swedish and Danish
legislation —in accordance with an EU direc-
tive — for companies to provide information
about environmental and social issues in
annual reports.

In addition, openness in member compa-
nies is essential if a voluntary agreement on
the Global Compactis to retain its credibility.
Member companies are required to report
the steps they are taking to fulfill the princi-
ples of the Global Compact. The SAS Group
reports on these efforts in an annual report
— Communication on Progress — published
on the Global Compact’s website.

Assistance in calculating emissions

Many large customers demand reports of environmental
impacts of aircraft in order to calculate their own impact
or that of their freight carriers. Customers and other
stakeholders want data on suppliers’ environmental im-
pact and possible improvement measures. To assist
them, the SAS Group's airlines have devised an emission
calculator for personal transportation and SAS Cargo
one for air freight. They are available on the Internet:

www.sasgroup.net www.sascargo.com
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Sustainable development work

In May 2005, the Board of Directors of the SAS Group adopted Code of Conduct — Business ethics rules and guidelines
for the SAS Group. The code is based in the SAS Group’s overarching and shared values — consideration, reliability,
value creation and openness —which underlie relations with all stakeholders, individuals as well as groups.

Organization and management

of sustainability work

The SAS Group’s operational sustainability
work is based on its Sustainability Policy, as
well as the Group’s commitment to fulfill the
principles of the UN Global Compact. The
sustainability and environmental policies, as
well as targets and key performance indica-
tors associated with them, were most re-
cently reviewed by SAS Group Management
in February 2006.

The final responsibility for sustainability
issues rests with Group Management, while
the heads of business areas and sub-
sidiaries have operational responsibility.

The SAS Group’s subsidiaries each set rele-
vant targets and prepare action plans for their
ongoing sustainability work. The subsidiaries
report each year in writing to Group Manage-
ment on their specific work on these issues.

The SAS Group has a central, coordinat-
ing and advisory department for the envi-
ronment and sustainable development. It is
part of Corporate Communications & Public
Affairs (CC&PA), the management of which
the Group’s Environmental Director is a part.
The head of CC&PA monitors environmental
and other sustainability-related issues on
behalf of Group Management.

Sustainability work is coordinated through
the SAS Group Sustainability Network, com-
prising the coordinators for sustainability
work from all companies and units. They re-
port to the management of their respective
company or unit.

Issues directly affecting employees are
dealt with by the HR Forum, made up of the
personnel directors of the Group’s compa-
nies and units. They, too, report to their re-
spective managements. Employee issues

Code of Conduct

The SAS Group’s Code of Conduct, covering all em-
ployees in the Group, contains guidelines for rela-
tions with coworkers, customers, government agen-
cies, suppliers and other stakeholders and groups. It
contains rules on corporate security, theft, waste,
bribes and kickbacks; on responsible business prac-
tices regarding the environment and society; on
shareholder influence and transparency in the gover-
nance of the SAS Group; on attitudes toward financial
reporting, insider trading, business ethics, commu-
nication with employees and the outside world and
on conflicts of interest.

Akey portion of the Code of Conduct deals with how
infringements of the Code are to be handled. The Code
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Organization and management of the SAS Group’s sustainability work

Group Management

Establishes the framework in the form of a Code of Conduct, overarching
aims, policies and other guidelines. Initiates support activities. Provides
support functions via Corporate Human Resources (HR) and Environ-

ment & Sustainability.

Human Resources (HR)

HR coordinates, negotiates, administers and develops per-

sonnelissues. HR has several support functions, including

the HES departments in each country, which provide health

and working environment services.

Environment & Sustainability

Corporate function that coordinates and advises
on issues affecting the environment and sus-
tainability vis-a-vis Group Managementand
Group companies.

SAS SAS Group subsidiaries SAS
Group Onthe basis of their activities, set specific objectives for sustainability GrouQ
HR- ) ) ) ) Sustain-
forum work, environmental targets, social objectives, etc. Perform activities abilit
and follow up on the outcome of sustainability work via PULS and other Netw)t;rk

data bases and tools.

are coordinated by Corporate Human
Resources, under which come manage-
ment development, health, company health
services, pay and compensation issues and
issues affecting sick leave.

A substantial portion of sustainability
involves the Group’s working environment
efforts. This is carried out within each com-
pany, which is responsible for ensuring a
proper working environment. This work is
carried outin cooperation with elected safety
representatives, labor-management joint
safety committees and through follow-ups
within the framework of systematic working
environment efforts.

While other companies often choose to
purchase company health services from
outside, the SAS Group has chosen to retain

makes clear than all employees are to report anything
that is or may be perceived as a violation of laws or the
Code of Conduct. This should be done first to one’s im-
mediate supervisor, or if he or she is involved or cannot
or will not act, to the highest supervisor responsible or
to the Executive Vice President, Corporate Administra-
tion & Support.

In the latter case, SAS Group employees can report
on a special form on the Group intranet. It is expressly
stated that reports will be treated confidentially and no
employee will be discriminated against or punished for
reporting actual or suspected infringements.

This “whistleblower function” is essential for the
Code of Conduct’s credibility. It has also been common

this function internally. This provides unique
knowledge about the conditions of the SAS
Group’s various employee groups.

Besides medical staff, the company
health services —or health, environmentand
safety (HES) departments — employ thera-
pists, stress and rehabilitation specialists
and ergonomic engineers.

HES departments have also developed
special services, such as providing support
by phone to those on sick leave and stress
management programs. Human Resources
also plays an advisory role in improving the
Group’s working environment.

Handling sustainability-related data
Environmental data are reported twice a year,
while data concerning employee sick leave

for managers of ethical investment funds to demand
such a function.

The Code of Conduct was sent to all Group employ-
ees in summer 2005. Since then, 10-15 reports have
been received. All were investi-
gated according to the regula-
tions, but no case led to any
sanctions.

The Code of Conduct sum-
marizes and clarifies already ex-
isting policies and commitments
in the Group. The entire Code of
Conductis available at
www.sasgroup.net




and injuries are reported quarterly. In addi-
tion, the companies and units are to report at
least once a year on what has been done to
develop the Group’s sustainability work.

Although the heads of the respective
companies and units are responsible for re-
porting, in practice this is done by the coor-
dinators in the SAS Group Sustainability
Network. The data are compiled by the
Group’s central and advisory department for
environment and sustainable development
and reported to Group Management.

Cooperation

The SAS Group is able to free personnel for
various UN efforts, such as setting up and
running civil aviation activities in developing
countries or in acute crisis situations.

The SAS Group has agreements with the
Norwegian and Swedish governments to fur-
nish air ambulances in the event of disasters.
The Group and the Swedish Civil Aviation
Authority collaborate ona projectinvolving two
hospital-equipped 737s with qualified staff.

Scandinavian Airlines Businesses, Spanair
and Bluel are engaged in an international

Tenyears onthe frontline
—with our reports leading the charge

“What distinguishes the SAS Group from
many others with regard to reporting work
on sustainability issues is that we began in
a different way than most others. We began
with the feeling that our environmental
work and data were better than what our
stakeholders imagined and what our image
suggested. We therefore decided to start
reporting it. Once we started to report data,

1995

Structuring the environmental report
on the same model as the financial
report was an unusual touch, which
has since made the integration of the
reports easier.

» Best Environmental Report
in Norway and Sweden.

1996

MD-90s were delivered and DC-9s
hushkitted. The property depart-
mentintroduced an environmental
management system and targets for
its environmental work.

P Bestin category in Norway and
Sweden. Best Environmental Report
in Denmark.

[Ty 1997

SAS’s environmental index was
refined, and for the first time, cabin
and ground indexes are reported
separately. The first environmental
report to be examined by external
auditors.

SAS visjom e 4
figge | forkant nir
dat glelder & finne
en plass For lufifaris.
Indusirian innenlor

P Bestin category in Norway. Best
Environmental Report in Sweden.

1998

The first Boeing 737s with DAC-
engines delivered. Scandinavian
Airlines environmental logo intro-
duced.

| » Bestin category in Norway and
Sweden.

it made sense to develop policies, targets
and an organization for the ongoing effort.
And so the actual reporting of environmen-
tal as well as sustainability data has always
spearheaded the SAS Group’s work on sus-
tainability-related matters.

We quickly saw that ecology and econo-
my are two sides of the same coin and have
therefore developed methods for reporting

1999

All Chapter 2 aircraft—those with
poorer environmental performance —
are phased out of the fleet. Environ-
mental index fully developed.

» Bestin categoryin Norway and
Sweden.

2000
First mention of the goal of doing
anintegrated sustainability report.

» Bestenvironmental reportin
Norway and Denmark. Shared an
award in Sweden. Best European
environmental report (ESRA).

2001

The complete environmental report
was published as a dynamic pdfon
the website, while a summary is
included in the annual report.

P BestAnnual and Sustainability
Reportin Sweden.

2002

The SAS Group Sustainability Policy
is adopted. For the firsttime, the en-
vironmental report covers the entire
= SAS Group.

» Best Annual and Sustainability
Reportin Sweden (FAR).
Nominated as best European
Sustainability Report (ESRA).

cooperation with leading organizations in
science, culture and the environment. This
takes place within the framework of Star
Alliance and involves cooperation with
UNESCO, the United Nations Educational,
Scientificand Cultural Organization, Ramsar,
the international wetlands convention, and
|IUCN, an umbrella organization of over 1,000
environmental agencies and organizations
in 140 countries. The SAS Group takes an
active part in a long series of partnerships
to develop and disseminate “greener” tech-
nologies. See page 107.

how environmental and other sustainability
work impacts the SAS Group’s bottom line.
Our reports have also been characterized
by unusual candor — candor that even
touched on problems and shortcomings. We
have also been influenced by the internal and
external comments we have received on the
content of the reports. They have, along with
the fact that we had external auditors examine
our reports early on, helped our reports con-
stantly evolve and be perceived as credible.”

Niels Eirik Nertun, Environmental Director

2003

The SAS Group's first integrated
Annual Report and Sustainability
Report.

» Best Annual and Sustainability
Reportin Sweden (FAR).
Nominated as best European
Sustainability Report (ESRA).

2004

Scandinavian Airlines reaches its long-term objective
of improving the environmental index by three points
per year between 1996 and 2005.

» BestAnnual and Sustainability Reportin Sweden
(FAR) and Denmark (Bersen and FSR).

Nominated as the best European
Sustainability Report (ESRA).

Best Annual and Sustainability Reportin the Swedish
Ministry of Industry, Employment and Communications
competition Genomlyst2005.
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Partnerships and networks

The SAS Group’s numerous partnerships focus on en-
hancing its sustainability work and networks where
participants share their experiences in this area. Along
with other Nordic corporate members of the Global
Compact, the SAS Group is part of a network, Global
Compact Nordic, in order to draw on each others’ expe-
riences.

Dialog—a question of trust

For the SAS Group, as for other companies operating in the global arena, it is becoming increasingly
important to gain the acceptance and trust of the world around us. To succeed requires candor about
its own operations and also readiness to understand how stakeholders view the company’s activities.
To systematize its relations with the most important stakeholders, the SAS Group developed the tool

10

SAS Reputation Management (SRM) in 2005.

Dialog = two-way communication

Traditionally, ongoing discussions of its operations with
stakeholders, such as policymakers, government
agencies, environmental organizations and the public
are part of day-to-day operations in the SAS Group.

The term “stakeholder dialog” has become a slogan
whose connotation can vary considerably. In the SAS
Group the term is used only when there are at least two
parties communicating.

The stakeholder dialogs that the Group and its sub-
sidiaries engage in vary in character, depending on the
subjectarea and the party or player affected. Even so, it
always involves a mutual exchange of views. For the
SAS Group, stakeholder dialogs serve to identify and
define the Group highest priority sustainability issues.
No stakeholder is denied a dialog with the SAS Group.

Customers

For the SAS Group, the customer dialog has always
been an obvious part of developing new products and
services; for instance, an intensive customer dialog
preceded the launch of Scandinavian Airlines’ new
business model featuring one-way tickets on European
routes. For views on the Group’s environmental and so-
cial responsibility there are established structures in
the form of customer surveys. The evolution of the SAS
Group's sustainability reporting has been influenced by
the views of stakeholders.

Government agencies

The SAS Group has a long-standing dialog with the civil
aviation authorities in the Nordic countries and also par-
ticipates in a number of international arenas where envi-
ronmental issues for civil aviation are discussed, such as
ICAOQ, IATA and AEA. In the Nordic region there is a special
working group for environmental issues in civil aviation,
N-ALM, in which SAS Group airlines participate.

In general, many of the dialogs the SAS Group engages
in in Scandinavia are a result of national legislation and
long-standing practice. These include, for instance, con-
tacts with local civil aviation and environmental agencies
and airport owners. In addition, Scandinavian Ground Ser-
vices, (SGS) has close contacts with the authorities prima-
rily regarding working environment issues and sick leave.

Contract customers

SAS Group airlines are in close contact with around 800
contract customers. Environmental impact issues, for ex-
ample, were key to the discussions leading to the major
agreements the SAS Group signed with Volvo in Novem-
ber 2005. Several Group companies have also initiated
special major customer dialogs, where environmental,
quality and corporate social responsibility issues top the
agenda. The SAS Group’s fuel savings program launched
in 2005 is partly connected with ongoing stakeholder
dialogs in which contract customers participate. This is
especially true of the dialog on reducing the environmen-
tal impact of transportation engaged in with Tetra Pak,
Maersk Line, Arla, Schenker and WWF.

Major customer dialogs serve to strengthen ties
with key major customers. At SAS Cargo, for example,
customer dialogs on its sustainability work have in-
duced several major customers from the U.S. to make
SAS Cargo a preferred supplier.

Shareholders and investors

The SAS Group’s sustainability work is being increasingly
discussed with representatives of ethical and environ-
mental funds. These include Storebrand, Robur, Forsta
AP-fonden and Sjunde AP-fonden, which arrive at an
opinion on the SAS Group’s sustainability work through
questionnaires and interviews. There is also a dialog with
Sjunde AP-fonden’s adviser GES Investment Services. In
addition, Rezidor SAS has detailed discussions about its
sustainability efforts with investment funds and banks
when planning investmentin new hotels.
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Students and researchers

Many college students and researchers contact the
SAS Group when writing papers and theses. By finding
out what are currently the hot topics, contact with stu-
dents is a valuable part of business intelligence. Some
of the projects are done on the initiative of the SAS
Group, others on that of the students. For example, in
2005 a doctoral thesis on the impetus for environmen-
tal work at Scandinavian Airlines was presented. The
SAS Group is supporting a doctoral candidate with a
project to evaluate Scandinavian companies’ coopera-
tion with the UN Development Program (UNDP).

The SAS Group is also part of CSR Sweden, a com-
pany-run network primarily tasked with making corpo-
rate social responsibility and social involvement a natural
part of a company’s day-to-day work. A key aspect of
the network is for companies to inspire one another to
describe sustainability-related activities in their finan-
cial reports. Rezidor SAS is an active member of the
sustainability network International Tourism Partner-
ship (ITP). Group Management also participates in
Baltic Development Forum.

New tool for enhancing dialog and improving
decisions

In 2005, the SAS Group took further steps to system-
atize, strengthen and enhance its relations with pri-
mary external stakeholders, i.e., customers, policymak-
ers, financial analysts/investors and the public. It is
they who help to set the terms for the SAS Group’s
competitiveness and operating framework. Thus, they
have direct impact on its profitability and market capi-
talization. Consequently, relations with these groups
are vital and constitute a considerable asset that should
be managed well.

The stakeholders’ relationship with, and perception
of, the SAS Group's activities are primarily determined
by the decisions made by Group Management. That is
why the SAS Group has developed the management
tool SRM, intended to systematically judge how various
stakeholders may react to a given decision. Based on
in-depth interviews, SRM is a tool for continuously
maintaining and improving relations with key stake-
holders through targeted measures. The tool is meant
to be used by all managers in the Group, since their
work is to have a clear focus on stakeholders and the
surrounding world as part of improving the business’s
profitability.

Examples of the SAS Group’s ongoing discussions with stakeholders

Key stakeholder category

Forms of dialog/involvement

» Employees
» Prospective employees

» Students and researchers

PULS, performance assessment interviews, interactive meetings with all employees.
Discussions in connection with frequent lections at universities and colleges.

The Group’s sustainability work is often the subject of investigation. Writers of papers

and theses interact closely with Group staff concerned.

» Contract customers

Discussions on collaborative projects to reduce the environmental impact of trans-

portation and in connection with major customer requests for reporting business
ethics, social and environmental aims.

» Customers

Customer views are captured in many different ways, such as through the Customer

Satisfaction Index, SRM, surveys, comments on the business to the in-flight magazine

Scanorama, etc.

» Shareholders/investors

Through surveys and discussions; SAS Group’s sustainability work is evaluated by

ethical funds, banks and investment funds.

» Financial analysts
addressed.

» Authorities

Regular contact with analysts when sustainability and business ethics issues are

Regular meetings with Scandinavian civil aviation authorities and a dialog with

environmental agencies and labor inspection authorities.

» Suppliers

At meetings the SAS Group’s sustainability work is discussed and contracts ensure

that suppliers comply with the principles of the Global Compact.

» Partners

» Neighbors/local
communities

Dialog on sustainability issues with partners in Star Alliance, among others.

SRMis used to find out the views of the public. Ongoing discussions with airport
owners primarily in the subsidiaries” home countries.

Involvement in projects for sustainable business development in the municipalities
surrounding its “home airports.” Rezidor SAS hotels have recurring projects focusing
on corporate social responsibility.

» Humanitarian organizations Regular meetings and discussions with organizations like Bellona, Friends of the Earth,
World Wildlife Fund and Save the Children.

» Mass media

Thereis great media interest in the SAS Group, which is open to discussions and inter-

views with representatives of all mass media.

» International organizations  Sustainability issues are vital to many of the international organizations of which the
SAS Group is an active member, e.g. Global Compact Nordic Network, the ICAO envi-
ronmental committee CAEP, Association of European Airlines (AEA), the IATA environ-

mental committee, ITP etc.



Social responsibility

The SAS Group’s social responsibility includes relations with its employees and the community. Corporate social
responsibility (CSR) means different things depending on time and place. In the SAS Group, the various subsidiaries
give priority to issues on the basis of the activities which the particular company engages in. Restructuring and
continued staffing reductions characterized 2005. During the year, there were specific initiatives to reduce sick leave.

Turnaround 2005 was completed during the
year. At the same time, stiffer competition
and rising fuel prices indicate that additional
measures will still be necessary to reduce
costs and increase productivity and rev-
enues. This has meant continued pressure
on the Group’s employees. The launch of sev-
eral new and more flexible products in a short
time has placed heavy demands on employ-
ee’s adaptability, innovation and understand-
ing of the SAS Group’s competitive situation.

In all, the number of employees was re-
duced by about4%in 2005, see page 6.

Some subsidiaries, including Bluel,
Spanair and Rezidor SAS expanded their
activities in 2005 and increased their work-
forces. In addition, as of 2005, airBaltic’s
employees are counted as part of the Group’
total workforce.

Continued restructuring

Following the restructuring of the SAS Group,
concluded in 2005, each company sets its
own priorities and makes its own judgments
on necessary measures. It means, for exam-
ple, that redundancy processes appeared dif-
ferently in 2005, depending on the particular
company’s financial and staffing situation.

Accidents and incidents

In 2005, a workplace accident occurred at
Oslo Airport Gardermoen, when an STS em-
ployee died from a fall from a ladder. The
company reported the accident to the
Labour Inspection Authority and the police,
which is investigating the accident. Once the
police investigation is concluded, the SAS
Group internal working group will investigate
the accident.

The terror bombing of the Radisson SAS
hotel in Amman resulted in 30 deaths
among the guests and one among the hotel
staff. Although the hotel is a franchise hotel,
i.e., neither owned nor operated by Rezidor
SAS, Rezidor SAS placed its crisis organiza-
tion at the disposal of the affected hotel.

Sick leave

Work to reduce sick leave, especially long-
term sick leave, intensified in 2005. The is-
sue was given priority by SAS Group Man-
agement, which has added a corporate

function with responsibility for working envi-
ronment and sick leave issues.

A new working environment policy that
more clearly underscores management
responsibility for the working environment
began to be drafted in 2005. At the same
time, an effort to analyze absence figures
and take specific actions to reduce sick leave
was initiated. For instance best practices for
rapid rehabilitation and preventive efforts
were identified, where Norwegian experi-
ences with More Inclusive Workplaces may
be used by companies in other countries.

Each subsidiary has chosen its own way
to attack the problem. Some of them that
traditionally have the most sick leave — SGS
and SAS Cargo — have worked long on the
issues and set specific targets to reduce
illness figures. These companies, all together
representing just under 30% of Group em-
ployees, benefit from a number of tools that
the Group HES organization offers. For ex-
ample, some of them utilize a service where-
by a nurse from the HES department tele-
phones already on the first day the person
who called in sick. The person on sick leave
receives advice that can lead to a speedier
recovery. In addition, those at risk of ending
up on long-term sick leave can be caught at
an early stage.

Equality

The SAS Group's diversity policy also con-
tains acommitmentto gender equality. In ac-
cordance with this policy and Swedish legis-

lation, equality plans are drawn up in each
company. A Group decision was additionally
made for least 40% of all candidates called in
for interviews for new management posi-
tions to be women.

Employee surveys

PULS (Employee Surveys on Life at SAS) em-
ployee surveys were conducted in November
2005, when the new PULS was used for the
first time that was specially developed tofitin
with the new Group structure. Only ten ques-
tions are common to all companies, while the
others are company-specific. All companies
except Rezidor SAS participated, which has
its own survey.

PULS addresses issues including man-
agement, employee knowledge, morale and
authorizations and how cooperation, organi-
zation and efficiency are working. The re-
sponse rate rose by about 6 percentage
points (from 62% to 68%)) since 2003, when
the last big survey was conducted.

The preliminary conclusions are that two-
thirds of the employees are motivated and
satisfied with working conditions, despite a
hectic job and competitive situation. Employ-
ees also perceive that their jobs areimportant
and that they have become more cost-con-
scious.

However, it is also clear that employees
view Group companies and managers as

Age and gender breakdown in
the SAS Group in 2005
Average age, 40.7 (41.1%) years

3,000

2,500~

2,000~
1,500
1,000+

500

0

29 3034 3539 40-44 4549 5054 5559  60-

Men B Women
* 2004 excluding Hotels and Wideroe

The age breakdown varies considerably among Group
companies. While 74 % of Blue1 employees are under
40, 34% of Scandinavian Airlines Sverige employees are
in that age group. 92% of Newco employees are under
40, while the figure for SGS is 46%.
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having done a poor job presenting and im-
plementing results from previous surveys.
Managers also need to be better at setting
goals and communicating and carrying
them out.

Executive and human resource
development

Many Group companies implemented local
executive development programs in 2005,
involving 500 executives. These programs
touched on leadership development, com-
municative knowledge, culture-building and
coaching/mentoring.

In addition, more than 1,100 employees
participated in various development pro-
grams, the largest of which involved creating
acommon culture for 800 employees of SAS
Braathens.

Ordinary skills-enhancement courses were
held for pilots, cabin crew, technicians, sta-
tion staff and sales staff, etc., in the Group’s
airlines and supply companies.

Anew trainee program began in 2005 for
10 participants, four women and six men
aged 26-30. Unlike earlier programs, this
time, external trainees were recruited direct-
ly from universities and colleges.

Cooperation with labor organizations

Since the incorporation of business units,
cooperation with labor organization is pri-
marily a matter for subsidiaries. This is ex-

The SAS Group’s contribution
to sustainable social progress

One of the SAS Group’s core values is consideration.
This means that the Group and its employees are ex-
pected to care about customers and coworkers and to
take general social and environmental responsibilities.

Besides responsibility for the environment and for its
employees, the SAS Group's corporate social responsi-
bility involves contributing to social progress wherever it
operates and in areas where the Group is competent, as
well as being a respected actor in society.

For the SAS Group’s part, this means, for instance,
operating key infrastructure in the form of air routes that
are vital to individuals and business in the regions where
the Group operates. This applies especially to Sweden
and Norway, which are both elongated and sparsely pop-
ulated. The SAS Group’s activities are particularly crucial
for local labor markets in rural regions in Scandinavia.

Research and development (R&D)

The SAS Group contributes in many ways to the emer-
gence of a more sustainable society. One way is the
Group’s commitment to and support for the develop-
ment of “greener” technologies, such as bio-based jet
fuel, deicing with triazol-free fluids or with the aid of in-
frared light, etc. See pages 98and 113.

The SAS Group engages in — and partly pays for —
technological development benefiting the entire indus-
try. This also applies to the work of the SAS Group and its
airlines on international efforts to draw up environmen-
tal standards for civil aviation.

Also through its activities in its subsidiaries SAS
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pected eventually to result in better quality
and accountability for all parties in that all
discussions and any negotiations relate to
day-to-day operations.

Elected employee representatives from
the three Scandinavian countries sit on the
SAS Group Board of Directors.

The SAS Group is generally convinced
that its cooperation with unions is a sine qua
non for increasing efficiency in the Group.
This view is supported by internal material
showing adownward trend since 1992 in the
number of conflicts.

Rezidor SAS has European Works Coun-
cil, where at annual meetings the manage-
ment is to brief employee representatives
about the company’s finances, perform-
ance, future ventures and other paramount
issues and discuss these with them.

Like all companies operating in Saudi
Arabia, Rezidor SAS faces the problem that
unions are prohibited by law. Itis thus impos-
sible to encourage workers to organize.
However, the hotels carry on discussions
about working conditions with the employ-
ees concerned.

Conflicts and disputes
For 14 days in October, Norwegian aircraft
technicians at Widerge’s Flyveselkap carried
out a “go-slow action” during pay negotia-
tions.

The Supreme Court of Norway ruled in

Flight Academy, which trains pilots, SAS Technical Acad-
emy, which trains personnel for technical aircraft main-
tenance, the SAS Group helps to spread know-how to
countries in the Third World. A vital element of pilot
training is optimizing flight procedures so that aircraft
are utilized eco-efficiently.

The SAS Group contributes to R&D through a board
position in @resund Environment Academy. Represen-
tatives of SAS corporate functions for the environment
and sustainable development are part of a steering
group at the Bode Graduate School of Business focus-
ing on environmental economics, and a reference group
for the environmental science program at Linkoping
University. In both instance, SAS Group employees par-
ticipate as lecturers.

Contribution to the economy

Airline operations are powerful engines of job creation.
So concludes the report “Civil Aviation in Scandinavia —
value and importance,” published in 2003 and compiled
for the SAS Group by the consultancies COWI, T@l and
Inregia, from Denmark, Norway and Sweden, respec-
tively. According to the report, each employee of the
SAS Group’s airline operations generates 1.63 jobs in

Example of the SAS Group’s contribution to the economy*

the SGS case concerning the 325 previous
Braathens employees who were not given
employment at SAS Ground Services when
the corresponding activity at Braathens was
shut down after the merger of the compa-
nies. Although two lower courts found for the
SAS Group in its handling of the matter, the
Supreme Court overturned this decision,
setting alegal precedent.

The ruling has prompted mixed reactions
and means that current employees of SGS
may be forced to leave, that the form of em-
ployment may be changed, and that financial
compensation may be paid to those who
may have suffered financial harm during this
period.

There were major problems with canceled
flights and delays in January 2006, when
Danish pilots wenton a wildcat strike owing to
dissatisfaction that their positions are being
transferred to the new subsidiaries — which
the other groups have accepted. At the same
time, a large number of Norwegian pilots
calledin sick.

In February 2006, the competition au-
thorities carried out a globally coordinated
action against a score of freight companies,
including SAS Cargo. The aim was to investi-
gate suspected collusion on fuel surcharges.

Sponsorships and charities
The SAS Group’s extensive sponsorship of
various cultural and sporting events is way to

other industries. This means that the SAS Group’s air-
line operations directly and indirectly employ between
45,000 and 50,000 persons in the three Scandinavian
countries. These persons contribute approximately SEK
10 billion in taxes to the Danish, Norwegian and Swedish
treasuries each year. In addition, the SAS Group pays
corporate tax.

According to the report above, the SAS Group’s op-
erating revenue is 0.6% of Swedish, 0.7% of Danish and
1.1% of Norwegian GDP.

Likewise, the SAS Group’s other companies have a
direct and indirect economic impact on the societies
where they operate.

For example, Rezidor SAS hotels have a combined
payroll of just over 22,000. In addition, the hotel busi-
nesses employ a large number of persons in related
business such as restaurants and laundries. According
to data from ITP, the tourism industry generates about
1.5 additional jobs in other industries. This means that
Rezidor SAS directly and indirectly employs over
33,000 persons worldwide. The hospitality and tourism
industry are also a key labor market for young people.
Half of the employees in the business are under 25.

Country Number of jobs Incomes, MSEK? Social security taxes, MSEK?
Denmark 7,100 3,850 500
Norway 9,220 5,060 890
Sweden 6,870 3,620 790
Other 9,180 2,580 520

Based on the average number ofemployees ?See Reporting principles for sustainability reporting, www.sasgroup.net.



strengthen its brands. There are also a num-
ber of environmental and charity sponsor-
ships. These include the annually recurring
support (MSEK 6.2) for Save the Children,
the Norwegian Sophie Prize for sustainable
development and a fund run jointly with
Coca-Cola that supports Nordic environ-
mental projects.

In addition, SAS Group subsidiaries have
their own sponsorships. For example,
through UNESCO, Rezidor SAS supports
world cultural heritage in countries where its
hotel business operates.

The SAS Group’s employees have their
own charity projects, such as the program
U-assist, which has existed for a couple of
decades. In the program, employees each
month voluntarily give up part of their salaries
to help people in developing countries to a
better life and uninterrupted schooling.

At the beginning of 2005 SAS Group em-
ployees took the initiative to collect money
for Save the Children, to benefit those affect-
ed by the tsunami. The collection raised ap-
proximately MSEK 3, which was matched by
the company.

Alcohol, gambling and adult films
Aspects of the operations of several of the
Group'’s companies are not accepted by all
groups in society. These include liquor and
tobacco sales, the airlines’ and hotels’ serv-
ing of alcohol, the casino business in some
of Rezidor SAS’s hotels, as well as access to
pornographic movies in hotel rooms. The
SAS Group’s position is to offer to adults
only such things that are legally and cultur-
ally accepted, and the restis a matter of indi-
vidual choice and responsibility.

The SAS Group’s sustainability work Airline operations Airline Support Businesses/Airline Related Businesses | Hotels
Q> & S Q
& & S N
@r&\b o & & N %@@\ ‘\DQQ && o
N\
o & E S & N & & e
& LS & ES X e o Lo & O § & &5 N
sl S I JE ¢ & & o §F ¢ & & & §F F& ¥ o
SF AT P A A F I |2 @ @ P & EE 0|
C@ gy F FP T XN QYN | FFE F F T W § Py
Has the Group Code of Conduct been 5 5 3 5 4 B 6 6 1 1 5 4 4 3 5 3 4 5
discussed by the management team?
Has the company/business area been 5 4 5 5 3 B 6 @ s 4 5 5 1 5 5
involved in community projects? . . .
Have there been environmental, social or
ethical standards and dialogs for choosing 4 . 5 5 4 4 3 4 4 B8 3 4 . 4 3 2 4 4
suppliers and/or products?
Are there environmental, social or ethical
standards in supplier contracts? 4 4 4 4 4 494 @ @ 2 3 3 4 . 4 4 5 1 4
Is the SAS Group's sustainability policy inte-
grated into supplier contracts and agree- 4 4 4 4 4 49 4@ 3 2 3 4 4 1 4 3 3 1 4
ments?
Are there stakeholder dialogs on social, ethical
and environmental issues? Cooperation with
schools, universities, institutions, etc., or 4 4 3 2 . » @ ® 3 4 4 4 4 . 3 4 2
research activities?
Is there an internal plan for training/human
resource development? 4 5 . 4 5 ® @ B 4 5 5 5 5 5 5 . 4 4
Have executives and other employees
received training in sustainability issues 3 3 . 4 . ® © O 3 . 5 3 4 1 4 4 5
(environmental, social, ethical)?
Arethere established forms of cooperation 5 5 5 5 5 5 5 5 a4 5 5 5 5 5 5 5 5 4
with unions and employee representatives?
Are there policies and rules for dealing with 5 5 5 5 5 3 5 4 a4 5 5 5 5 5 @ s 5 4
redundancy?
Are there systems to improve the working 4 5 5 4 5 4 5 5 4 5 4 5 5 5 . 5 & 4
environment?
Is the Global Compact being implemented
5 g 5 5) 4 5 4 4 4 c 5] 5 5 5 3 4 4
and its ten principles being complied with? .
Are there community sponsorships? 5 4 5 5 4 5 3 (5 4 . 3 5 1 1 1 1 1 5

Have there been disputes (including wildcat
actions) or grievances relating to social or No
ethical matters?

Have there been any material deviations from
policies and/or rules regarding work on ethi-
calissues and social responsibility? No

Same as 2004.

20050nly. 1=No 2=lInitiated 3 =Partly

Improvement compared with 2004.

Yes Yes No No No No No No No

No No No No No No No No No

4=Wellontheway 5=Yes

No No No No No No No No

No  No No No No No No No

5 Sameas 2004. . Deterioration compared with 2004

The matrix above shows how far the various subsidiaries have come in meeting sustainability goals and honoring the SAS Group’s commitments to the Global Compact’s princi-
ples. Shown here are relative measurements determined by a process of self-assessments in each company and discussions with the corporate function Environment & Sustain-
ability. Since the SAS Group’s sustainability work is based on continuous improvement, a 5 in 2005 can become a 4 the following year because the ambition level is raised. More

information on each subsidiary on pages 110-115.
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Environmental responsibility

The SAS Group’s environmental impact varies considerably with business area. Generally the Group’s biggest envi-
ronmental impact is the consumption of nonrenewable energy, primarily fossil fuels. Their combustion increases
atmospheric CO,, levels, which contributes to global climate change. Noise is a local environmental nuisance that is

drawing increasing attention.

The SAS Group’s airline operations repre-
sent around 90% of its total environmental
impact, which is primarily from the combus-
tion of jet fuel. Besides the addition of CO,,
aircraft engines’ emissions of water vapor
and nitrogen oxides (NO,), which affects
the atmosphere’s ozone content and pro-
duces contrails, may also have an impact on
the climate. CO, emissions account for
about 50% of aviation’s total impact on
climate, while water vapor, NOy and particu-
lates are assumed to account for the rest.

The combustion of jet fuel also emits NO,,
which can locally affect air quality and region-
ally cause acidification and eutrophication of
soil and water. Noise from takeoffs and land-
ings create local environmental impacts.

The environmental impact of hotels and
other activities primarily consists of energy
and water consumption, material and chemi-
cal use and waste generation. Among other
activities are a number of units that primarily
comprise office activities as well as compa-
nies and units of a more technical nature.
These include SAS Technical Services (STS)
and SAS Ground Services (SGS), whose en-
vironmental impact also consists of chemical
use and generating hazardous waste.

Environmental index

The SAS Group measures its eco-efficiency
with an environmental index, which is also
used as atool for managing and following up
the Group’s environmental performance.
Gradually developed since 1995 by Scandi-
navian Airlines, the environmental index
currently reports each operation’s environ-

mental impact relative to production. Most
Group companies work with an environ-
mental index, planning and setting targets
and controlling and reporting the environ-
mental performance of their operations us-
ing the key performance indicators on
which the index is based.

Environmental management system
Following the SAS Group’s overarching ob-
jectives and strategies, each company or unit
develops environmental targets based on the
requirement for constant and relative im-
provements in environmental performance.
The long-term goal is for all environmental
management systems in the Group to be
documented and in line with the international
ISO 14001 environmental management stan-
dard. The question of certifying the systems
will be decided by the company or unit in
question on the basis of business strategy.

Of subsidiaries, it is SAS Cargo and the
ground handling company Newco that have

Scaninam W

£

ISO 14001-certified environmental man-
agement systems.

Environmental permits

A detailed description of the SAS Group’s
licenses and environmental permits for its
operations is given in the Report by the
Board of Directors on page 56.

Airline operations have no separate
licenses or environmental permits for oper-
ation, but depend on permits that airport
owners have, such as glycol handling, run-
way deicing and threshold values for noise
and emissions. An environmental approval
is part of the procedure for aircraft certifica-
tion performed in the three Scandinavian
countries. Airline operations have a dispen-
sation for halon use and submit annual re-
ports to the authorities on use and storage.
The reason for this dispensation is that
there is no sufficiently safe alternative to
halons as an extinguishant for aircraft en-
gine and cabin fires.

The SAS Group’s sustainability work* Airline operations Airline Support Businesses/Airline Related Businesses | Hotels
& g R
N e & & ©
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Environm. standards for choosing suppliers 4 3 3 4 3 3 2 3 4 5 3 4 a 5 4 4
Environm. standards for choosing products 4 3 4 4 3 3 3 2 . 3 5 3 4 4 5 4 4
Environmental management system 4 2 4 3 . 3 3 4 2 3 3 5] 1 4 4 5 5
Environmental policy/targets 5 . 5 4 . 4 4 3 1 2 3 5 2 5 1 4 5) 5

3 Sameas 2004. . Deterioration compared with 2004
5=Yes

Same as 2004.

20050nly. 1=No 2=Initiated
* Explanation of matrix, page 105.

Improvement compared with 2004.

3=Partly 4=Wellontheway
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Through the company SAS Oil AB, the
SAS Group is a minority owner of a number
of smaller companies that handle jet fuel.
The SAS Group is satisfied that these com-
panies have the necessary permits, contin-
gency plans and insurance. SAS Oil is a pur-
chasing company for jet fuel for most of the
Group’s airlines.

Infringements, incidents and disputes
In 2005 a case of fuel jettisoning occurred.
In August a serious incident at Shanghai air-
port resulted in one of Scandinavian Airlines
International’s Airbus 340s being forced to
jettison approximately 60 tonnes of jet fuel
over the sea, and then land at the airport
again. The aircraft remained in Shanghai for
along time, with the resultant costs and loss
of revenue. The incident is the subject of an
internal investigation (see also page 15).
Moreover, in 2005 aircraft from SAS
Group airlines sometimes deviated from lo-
cal approach and takeoff rules, with discus-
sions with the authorities and even fines as
aresult. This problem is expected to be less
of an issue since it was decided to equip
MD-80 aircraft with new GPS systems.
These will make it possible to more exactly
follow approach and takeoff paths.

Environment-related events and activities
The SAS Group introduced an extensive fuel
saving programin 2005. See page 108.

An EU ban on the use of the flame retar-
dant pentaBDE entered into force on
January 1, 2005. However, civilian aircraft
— which have emergency slides treated
with pentaBDE — have a dispensation until
March 21, 2006. Meanwhile, alternative
flame retardants have been developed.

In 2006, tightened certification require-
ments will be introduced for noise — ICAO
Chapter 4. This will be required for the
approval of new aircraft. Currently, except
for its MD-80s, most of the SAS Group’s
aircraft meet Chapter 4 standards.

In January 2005, the noise limit for night
trafficat Copenhagen Airport was lowered
to 80 dB(A). A considerable share of the
SAS Group’s MD-80 aircraft use Copen-
hagen Airport, which has meant that the
new noise limits initially presented infring-
ement problems. However, the problems
have abated considerably thanks to a
number of measures, such as changes in
procedure, with reduced engine power af-
ter takeoff, small adjustments in time-
tables and swapping certain aircraft.

In 2005 the SAS Group also considered

various technical solutions to reduce the
noise levels of its MD-80 aircraft. One of
the more intriguing alternatives involved
replacing the engines, but since one of the
parties involved withdrew from the pro-
ject, itis currently on hold.

There is an ongoing project to modify the
MD-80 so that it satisfies Chapter 4 stan-
dards.

Changes in the aircraft fleet
Owing to overcapacity and financial consid-
erations, the SAS Group decided earlier to
sell its eight MD-90s, which are among the
least noisy in the fleet. Three of the MD-90s
will be taken over by Bluel in 2006, and
three will be leased out.

The SAS Group’s remaining MD-90s will
also be leased out externally or be used by
one of the other Group airlines.

Cooperation and technology development
The SAS Group’s airlines are active partici-
pants in a number of national and interna-
tional forums where environmental issues
linked to civil aviation are discussed. These
include ICAQ, the airline organizations IATA
and AEA and the Nordic working group for
environmental issues in civil aviation N-ALM.

Arepresentative of the SAS Group corpo-
rate function “Fleet Development,” which
monitors the environmental performance of
the Group’s aircraft fleet, has several key in-
ternational assignments. He chairs one of
|IATA's newly formed environmental commit-
tees and is also part of the SAS Group Sus-
tainability Network, among other posts.

Via AEA the SAS Group participates in
the big European R&D project ACARE (Advi-
sory Council for Aeronautics Research in
Europe). ACARE comprises representatives
of the EU countries, European Commission,
researchers, the aviation industry, airport
owners and aviation industry bodies. The
goal of the project is by 2020 to find solu-
tions to cut fuel consumption and CO, emis-
sions in half. Noise levels are to be cut in half
as well, i.e., a reduction of 10dB. NO, emis-
sions are to be cut by 80%.

Rezidor SAS is helping to spread “green”
technology by applying its own technical
standards when opening new hotels around
the world. These standards contain several
requirements to use best available technol-
ogy (BAT) as well as energy- and resource-
efficient solutions. These solutions mean
that the highest technical standards are
used in the hotels Rezidor SAS operates.

Rezidor SAS has also participated in an

industry-wide standard for requirements for
hotel construction: “Sustainable Construc-
tion Guidelines.” This effort was within the
framework of ITP —an environmental collab-
oration in the international hotel industry
that Rezidor SAS has chaired since 2004.

The SAS Group’s property company SAS
Facility Management has similar standards
for eco-friendly buildings.

Airline operations Out
Flight
Flight Carbon dioxide (CO,)
Engine oil Nitrogen oxides (NOy)
Halons Hydrocarbons (HC)
Volatile organic
compounds (VOC)
Qil aerosols
Jettisoned fuel
Noise
Water vapor
Cabin
Food and beverages Organic waste
Packaging Packaging
Disposable/semi- Unopened
disposable items beverages
Articles for sale Articles for sale
Newspapers Waste
Chlorinated water Lavatory waste
Germicides
Airline Support Businesses/
Airline Related Businesses (e
Ground
Glycol Waste
Water Hazardous waste
Freons Wastewater
Maintenance materials Sulfur dioxide (SO,)
Energy Carbon dioxide (CO,)
Vehicle fuel Nitrogen oxides (NOy)
Office supplies Hydrocarbon (HCs)
Chemicals Sootand particulates
Supplies Volatile organic
compounds (VOCs)
Hotel operations Out
Energy Waste
Water Hazardous waste
Food and beverages Organic waste
Chemicals Wastewater

Emissions to air
Carbon dioxide
(COy)

Maintenance materials
Office supplies
Disposable/semi-dis-
posable items
Newspapers, brochures
Halons, freons

The SAS Group’s total environmental impact
Of the SAS Group’s total environmental impact,
Airline operations account for around 90%,
Airline Support Businesses and Airline Related
Businesses for around 2% and Hotel operations
for around 8%. See Reporting principles for
sustainability reporting at www.sasgroup.net

90%

8% @,
Airline Support Businesses/ 0
Airline Related Businesses 2 Aj

Airline operations

Hotel operations
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Financial responsibility

For the SAS Group, persistent economic profitability is closely connected to environmental improvements and the ability
to take social responsibility. In many ways, its work on sustainability issues serves to increase the value and competitive-
ness of the SAS Group, such as utilizing resources more efficiently and minimizing risk.

Well thought-out and proactive sustainabili-
ty work also reduces the risk of being sur-
prised by new, more stringent demands
from the market and/or the authorities. The
risk of infringements of environmental regu-
lations, for example, which in turn can lead
to bad press and direct costs in the form of
fines and damages, is also reduced.
Long-term sustainable profitability and
growth for the SAS Group requires that its
operations are able to meet the demands
set by customers and society for the services
provided. These include environmental
standards and requirements for social ac-
countability and ethical behavior. The SAS
Group’s sustainability work has proved im-
portant to customers, which is reflected in
customer surveys and other dialog.

Financial aspects of corporate

social responsibility

One key purpose of corporate social responsi-
bility work is to maintain and improve relations
with employees. Here value creation primarily
lies in contributing to its employees’ compe-
tence in their work roles, personal develop-
mentand well-being.

Human resource development

Various kinds of training activities are vital for
maintaining and improving employee skills.
The SAS Group’s total expenses for training in
2005 were about MSEK 250. More than half
was for costs for maintaining necessary cer-
tificates for pilots, technicians and cabin crew.

Payroll expenses

The SAS Group’s attractiveness as an em-
ployer is an aspect of social accountability,
and relative pay is one way to measure this

Successful program for saving fuel

This past year the SAS Group’s costs for jet fuel rose by
SEK 1.9 billion. From having comprised about 8% of the
Group’s total cost, it climbed to around 14% in 2003.
There are no indications that the price of jet fuel will fall
in the foreseeable future.

This is part of the background for the special fuel sav-
ing program in operation since the beginning of 2005.
In its first year, the program, initially run within Scandi-
navian Airlines Businesses, led to a saving of jet fuel
worth about MSEK 70. In environmental terms, this
means more than 40,000 tonnes of CO,.

These savings were achieved using exclusively oper-
ational methods; that is, no new investment or other
major changes were required, but primarily measures
like regular engine cleaning or fuel-efficient flying. To

SAS Group Annual Report 2005
Sustainability Report

1% lower fuel consumption for an

Airbus A340 =389 tonnes of fuel per year
MSEK 2 per year
1,200 tonnes of CO, per year

attractiveness. As part of recent years’ pay
reviews, the SAS had comparisons done
with similar companies and industries in the
Scandinavian and Northern European mar-
ket. The most recent comparison showed
that ground staff in Sweden and Norway,
with few exceptions, had market pay, while
those in Denmark are paid more. Pilots and
cabin crew in the three Scandinavian coun-
tries have better pay and pension terms
than in the other Scandinavian airlines.

Costs of sick leave and accidents

Sick leave is affected by a number of factors
such as illness and accidents as well as
physically and mentally stressful working
environments. Various methods to prevent
short and long-term sick leave are currently
being evaluated.

Besides raising costs for the company,
excessive sick leave can make it less attrac-
tive as an employer for current as well as po-
tential employees.

To reduce sick leave, Group Management
has decided that costs for sick leave are to

manage the latter, besides pilot awareness, certain
practical assumptions are required, e.g., getting under
way on time. Takeoff delays can make fuel-efficient
flying impossible, since pilots need to increase speed in
order to land on schedule.

Thanks to information and educational efforts, the
fuel savings for the four airlines in Scandinavian Airlines
Businesses will be approximately MSEK 250, in 2006,
equivalent to a saving of 50,000 tonnes of fuel. In turn
this means a saving for the environment in the form of
160,000 tonnes of CO, per year.

The experiences from the fuel saving program will be
applied to the Group’s other airlines. See the example in
the illustration above.

be followed up quarterly and evaluated. This
reporting will be done as of January 2006.

Reported sick leave costs will include the
direct costs in salaries and wages paid for
nonproductive time, i.e., iliness. Costs not to
beincluded are those that are attributable to
temporary replacements.

Financial aspects of environmental
responsibility

The SAS Group’s environmental work has sev-
eral overriding purposes: besides ensuring
that the Group operates in line with environ-
mental laws and regulations, it is intended to
reduce the Group’s environmental impactand
make resource use more efficient. Environ-
mental work thus serves to strengthen the
Group’s finances and brands, see image index
below.

Environment-related revenues

and cost reductions

In the SAS Group’s operations greater cost-
efficiency is strongly tied to lower environ-
mental impact. For instance, aircraft engine
CO, emissions are directly correlated with
the aircraft’s fuel consumption. Thus, the
SAS Group’s bottom-line concern for keep-
ing aircraft fuel consumption down coincides
with its aim of reducing CO, emissions. The
same applies to all other activities that, be-
side environmental reasons, have strong
financial incentives to reduce consumption of
energy and other resources. The diagram on
the following page shows, among other
things, how the share of fuel costs has risen
since 2003.

Charges for infrastructure

Civilaviationis unique in thatitdefrays the costs
of the entire infrastructure it uses, i.e., airports
and air traffic control. For 2005, for the first
time the SAS Group has been able to compile
these costs for all SAS Group airlines, totaling
MSEK 8,955, of which MSEK 5,305 consti-
tutes the Group’s own costs. The remainder
comprised taxes and charges that the airlines
administer. Corresponding costs for Scandina-
vian Airlines Businesses globally were MSEK
6,601 (5461), of which MSEK 3,651 (3,111)
accounted for its own costs. Separate infra-
structure costs are equal to 10.4% of the oper-
ating revenue of SAS Group airlines.



Security costs

In the wake of the terrorist acts in 2001, the
EU has laid down new security requirements
for the airline industry. The airlines them-
selves have to pay for measures on the
ground required by governments to beef up
security of passengers and staff.

The SAS Group’s security costs for 2005
amounted to MSEK 1,050. More than half is
attributable to Scandinavian Airlines Busi-
nesses. Comparable security measures for
rail and ferry traffic are generally financed by
the government through taxes.

External environment-related charges

The SAS Group considers taxes and environ-
mental charges to be an inefficient means of
regulating the airline industry. This is be-
cause the investment in aircraft and engines
is high. The equipment is used for such long
periods, that it is impossible to make short-
term changes when governments or airports
introduce environmental charges. A number
of ICAO and EU studies confirm the ineffi-
ciency of environmental taxes as a regulatory
instrument.

The SAS Group’s external environmental
charges comprise environmental charges,
environment-related charges and environ-
ment-related taxes. In 2005 they came to
MSEK 525 (488).

Environmental charges exist to cover the
costs of special environmental measures
such as noise measurement and noise insu-
lation of properties near airports. Environ-
mental charges are linked to the aircraft’s
environmental characteristics and are in-
cluded in the landing fee. The SAS Group’s
environmental charges for 2005 were
MSEK 37.2 (32.8). The change is primarily
due toincreased noise charges.

Impact on CFROI of external
environment-related costs

% SEK billion
25 60
20 A% 50
5 - - 40
30
e
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0 0

2001 2002 2003 2004 2005

CFROI
B Reduction in CFROI due to environment-related costs
=== Operating revenue, airline operations (SEK billion)

The SAS Group's overarching earnings target CFROl is
negatively impacted by external environment-related
costs. These are specified in detail in the text above.

Environment-related investment (MSEK) 1998 1999 2000 2001 2002 2003 2004 2005
Airline operations 40 65 95 20 11.7 - - 222
Ground operations 72 27 15 20.1 - 84 143 0.2
Hotel operations - - - - - - - 263
Total 112 92 110 401 11.7 8.4 143 487
Share of SAS Group’s total

investmentin % 1.8 15 1.1 0.3 0.1 0.2 0.4 2.7

Inthe late 1990s and early 2000s, the SAS Group invested in 48 new Boeing 737s with DAC engines, which have especially low
NO, emissions. An environmental added cost of around MSEK 250 has subsequently been partly recouped in the form of lower
landing fees. However the engines have resulted in certain added costs for operation and maintenance.

Environment-related charges, too, are of-
ten linked to the aircraft’s environmental char-
acteristics and are included in the landing fee.
These charges have been created as an in-
centive to operate aircraft that are “greener”
than others’. Operators with “greener” aircraft
than their competitors would then be able to
lower their costs. The SAS Group’s environ-
ment-related charges for 2005 were MSEK
28.0(30.1). Because of its high proportion of
Boeing 737s with relatively low NOy emis-
sions, Scandinavian Airlines has lower envi-
ronmental charges at Swedish airports.

The SAS Group paid MSEK 500 (425) in
environment-related taxes in 2005. The differ-
ence over the previous year is due to higher
passenger taxes in Denmark of MSEK 27 and
an increase in environment-related passenger
taxes outside Scandinavia of MSEK 14 and an
increase of MSEK 32 of the carbon tax on fuelin
Norway. The Danish environmental tax will be
phased out in 2006 and 2007. Sweden previ-
ously had a carbon tax on jet fuel, but this was
repealed in connection with EU accession. As
of June 2006, an environmental tax on airline
tickets is planned, totaling SEK 1.4 billion per
year inadded tax revenue.

Other environment-related costs

The SAS Group’s other environment-related
costs concern expenses for waste manage-

Breakdown of costs in percent2005 (2003)

Jetfuel 14 (8)

Leasing costs 5 (5) "
Other* 35(37)

R eeaeer™e™ 1 (1)

Aviation charges 10 (10) ‘
Payroll expenses 35 (39)

* For example, computers and telecommunication, sales
costs and technical aircraft maintenance.

While payroll expenses are the biggest single item, jet fuel
represents a surging share of the SAS Group’s costs. The
figure shows the changes over two years.

ment, purification plants, depreciation on en-
vironmental investments, etc., as well as the
cost of the environmental organization. For
2005 these costs came to MSEK 2005 62.8
(57.2).

The SAS Group has no significant known
environment-related debts or contingent lia-
bilities.

Environment-related investment

For an airline, the most effective measure to
improve environmental performance is tore-
new the aircraft fleet, investing in aircraft
with fuel-efficient engines with low noise and
NOy emissions. This renewal is ongoing in
the SAS Group.

In recent years, airport owners and local
environmental agencies have become in-
creasingly strict regarding noise.

The year’s investment in airline opera-
tions totaled MSEK 22.2. MSEK 20 of this is
for investment in GPS equipment for the
Group’s MD-80 fleet to enable the aircraft to
follow the stringent takeoff and approach
paths, thus avoiding complaints and fines.

Investment in hotel operations in 2005
cameto MSEK 26.3 and comprises investment
in energy saving and energy conversions.

Changes in the overall image index and
the environment portion of the index.

1996 = 100 %
118 118
114 114

110 110

106 — — 106

102 — — —102
98]— 7h[ 98
g A 4J 94

1996 1997 1998 1999 2000 2002 2002 2003 2004 2005

M Overall image index Environment portion
W Social responsibility portion
=== Environment portion/overall image index

Sustainability work has always contributed positively to
Scandinavian Airlines” image. In 2005 this contribution
was somewhat smaller.
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Results for the year

With a few exceptions, the results for 2005 consistently show substantial improvements and efficiency gains in
financial as well as social and environmental areas. For instance, eco-efficiency at most airlines was up sharply thanks
to a higher cabin factor and a conscious commitment to the fuel saving program.

During the year, Turnaround 2005 and the
incorporation of business units in SAS
Group were concluded. Among other
things, this has enabled subsidiaries to work
in @ more decentralized way on their most
significant environmental and sustainability
issues. The reporting of data for 2005 is on
afirmer basis than before.

With regard to the results for the year,
eco-efficiency improved sharply. Airline op-
erations saw a higher cabin factor and
record-low fuel consumption per passenger.
Most of the Group’s companies also showed
asharply improved environmental index.

Average sick leave rose somewhat to
6.8 % (6.6%).

The number of occupational injuries with
subsequent absence fell sharply within the
entire SAS Group to 764 (903).

Important events

Following discussions and evaluation, the

SAS Group share was approved for invest-

ment at Sweden’s largest asset manager,

Robur’s ethical and environment-related

funds.

After evaluating the SAS Group’s sustaina-

bility work, Storebrand Kapitalforvaltning

voted the SAS Group “Bestin Class.”
There were discussions in 2005 with

Sjunde AP-fonden’s adviser GES Investment

Services on the SAS Group’s special pro-
gram for compliance with competition law.
Forsta AP-fonden also asked questions in
connection with the sale of SAS Compo-
nents to Singapore Technologies.
Employees of SAS Cargo as well as station
personnel and flight dispatchers served as
volunteer aid workers following the earth-
quake in Pakistan. Dispatchers also partici-
pated in rescue operations in Aceh province
in Indonesia after the tsunami disaster.

Scandinavian
Airlines Businesses

For Scandinavian Airlines Businesses, 2005
was a record year environmentally. From a
very good 2004, eco-efficiency improved fur-
ther. The total cabin factor was 70.1% (66.1%)
—the highest ever, which means that fuel con-
sumption per passenger kilometer was at a
record low as well: 0.045 (0.049) kg/RPK.

The previous goal of improving the envi-
ronmental index by three points per year
was also reached in 2005, if the results from
the now four independent constituents of
Scandinavian Airlines are put together.

Since these airlines have a common suppli-
er of catering and ground services, the cabin
and ground indexes are reported jointly for the
four airlines. The cabin index continued to dete-
riorate 88 (79), due to the introduction of a sim-
pler meal conceptin Economy. Fewer meals are
served, but the catering supplier was unable to
adapt its production capacity in time, which
means resource use per meal is rising sharply.
Other environmental consequences are small-
er volumes of waste and a reduction in aircraft
weight, which in turn cuts fuel consumption.

At the same time, the ground index im-
proved, primarily owing to the energy saving
measures by SAS Facility Management.

SAS Group’s sick leave and
accident statistics! Airline operations Airline Support Businesses/Airline Related Businesses | Hotels
o S
° N 'A\(JQ} & 0\\"Q
< & o & S & P &
I I OF O E F LIS Qo
o5 L1 &L & 5 e < S & & F§ 90 S L N
2oz ¢ S ¥ & & & ~ §F of & 0 & & &8 o 8,
58 A AT & S S F P e e o L L 2 & |58
53| FY Y F LY F ¥ F | FF F FF Y I F F |y
Totalnumberofemployees4 938 | 1,809 1,880 3663 2,051 3,343 1,471 532 690 |3,782 7,357 1,485 177 162 87 46 1,235 525
of which women, % 56 18 69 60 75 37 36 52 54 9 37 20 34 38 39 52 66| 61
Total sick leave, % 35 3.9 74 86 79 67 61 72 44| 47 89 56 20 40 29 25 45| 72
Long-term sick leave
(more than 59 days), % 3.2° 19° - - 53 49 - 11 06| 23 52° 43 09° 20 12 11 27| 30
Sick leave for women, % 63| 49° - - 86 43 - 47 24| 39° 84> 40° 32° 60 50 15 37| 103
Sick leave for men, % 267 29° - - 57 24 - 24 47| 36° 67° 68 08 30 16 37 09| 45
Sick leave, employees under 30,% 31°  05° - - 74 34 - 16 54| 25 69 41° 05 10 10 0 12| 36
Sick leave, employees aged 30-49, % 277 36° - - 88 30 - 50 25| 28 77° 51° 16 50 29 30 31| 72
Sick leave, employees aged 50
and over, % 64| 27° - - 69 25 - 06 11 54° 126° 81° 15° 40 37 08 02| 75
Total no. of occup. injuries causing
more than 1 day’s sick leave 0 0 34 29 7 281 10 1 1 27 298 29 0 0 0 0 47 0
H-value® 0 0 117 57 22 47 39 15 07| 45 243 117 0 0 o0 0 263 0

! Figures may deviate from the financial report. See Reporting principles for sustainability reporting, www.sasgroup.net 2 Pilots and operational ground personnel employed by SAS
Consortium. > Persons employed in Sweden only. * Average number of employees in 2005. ° Covers persons employed by legal entity in Sweden only: Corporate Functions=536
persons; Scandinavian Airlines = 1,148; STS = 1,062; SGS = 2,316; SCG = 344; Jetpak = 134. ® Number of occupational injuries relative to number of working hours.
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Scandinavian Airlines Danmark

The environmental result for 2005 was
sharply improved. The cabin factor was
65% (58.2%), and fuel consumption fell to
0.052 (0.058) kg/RPK. All told, this means
an improvement in the environmental index
of nine points from 100 to 91. Scandinavian
Airlines Danmark accounts for 22% of the
Group’s passenger volume and its target is
an average improvement in the index of
three points per year.

The airline received complaints from
neighbors and the authorities regarding
noise problems related to MD-80s. These
problems have even led to two infringe-
ments of takeoff rules being reported to the
police. The case is closed and resulted in
fines for Scandinavian Airlines Danmark.

In 2005, Scandinavian Airlines Danmark
decided to replace two MD-80s with two
Airbus A319s.

During the year, Scandinavian Airlines
Danmark gave priority to measures to re-
duce the noise problems with its MD-80s at
Copenhagen Airport. Among other things,
this has meant reducing speeds after take-
off and avoiding takeoffs after 11:00 p.m.

SAS Braathens

The merged SAS Braathens — the SAS
Group’s largest airline — had a higher cabin
factor that what the airlines had separately
the year before, 65.0% (58.2% and 64.8%,
respectively). SAS Braathens’ fuel consump-
tion was 0.046 (0.058 and 0.048, respec-
tively) kg/RPK.

SAS Braathens has set its base year for
the environmental index at 2005. The target
is an average 1.5 point improvement in the
index per year.

Although Scandinavian Airlines in Norway
and Braathens merged in October 2004, it
did not get a common Air Operating Certifi-
cate (AOC) until April. At the same time, the
pilots were transferred to the new airline.

A major restructuring process took up
the entire year. Merging two vibrant corpo-
rate cultures is never easy. A certain amount
of friction arose between the SAS and Braa-
thens cultures.

Like the other airlines operating at Oslo
Airport, SAS Braathens was hit by the prob-
lem of whereby large numbers of air traffic
controllers at Avinor, the Norwegian ATC and
airport operator, called in sick. Moreover,
SAS Braathens pilots also had high sick leave
figures in January 2006. All told, this affect-
ed the airlines customers to such an extent

KPIs Scandinavial Airlines Businesses

Scand. Air- SAS Scand. Air- Scandinavian

lines Danmark | Braathens lines Sverige Airlines International

2005 2004 2005 | 2005 2004 2005 2004 2003

RPK, mill.* 6,471 6,292 7,158 | 5,666 5092 |10,482 10,398 9,708
ASK, mill. ! 9,947 10,819 11,013 | 8,448 8,623 | 13,095 12,959 12,634
Cabin factor, %" 65.0 582 65.0 67.1 59.1 80.0 802 768
Fuel consumption, kg/RPK 0.052 0.058 0.046 | 0.048 0.053 0.039 0.039 0.041
CO, emissions, 1,000 tonnes 1,065 1,153 1,031 859 852 1,290 1,263 1,239
NO emissions, 1,000 tonnes 398 432 3.20 2.85 257 599 594 573
Noise impact, km2/85dB(A) at takeoff>  2.70 255 1.64 251 235 413 415 443
Environmental index® 91 100 100 95 100 93 94 98

TIncludes scheduled traffic, charter, ad-hoc flights and bonus trips, etc., which means that the figures may deviate from traffic
figures from airline concerned, where only scheduled traffic is reported. 2 Weighted noise contour by number of takeoffs per
day by respective aircraft type in the traffic system. 3 Environmental index = flight index, i.e., excluding ground and cabin.

that SAS Braathens’ CEO felt obliged to write
an open letter of apology to customers.

SAS Braathens was fined in summer 2005
by the Norwegian Competition Authority and
ordered to pay MNOK 20 for alleged under-
pricing and abuse of dominance on the
Haugesund — Oslo route. For the same rea-
son, the Competition Authority announced
possible fines of MNOK 30 for the Alesund —
Oslo route. SAS Braathens denies the accusa-
tions and has appealed the first case.

Along with the conflict with pilots and the
negative outcome of the SGS case at the Nor-
wegian Supreme Court, the Competition
Authority’s accusations have lowered em-
ployee morale. The initiative to create a new
common culture for SAS Braathens could not
be implemented as planned. For that reason,
further efforts to bolster a new corporate
identity will be needed in the coming years.

SAS Braathens is involved in a number of
community activities. Among other things it
sponsors non-elite sports and engages in
cultural and humanitarian activities on the
local and regional levels.

More information about sustainability work

Total environmental index — Airline operations

Index

105

100
95
90
85
80
75
70
65

2000

2001 2002 2003 2004 2005

== Scandinavian Airlines Danmark e SAS Braathens
Scandinavian Airlines Sverige
Scandinavian Airlines International e Spanair

e \Viderge e Bluel airBaltic

The environmental index, an aggregate weighting of
the flight, ground and cabin indexes, is environmental
impact weighted for production. Most airlines have
improved their eco-efficiency.

is available in SAS Braathens HES and
Environmental Report at
www.sasbraathens.no.

Scandinavian Airlines Sverige
Scandinavian Airlines Sverige, which ac-
counts for 18% of the Group’s total passen-
ger volume, posted a sharply improved re-
sultfor 2005. The cabin factor rose to 67.1%
(59.1%), and fuel consumption fell from
0.053 t0 0.048 kg/RPK. The environmental
index improved by 5 points to 95. The target
is an average improvement of three points
per year.

In 2005 Scandinavian Airlines Sverige
improved its operational efficiency by creat-
ing shorter flight paths, more efficient
ground stops and traffic planning that im-
proved capacity utilization.

Scandinavian Airlines Sverige works
closely with the various airports, especially
Arlanda, to identify opportunities to mini-
mize the airport’s environmental impact.
One project, “Green Approach” will test ap-
proach procedures that may have a smaller
environmental impact.

Total environmental index -
Scandinavian Airlines Businesses
Index

95 = 95
90 N 90
85 N 85
80 o~ 80
75 75
70 70
65 65
60 60

1997 1998 1999 2000 2001 2002 2003 2004 2005

= Total index Cabin Ground
= = Target for environmental index

For a description of how these indexes are calculated,
see Reporting principles for sustainability reporting.
www.sasgroup.net
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In May 2005 the final report was submit-
ted on a mercury leak from cargo in one of
the airline’s aircraft. The report was submit-
ted to the Sigtuna Municipality environmen-
tal health authority, the body concerned,
which has closed the case.

The airline is working actively on various
projects to reduce both long-term and short-
term sick leave. Specific targets to reduce
sick leave have been set. A process has been
initiated to follow up those on long-term sick
leave and get them back to work once they
have been rehabilitated.

Those frequently on short-term sick
leave are followed up with “health dialogs”
aimed at catching the problem at an early
stage, and where possible, take action to
prevent future long-term sick leave.

All managers have received training to
minimize long-term sick leave. There is an
ongoing joint project with Uppsala Universi-
ty called “Reducing Sick Leave”.

In 2005 a plan was prepared to involve all
employees in environmental and sustain-
ability thinking. This will be implemented in
stagesin 2006.

Scandinavian Airlines International

The cabin factor remained largely unchanged
at 80.0% (80.2%) , as did fuel consumption,
0.039 (0.039) kg/RPK. Even so, the environ-
mental index improved slightly to 93 (94), due
to higher freight utilization. The targetis a 1.5
pointimprovementin the index per year.

To provide better service to customers in
the growing Chinese market, 35 persons
with a Chinese background were hired as
new cabin crew. They will work on the routes
between Copenhagen and Beijing and
Shanghai, respectively, and are locally em-
ployed in China. After an initial disagree-
ment with the Danish cabin union, the par-
ties agreed and a contract was signed.

The airline had an incident in Shanghai,
described in detail on pages 15 and 107.

KPIs Subsidiary and Affiliated Airlines !

Subsidiary &
Affiliated Airlines

Spanair

Spanair, the SAS Group’s second-largest
airline, accounts for 23% of the Group’s total
passenger volume.

Although Spanair’s cabin factor posted a
tiny improvement 70.0% (69.1%), fuel con-
sumption rose somewhat to 0.042 (0.041)
kg/RPK. This led to a one-point deterioration
in the environmental index to 100 (99). The
target is an average improvement in the index
of one point per year.

Spanair has decided to work during
2006 on the fuel-saving program described
on page 108.

In 2005 Spanair received about a hundred
complaints for exceeding noise levels and
noise due to divergence from approach and
takeoff paths.

During 2005 Spanair expanded its focus
on flights between Spain and Scandinavia
and will continue this effort in 2006 by
adding new routes.

The sharp rise in sick leave to 6.7 (3.3)%
in 2005 is primarily due to a change in re-
porting routines.

In 2005 Spanair began a partnership
with Intermén-Oxfam — an international or-
ganization working for economic justice and
to fight poverty. In addition, Spanair was in-
volved in a score of major sponsorship and
partnership projects with the common
theme of the rights of children.

Spanair also cooperates with colleges
and universities.

Widerge’s Flyveselskap

Accounting for 5% of the Group’s passenger
volume, Widerge saw a deterioration it its
cabin factor from 53.3% to 51.9% and
somewhat higher fuel consumption, 0.074
(0.073) kg/RPK.

Widerge's environmental index deterio-
rated by two points to 95 (93), also attribut-
able to higher consumption of glycol and
higher fuel consumption for ground vehi-
cles. A smaller portion of the deterioration is
due to a change in production with shorter
flights and fewer passengers.

Widerge's targetis an average 1.5 improve-
mentin the environmental index per year.

A large portion of Widerge's route net-
work is contracted with the Norwegian gov-
ernment. This means that Widerge's ability
to rationalize by discontinuing flights with
very few passengers is limited.

Widerge has been in talks with Sande-
fjord Airport after neighbor complaints re-
garding noise from engine tests conducted
after the airport’s closing hours.

Sick leave fell to 6.1% (7.4%) in 2005. A
special training program for 100 managers
was carried out during the year. The pro-
gram included corporate social responsibili-
ty, focusing especially on sick leave.

Bluel

For Bluel, 2005 was a record year. The cab-
in factor surged from 50.2% to 61.1%, and
fuel consumption fell to 0.070 (0.087)
kg/RPK, improving the environmental index
by a whopping 12 points from 73 to 61.

In the last five years, Bluel, which repre-
sents 4% of total passenger volume, has
improved its environmental index by an av-
erage of eight points a year. Its target is an
average improvement in the index of six
points per year.

Bluel has extensive expansion plans, in-
creasing its fleet by three MD-90s. They will
go into regular service in March 2006 to
nine new destinations in Europe, which will
see daily connections from Helsinki.

Bluel participates actively in the
European Regions Airline Association’s
environmental working group. Environmen-
tal and other sustainability issues are always

Spanair Widerge Bluel airBaltic

2005 2004 2003 2005 2004 2003 2005 2004 2003 2005 2004 2003

RPK, mill. ? 10,672 9930 9,324 547 555 502 906 731 411 1,161 568 211
ASK, mill. ? 15,246 14,370 13,288 1,055 1,040 961 1,482 1456 920 2,050 1,106 351
Cabinfactor, %2 70.0 69.1 70.2 51.9 53.3 52.3 61.1 50.2 447 56.6 51.4 60.1
Fuel consumption, kg/RPK 0.042 0.041 0042 0.075 0.073 0.076 0.070 0.087 0.097 0.053  0.067 0.075
CO,emissions, 1,000 tonnes 1,405 1,275 1,240 129 129 121 199 199 125 195 120 50
NO, emissions, 1,000 tonnes 5.63 536° 498 0.33 033 0.32 0.51 0.50 0.26 0.67 0.32 0.15
Noise impact, km2/85dB(A) at takeoff * 4.22 4.27 447 0.33 0.33 0.34 1.65 1.60 1.22 1.11 1.08 0.95
Environmental index * 100 99° 100 95 93 95 61 73 75 72 82 100

! For definitions, see Reporting principles for sustainability reporting, www.sasgroup.net 2 May include scheduled traffic, charter, ad-hoc flights and bonus trips, etc., which means that the
figures may deviate from traffic figures from airline concerned, where only scheduled traffic is reported. * Weighted noise contour by number of takeoffs per day by respective aircraft type
inthe traffic system. * Environmental index is an aggregate weighting of flight, ground and cabin indexes. ° Corrected.
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stressed at company presentations.

In 2005 the airline’s sick leave doubled to
7.2 (3.6)%—anincrease largely attributable to
adapting the reporting to Swedish legislation.

Bluel has extensive outreach activities,
including cooperation with educational
institutions, the authorities and major cus-
tomers. Bluel is also involved in various cul-
tural, environmental and sporting activities.

airBaltic
airBaltic, which is 47% owned by the SAS
Group, is based in Riga, Latvia. In 2005 the
cabin factor rose to 56.6 (51.3)% and fuel
consumption fell to 0.053 (0.067) kg/RPK,
improving the environmental index by 10
points to 72 (82).

airBaltic’s production data for 2005 is
being consolidated with SAS Group data for
the first time. airBaltic accounts for 3% of
the Group’s total passenger volume.

Estonian Air

Based in Tallinn, Estonia, Estonian Air is 49%
owned by the SAS Group. The airline ac-
counts for 3% of the Group’s total passen-
ger volume. The cabin factor rose to 64.7%
(61.5%) and fuel consumption was down
11% to 0.047 (0.053) kg/RPK. Neverthe-
less, the environmental index deteriorated
by two points to 88 (86), due to a poorer
cabin and ground result. Estonian Air’s pro-
duction data is not consolidated with the
Group’s data.

Airline Support
Businesses

SAS Ground Services (SGS)

Providing passenger and ramp service on
the ground, SGS is the SAS Group’s biggest
company in terms of number of employees.
SGS operates at 160 airports in 40 coun-
tries and is the biggest operator in the three
Scandinavian countries.

SGS’s greatest environmental impact
consists of deicing aircraft with glycol, waste
generation and traffic from vehicular trans-
portation at airports. SGS also operates a
bus service between Oslo and Gardermoen.
For this purpose, SGS owns 14 buses and
three minibuses and one automobile. In
2005 the 14 buses were replaced by new
Scania buses, which have the best commer-
cially available environmental performance.

In2005 SGS was the first European ground
operator to initiate testing of aircraft deicing

SAS Facility Management (SFM)

SAS Facility Management is a subsidiary of
the SAS Group, responsible for managing all
owned and leased buildings in Scandinavia.
Most of the buildings are leased, and ac-
cording to contract, SFM has total operating
responsibility for them, including environ-
mental responsibility.

Some of the operations in these build-
ings require permits or licenses. It is the
performers of the activity, primarily STS and
SGS, that hold the permits or licenses, but
SFM has the responsibility for facility re-
quirements being met (More about permits
and licenses on page 56). SFM negotiates
with electricity and energy suppliers, pur-
chases waste management services and
specifies appropriate environmental re-
quirements for its suppliers.

For 2005 an increase in the volume of
waste was noted. This is primarily due to
SFM’s takeover of 130,000 m2 of building
space from Braathens in Stavanger and
Oslo. These buildings were converted from
oil heatto gas or bio-based district heating.

The energy saving campaign SFM has
had since 2002 has led to a reductionin en-
ergy use of 18%, which means a savings of
MSEK 16 per year.

In 2005 SFM had a partnership with the
Norwegian organization Fair Recycling, which
in turn cooperates with UNESCO. The part-
nership involves SFM seeing to it that all scrap
computers in premises managed by SFM can
be collected by Fair Recycling. In 2005, 82
computers were collected. Of these, 59 could
be refurbished and 24 were sent to Eritrea.

KPIs Airline Support Businesses/
Airline Related Businesses 2005 2004 2003

Energy consumption, GWh? 193 183 200
Water consumption, 1,000 m31 162 162 167

Unsorted waste, tonnes?! 529 344 550
Hazardous waste, tonnes! 576 655 459
Fuel consumption, vehicles,

1,000 liters 3,923 3876 3553
Glycol consumption, m3 3,954 4081 3,149
Total number of employees 14,331 - -

1 Data for SAS Facility Management, which expanded its
floor space by 130,000 m2.

using infrared light. The tests are being done
together with the company Radiant and Oslo
Lufthavn AS. The aircraft taxi through a spe-
cially-built hangar, where infrared light ensures
that snow and ice disappear. The aim of the
testis to reduce the use of glycol.

Besides deicing, SGS employees are re-
sponsible for baggage handling, passenger
service and cleaning and have a demanding
working environment both mentally and phys-
ically. Sick leave remained unchanged at 8.9%.

In recent years, SGS has focused on re-
ducing long-term sick leave, which is why it
has had a joint rehabilitation project in the
Scandinavian countries. In it, the positive
experience from the Norwegian More Inclu-
sive Workplace scheme has provided a
model for getting people on sick leave back
to work faster. This includes manager train-
ing, quick attention, health surveys to iden-
tify risk groups, phoning already the first
day those who call in sick, etc.

Newco Airport Services

Newco provides passenger and ramp ser-
vices at 20 Spanish airports. Its biggest cus-
tomers are Spanair and the SAS Group’s other
airlines with Spanish destinations. In 2005 an
increase was noted in the volume of haz-
ardous waste —which is delivered to approved
waste management firms — but a clear im-
provement in the volume of separated waste.
The amount of electronic waste delivered was
820kg.
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In 2005, Newco’s environmental man-
agement system was certified according to
ISO 14001. This system is integrated into
the quality management system, which in
turnis ISO 9001-certified.

Newco cooperates with organizations of
the disabled to facilitate the entry of the
functionally disabled into the job market.

SAS Technical Services (STS)

STS, which provides technical maintenance
of aircraftand engines, has its primary oper-
ations in Scandinavia. The airlines in Scandi-
navian Airlines Businesses are its biggest
customers. STS also includes the former
Braathens Technical Services and Estonian
Technical Services, which were situated at
Stavanger and Tallinn airports, respectively.
STS accounts for most of the operations in
the Group requiring an environmental per-
mit. STS is also responsible for the largest
use of chemicals and generates the most
hazardous waste, which is collected by ap-
proved waste management firms.

In 2005 STS was certified according to
the European Aviation Safety Agency (EASA)
standards.

In December 2005 part of STS — SAS
Components — was sold to Singapore Tech-
nologies. As part of the deal, the SAS Group’s
management and Board received assur-
ances that the new company will operate in
line with the SAS Group’s values. Following
the deal, the SAS Group became a minority
shareholder in a company owned together
with Singapore Technologies. The SAS Group
signed a long-term contract to purchase
services from the jointly-owned company.

Following talks with the county governor
of Akershus, in spring 2005, STS did a risk
analysis regarding the environment relating
toits operations at Oslo Airport.

The earlier problems with unlawful releas-
es of cadmium at Arlanda were dealt with, by
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giving the staff of the internal purification
plant special training, among other measures.

STS has a dispensation from the environ-
mental authorities to use 100 kg of methyl-
ene chloride per year for paint removal.

There were discussions with Scandina-
vian Airlines on a new method for cleaning
aircraft engines that will also reduce their
fuel consumption. See page 108 regarding
the fuel saving program.

STS has a well-developed partnership with
schools regarding training and internships for
employing aircraft technicians and mechanics.
During 2005 STS had 51 apprentices in Nor-
way and Denmark and 15 trainees in Sweden.

SAS Cargo Group

SAS Cargo conducts air freight operations
mainly at Scandinavian Airlines, Braathens,
Bluel and other partners. SAS Cargo provides
surface shipping. Surface transportation is
primarily provided by an external shipper, Kim
Johansen International Transport A/S, which
also reports the environmental impact of sur-
face shipments. Emission data from air freight
is reported for the respective Group company.

SAS Cargo engages in an active, regular
dialog with, above all, its major customers in
which environmental and quality issues are
permanently on the agenda.

Terminal operations at SAS Cargo Group
are environmentally and quality certified ac-
cording to ISO 14001 and ISO 9001, and are
therefore subject to regular environmental
and quality audits. The Group decided to de-
velop and certify its environmental manage-
ment and quality systems so that certification
applies to all of SAS Cargo’s operations.

In 2004 SAS Cargo had campaigns -
including a contest — to involve all employ-
ees in efforts to achieve environmental im-
provements.

SAS Cargo worked actively on two fronts
to reduce both short-term and long-term

sick leave. For instance, the company initiat-
ed a special health project and training for
all managers to prevent long-term sick leave.
Parts of SAS Cargo also have the company
health service phone already the first day
those who call in sick. Sick leave fell to 5.6
(6.9)%in 2005.

More information is available in SAS
Cargo’s environmental report, which can be
read at www.sascargo.com.

Airline Related
Businesses

SAS Flight Academy (SFA)

SAS Flight Academy conducts pilot and cabin
crew training for airlines worldwide, including
the SAS Group’s airlines. In this way, SFA is
engaged in the transfer of know-how to coun-
tries in Asia and Eastern Europe in particular.
Akey element of pilot training is knowledge of
how to optimize flight procedures to utilize
the aircraft eco-efficiently — made even more
relevant by the fuel saving program.

Jetpak Group

Jetpak, which markets surface and air courier
services, is working to introduce an environ-
mental management system according to
ISO 14001. The goal is to certify the system
in 2006. Sold in 2005, Jetpak has been
owned since the beginning of 2006 by the
Danish investment firm Polaris Private Equity.

European Aeronautical Group (EAG)

EAG produces route manuals for airlines. Its
biggest environmental impact is paper con-
sumption, which will fall, however, in step
with the use of EAG’s electronic route manu-
als, also reducing the weight onboard air-
craft. EAG was sold in 2005 to the Canadian
company Navtech.

SAS Media

SAS Media operates in publishing, media
sales, advertisement production and design
within the SAS Group. SAS Media’s biggest
environmental impact is via subcontractors
like printing plants and courier companies.
The company has a well-developed manage-
ment system for sustainability issues, and a
high level of awareness among employees
about these issues. The in-flight magazine
Scanoramais printed on FSC paper, i.e., paper
certified by the Forest Stewardship Council.



Hotels

Rezidor SAS opened 37 new hotels in 2005,
and had atotal of 217 hotels on a lease, man-
agementor franchise basis in 48 countries.

Energy use fell by 6%, exceeding the tar-
get set for 2005, which was set at 5%. CO,
emissions also fell, as a consequence of sev-
eral hotels cutting their oil use along with
general efficiency improvements in energy
use. Environmental investment of MSEK
26.3 was made at the hotels toimprove their
energy efficiency and waste management
and lower water consumption. Some hotels
reported that they still have fire extinguish-
ers that contain halons. These are being
phased outin accordance with national leg-
islation.

More and more hotels are preparing ac-
tion plans based on the Rezidor SAS Re-
sponsible Business program. In 2005 94%
of hotels had action plans for their Respon-
sible Business activities.

The total number of employees, including
hotels under franchise, rose and was at
year-end 22,800 (18,600). More than
10,000 employees of Radisson SAS have
taken courses in environmental and social/

KPIs Rezidor SAS Hospitality

2005 2004 2003

Water consumption
per guest night, liters 450 451 473
Energy consumption per m2, kWh 260 277 276
CO, emissions, 1,000 tonnes 599 690 6386

Renewable energy sources (elec.),% 19 23 23
Unsorted waste per guest night, kg~ 1.86
Environmental investment, MSEK 26.3 - -
External environment-related costs,

MSEK 11 - -

Data collected from the 106 hotels under the Radisson SAS
brand operating under lease or management contracts.

ethical issues since the start of 2002. In
2005, 15 Park Inn hotels had Responsible
Business training for their employees as well.

The employee survey “Climate Analysis”
was conducted at 140 hotels in 39 countries.
The survey asked about perceptions of work-
ing conditions, career opportunities and
management, among other topics. In 2005
the survey focused more on commitment
and loyalty than previously. The loyalty index
was 74%, which is high compared with the in-
dustry average of 65.5%. The index for the
entire employee survey climbed from 81.1 in
2004 to 84.5 for 2005 (out of 100 possible
points). The response rate was 87%.

In all, 28 hotels in the chain have some
form of environmental certification issued
by third party. In Norway these are the pan-

Statement of limited review

To the readers of the SAS Group’s sustainability report for the financial year 2005

We have performed a limited review of the sustainabili-
ty information disclosed in the SAS Group’s sustain-
ability report for the financial year 2005. The sustain-
ability report consists of sustainability information
provided in the SAS Group Annual Report & Sustain-
ability Report 2005 and reporting principles and
Global Reporting Initiative (GRI) cross-references on
the SAS website (www.sasgroup.net under the head-
ing “Sustainability”).

Our engagement has consisted of performing a
limited review of quantitative and qualitative sustain-
ability information in the sustainability report. The pur-
pose of our limited review is to express whether we
have found any indications that the sustainability
information in the sustainability report has not, in all
material aspects, been prepared in accordance with
the criteria stated below. The limited review has been
performed in accordance with FAR’s draft standard on
independent limited reviews of voluntary separate
sustainability reports.

SAS Group Management approved the sustain-
ability report in February 2006. The SAS Group Board
of Directors submitted the annual report on March 7,
2006, and was informed of the sustainability report at
the same time. SAS Group Management is responsible

Svante Forsberg

Authorized Public Accountant

for organizing and integrating sustainability work with
the operations of the Group as well as for the Sustain-
ability Report. Our task is to express an opinion on the
sustainability information in the sustainability report
based on our limited review.

The sustainability report has been prepared on the
basis of the SAS Group's reporting principles for sus-
tainability reporting (www.sasgroup.net) as well as ap-
plicable parts of “2002 Sustainability Reporting
Guidelines” published by GRI. These form the criteria
used to evaluate our limited review.

The scope of our limited procedures included the
following activities:

Discussions with management to obtain informa-
tion on material incidents and activities during the
period to which the sustainability report pertains
and on the sustainability related operational risks,
and disclosures thereof.

Review of information of the scope and limitations
of the content of the sustainability report.

Review, scrutiny and application of the Group’s
principles for reporting of sustainability informa-
tion.

Limited review of the Group’s systems and routines
for registration, accounting and reporting of envi-
ronmental data.

Stockholm, March 7th, 2006
Deloitte AB

Nordic Swan eco-label (five hotels in all)
and the Environmental Lighthouse, in Den-
mark The Green Key and in Finland the
Green Hotel certificate. Hotels in several
other countries have received local third-
party environmental certificates, such as in
the U.K. and Iceland.

In 2005 a database was set up of envi-
ronment- and working-environment-related
legislation in Scandinavia, which will be ex-
panded to cover the countries where most
hotels operate. The database was comple-
mented during the year with data on human
rights and prevention of legionella.

The Responsible Business program
urges the hotels to get involved locally to
contribute to sustainable development.
This involves activities connected with “Hotel
Environment Action Month”, but also socially-
related activities during the year. As an
example, in September 2005, 133 hotels
had local activities with a social focus.

In 2005 91% of all hotels performed at
least one social activity, which all told col-
lected MSEK 6.5 million for various human-
itarian projects. In addition, SEK 750,000
was collected for Save the Children’s aid ef-
forts for the victims of the major natural dis-
asters that occurred in 2005.

Interviews and visits toa number of units in order to
ensure that material conditions are disclosed in the
sustainability report and that sustainability data is
reported on an in all material aspects standardized
formatand inaccordance with the accounting prin-
ciples.

Review of the documentation, performed on a test

basis, on which the information in the environmen-

tal reportis based.

Review of the disclosures of external environment-

related costs, other environment-related costs and

environment-related investment.

Review of compliance with laws, permits and con-

ditions.

Examination of whether the contents of the Sus-

tainability Report, pages 95-115, contradict the in-
formation in the rest of SAS Group’s 2005 annual
report.

Based on our limited review procedures, nothing
has come to our attention that causes us to believe
that SAS Group’s sustainability information disclosed
in the sustainability report for the financial year of
2005 has not, in all material aspects, been prepared
in accordance with the above stated criteria.

Elisabeth Werneman
Authorized Public Accountant

SAS Group Annual Report 2005
Sustainability Report
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Alrcraft fleet & rOUte network (as of December 31, 2005)

The SAS Group’s overall fleet comprises 294 aircraft, of which 208 are leased and 86 owned. The total value of the owned fleetis SEK 15.1 billion.

To order an off-print of this page, send an e-mail to: investor.relations@sas.se

Scandinavian Airlines Sverige 21Boeing 737-600/800s Bluel 9 Avro RJ 85/100s
Key figures (11 owned, 10 leased) Key figures (9 leased) @‘:fﬂg
Destinations 45 Destinations 14 55AAB2000s
domestic 14 (116 MD'311/58125 9 Daily departures 90 (5 leased)
European 31 owned, 1> ease Passengers (000) 1,456
Daily departures 211 S
Passengers (000) 5958 gdeHavilland Q400s
Average number of cabin crew 850%  (8leased) - -
Average number of pilots 460 -
Revenue passenger kilometers (RPK), mill. 4,337
Available seat kilometers (ASK), mill. 6,845 Widerge 30 deHavilland Q 100/300/400s
* Ofwhich around 360 are hired out to Scandinavian Airlines International/Intercont. Key figures (16 owned, 14 leased) /7
dﬂm'-_ ="
Destinations 42
Daily departures 270
Passengers (000) 1,784
SAS Braathens 50 Boeing 737-
§ 400/500/600/700/800s
Key figures (11 owned, 39 leased)
Destinations 39
domestic 17 Estonian Air 5 Boeing 737-500s
European 22 . (5 leased)
Daily departures 344 ¢ Fokker F50s Key figures
Passengers (000) 8,800 (6 leased) Destinations 14
Average number of cabin crew 1,186% Daily departures 11
Average number of pilots 594 Passengers (000) 643
Revenue passenger kilometers (RPK), mill. 6,067
Available seat kilometers (ASK), mill. 9,590
* Of which around 230 are hired out to Scandinavian Airlines International/Intercont.
Spanair 21 Airbus A320/A321s
) (21 leased)
Key figures _
L Destinations 28
Scandinavian Airlines Danmark 8 Airbus A321-200s domestic 20 34 MD-81/82/83/87s
Key figures (8 owned) European 8 (34 leased)
y .g Daily departures 214
Destinations 66 Passengers (000) 6,850
domestic 3 35MD-81/82/87s Charter passengers (000) 2,338 4 Boeing 717-200s
European 50 (18 owned, 17 leased) Average number of cabin crew 883 (4 leased)
Daily departures 304 Wi Average number of pilots 516
Passengers (000) 7,561 Revenue passenger kilometers (RPK), mill. 5,974
Average number of cabin crew 1,146* 16 deHavilland Q400s Available seat kilometers (ASK), mill. 9,731
Average number of pilots 571 (1 owned, 15 leased)
Revenue passenger kilometers (RPK), mill. 5,611
Available seat kilometers (ASK), mill. 8,939
* Ofwhich 317 are hired out to Scandinavian Airlines International/Intercont.
airBaltic 7 Boeing 737-500s
Key figures (7leased)
Scandinavian Airlines International/Intercont. 72Airbu3A53140-3205 Destinations 36
Key figures (2onnee o a Ea”y dePa”“g%% . Ogg 9 Fokker F50s
Destinations 11 assengers (000) | (9 leased)
Daily departures 20 .
Passengers (000) 1,480 ?3?;%?1?22;2)05
Average number of cabin crew —* ’ —
Average number of pilots 313
Revenue passenger kilometers (RPK), mill. 10,473
Available seat kilometers (ASK), mill. 13,079
* Hired in from other companies in Scandinavian Airlines Businesses.
Scandinavian Airlines Scandinavian Airlines has three Bombardier CRJ200s on a wet lease contract. SAS Braathens
Airbus Airbus Airbus Boeing Boeing Boeing Boeing deHavilland Boeing Boeing Boeing Boeing Boeing
A340-300 A330-300 A321-200 737-600  737-800 MD-81/82 MD-87 Q400 | 737-400 737-500 737-600 737-700 737-800
Number of aircraft, Group total 7 4 8 16 5 8/28 15 24 4 13 10 15 8
Number of seats, max. 261 261 184 123 179 150 125 72 150 120 116 134 179
Max. takeoff weight, tonnes 2750 2330 89.0 59.9 79.0 63.5/67.8 63.5 293 68.0 60.6 59.9 69.6 75.1
Max. load, ton 44.0 44.0 215 13.0 19.0 14.6/17.1 14.8 7.5 135 135 13.0 15.0 19.0
Length, meters 63.7 63.7 44.5 31.2 39.5 45.1 39.8 328 364 31.0 31.2 336 39.5
Wingspan, meters 60.3 60.3 34.1 343 343 329 329 284 289 289 343 343 343
Cruising speed, km/h 875 875 850 825 825 825 825 660 825 825 825 825 825
Range, km 12,800 9,700 3,000 1900-2900 3,700 1,600/2,700 3,500 2,000 3,150 3,150 1900-2900 2,200 3,700
Fuel consumption, I/seat kilometer 0.039 0.035 0.031 0.044 0.034 0.043 0.048 0.039 0.043 0.047 0.044  0.042 0.034
Engine CFMI' RRTrent IAE CFMI CFMI P&W JT8D P&W GE CFMI CFMI CFMI CFMmI CFMI
CFM56-5C4 772B  V2530-A5 CFM56-7B  CFM56-7B 217C/219 PW150A CF34-3B1 | CFM56-3C  CFM56-3 CFM56-7B CFM56-7B CFM 56-7B
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Bluel airBaltic E?:onian Spanair  Spanairalso has three Fokker F100s on a wet lease contract. Widerge

Fokker Avro Avro Saab Boeing Fokker Boeing Airbus Airbus Boeing Boeing Boeing Boeing deHavilland deHavilland deHavilland

F50 RJ100 RJ85 2000  737-500 F50 | 737-500 | A321-200 A320-200 MD-82 MD-83 MD-87  717-200 Q400 Q300 Q100

6 2 7 5 7 9 5 5 16 10 19 5 4 3 10 17

50 99 84 47 120 52 113 212 156/180 150 150/170 109 115 76 50 39

20.8 46.0 422 230 57.0 20.8 524 93.0 77.0 66.7 72.6 63.5 51.7 293 19.5 15.6

49 9.5 8.1 55 135 49 135 19.2 16.0 250 250 14.8 125 8.7 5.9 3.6

253 31.0 28.6 27.3 31.0 253 31.0 445 37.6 45.1 45.1 39.8 37.8 328 25.7 223

29.0 263 263 24.8 289 29.0 289 34.1 34.1 329 329 32.8 285 284 274 259

520 750 750 685.7 825 520 825 840 840 811 811 811 825 667 528 496

1,400 2,200 2,300 1,800 3,150 1,400 3,150 3,800 3,500 3,798 4,635 4,395 2,800 1,990 1,690 1,280

0.038 0.032 0.038 0.040 0.043 0.038 0.043 0.029 0.028 0.030 0.031 0.048 0.030 0.040 0.037 0.038

P&W | Honeywell Honeywell  RR Allison CFMI P&W CFMI IAE IAE  P&WJTBD P&W P&W RRBR P&W P&W P&W

PW125B | LF507-1F LF507-1F  AE2100A = CFM56-3 PW125B | CFM56-3 V2533-A5 V2527-A5 219 J18D-219 JT8D-217 715A1-30 PW150A PW123 PW121



Definitions & concepts

A AEA « The Association of European Airlines.

Affiliated company « Companies where the SAS
Group’s holding amounts to at least 20% and at
the most 50% or where the SAS Group has a con-
trolling interest.

AOC - Air Operator Certificate.

ASK, Available seat kilometers * The total num-
ber of seats available for passengers multiplied by
the number of kilometers which they are flown.

ATK, Available tonne kilometers « The total
number of tonnes of capacity available for the
transportation of passengers, freight and mail
multiplied by the number of kilometers which this
capacity is flown.

AV « Asset value (market adjusted capital em-
ployed). Book shareholders’ equity, plus minority
interests, plus surplus value in the aircraft fleet,
plus 7 times the net annual cost of operating leas-
es for aircraft, plus financial net debt, minus share
of equity in affiliated companies. Can also be ex-
pressed as the book value of total assets, plus sur-
plus value in the aircraft fleet, plus 7 times the net
annual cost of operating leases for aircraft, minus
share of equity in affiliated companies, minus
noninterest-bearing liabilities and interest-bear-
ing assets, excluding net pension funds.
Available seat kilometers « See ASK.

Available tonne kilometers * See ATK.

B Block hours * Refers to the time the aircraft
leaves the departure gate until it arrives at the
destination gate.
Book equity * Total shareholders’ capital attribut-
able to Parent Company shareholders excluding
minority interests.
Breakeven load factor « The load factor that
makes traffic revenue equal to operating expenses.
C Cabin factor, passengers ¢ Relation between
RPKand ASK expressed as a percentage. De-
scribes the capacity utilization of available seats.
Also called occupancy rate.
CAEP - Committee on Aviation Environmental
Protection. Specialist group within the ICAO.
CAPEX (Capital Expenditure) « Future pay-
ments for aircraft on firm order.
Capital employed * Total capital according to the
balance sheet minus noninterest-bearing liabilities.
Capital employed, market adjusted « See AV.
Capitalized leasing costs (x7) * The annual cost
of operating leases for aircraft multiplied by sev-
en.
Carbon dioxide (CO.) * A colorless gas formed
during combustion. Carbon dioxide is a green-
house gas.
CFROI « Adjusted EBITDAR in relation to AV.
CO * See Carbon dioxide.
Code-share * When two or more airlines state
their flight number in the timetable for one and
the same flight, while only one of the airlines oper-
ates the flight.

C

CSI, Customer Satisfaction Index » Measures
how customers perceive SAS’s services. Surveys
are conducted every six months.

Debt/equity ratio « Financial net debt in relation
to shareholders’ equity and minority interests.
Dividend yield, average price * Dividend as a per-
centage of the average share price during the year.
Dow Jones Sustainability Indexes, DJSI « Global
indexes tracking the financial performance of the
leading sustainability-driven companies worldwide.
Earnings per share (EPS) « Income after tax di-
vided by the total number of shares.

EASA « European Aviation Security Agency

EBIT (including capital gains) * Operating in-
come.

EBITDA margin * EBITDA divided by operating
revenue.

EBITDA, Operating income before depreciation
« Operating income before net financial items, tax,
depreciation, share of income in affiliated compa-
nies and income from the sale of fixed assets.
EBITDAR margin « EBITDAR divided by operat-
ing revenue.

EBITDAR, Operating income before deprecia-
tion and leasing costs ¢ Operating income before
net financial items, tax, depreciation, share of
income in affiliated companies, income from the
sale of fixed assets and leasing costs for aircraft.
EBT « Income before tax.

ECAC, European Civil Aviation Conference
Forum for cooperation between and coordination
of European national authorities on civil aviation
matters.

EEA « European Economic Area

EIRIS « Ethical Investment Research Services.
Independent analysis organization providing
information about the social, environmental and
ethical performance of companies.

Equity method « Shares in affiliated companies
are taken up atthe SAS Group 's share of equity,
taking acquired surplus and deficit values into
account.

Equity per share * Book equity divided by the
total number of shares.

Equity/assets ratio * Book equity plus minority
interests in relation to total assets.

EV, Enterprise value * Average market capital-
ization (market value of shareholders’ equity) plus
average netdebt during the year and 7 times the
netannual cost of operating leases for aircraft.
EVA, Equity value added * Return over and above
the company’s weighted average cost of capital
(WACC) times market-adjusted capital.

Finance leasing * Based on a leasing contract
where the risks and rewards of ownership of the
assetare transferred to the lessee. The asset is
reported as a fixed asset in the balance sheet and
the commitment to pay future leasing charges is
entered as a liability.

Production: The SAS Group and Wildeco.

Form: Wildeco.
Photographs: SAS Image bank, Hans Norman, Johan Olsson, Ina agency (p. 29)
Translations: ComText-Apropos AS, Oslo, Norway.

Printing: Jernstrém Offset.
Environmentally friendly papers: Galerie One Silk and Silverblade Silk.
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Financial net debt « Interest-bearing liabilities
minus interest-bearing assets excluding net pen-
sion funds.

Financial net debt, market adjusted (x 7) « Finan-
cial net debt plus capitalized leasing costs (x 7).
Financial net debt, market adjusted, NPV «
Financial net debt plus present value of leasing
costs for aircraft, NPV.

Global Compact« Challenge issued by UN Secre-
tary-General Kofi Annan to business leaders to live
up to 10 principles in the areas of human rights,
labor and the environment.

Gross profit margin « Operating income before
depreciation in relation to operating revenue.
IATA, International Air Transport Association ¢
Aglobal association of more than 200 airlines.
ICAO, International Civil Aviation Organization ¢
The United Nations’ specialized agency for inter-
national civil aviation.

Income after financial items « Income before tax.
Interest coverage ratio * Operating income plus
financial income in relation to financial expenses.
Interline revenues « Ticket settlement between
airlines.

IPCC, Intergovernmental Panel on Climate
Change * Scientific panel appointed by the United
Nations Environmental Program, UNEP, and the
World Meteorological Association, WMO, to assess
what is happening to the global climate and the
impact of climatic disturbances.

IRR, Internal Rate of Return ¢ Discount rate
where the present value of a project’s cash flow,
frominvestment to sales, is equal to zero.

JAA - Joint Aviation Authorities

Market capitalization at year-end « Share price
multiplied by the number of outstanding shares.
Net debt « Interest-bearing liabilities minus inter-
est-bearing assets.

Net profit margin * Income after financial items

in relation to operating revenue.

Nitrogen oxides (NOx) * Formed from all com-
bustion - in aircraft engines because the high
temperature and pressure cause atmospheric
nitrogen and oxygen to react.

Non revenue passengers * Passengers traveling
on bonus, charter or ad hoc flights.

NOx « See Nitrogen oxides.

NPV, Net present value « Used to calculate capi-
talized future costs of operating leases for aircraft.

Operating leasing * Based on a leasing contract
inwhich the risk and rewards of ownership remain
with the lessor and is equivalent to renting. The
leasing charges are expensed on a current basis in
the statement of income.

P/CE ratio  Average share price divided by cash
flow per share after paid tax.

P/E ratio * Average share price divided by earnings
per share after standard tax.

PULS - The Swedish acronym for SAS’s employee
surveys. The annual survey measures how SAS’s
employees perceive their working environment.

RASK « Passenger revenue/ASK.

Regularity * The percentage of flights completed
in relation to flights schedules, excluding flights
canceled for commercial reasons.

Return on book equity after tax * Income after tax
in relation to average book shareholders’ equity.

Return on capital employed * Operating income
plus financial income in relation to average capital
employed. Capital employed refers to total capital
according to the balance sheet minus noninterest-
bearing liabilities.

Revenue passenger kilometers (RPK) * See
RPK.

Revenue tonne kilometers (RTK) ¢ See RTK.

RevPAR, Revenue per available room « Revenue
per available hotel room.

ROCE * See Return on capital employed.
ROIC« Return on invested capital.

RPK, Revenue passenger kilometers « Number
of paying passengers multiplied by the distance
they are flown in kilometers.

RTK, Revenue tonne kilometers « The number
of tonnes of paid traffic (passengers, freight and
mail) multiplied by the distance this traffic is flown
in kilometers.

Runway incursion ¢ Any occurrence in the airport
runway environment involving an aircraft, vehicle,
person, or object on the ground that creates a
collision hazard.

Sale and leaseback « Sale of an asset (aircraft,
building, etc.) thatis then leased back.

Total load factor « The relation between RTK and
ATK expressed as a percentage. The proportion
of total available capacity sold and flown.

Total return « The sum of change in share price
and dividends.

TSR, Total shareholder return ¢ Average total
return.

Unit cost, operational * Airline operations’ total
operating expenses minus non-traffic related
revenue per ASK.

Unit cost, total « Airline operations’ total operat-
ing expenses including the capacity cost of air-
craft minus non-traffic related revenue per ASK.

Unit revenue (yield) « Passenger revenue per
RPK.

WACC, Weighted average cost of capital « Aver-
age cost of liabilities, shareholders’ equity and
operating leases for aircraft. The sources of funds
are calculated and weighted in accordance with
the current market value of shareholders’ equity
and liabilities and the capitalized present value of
operating lease costs for aircraft.

Wet lease agreement « Leasing in of aircraft in-
cluding crew.

Yield * See Unit revenue.
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1918 Det Danske Luftfartselskab A/S (DDL),
SAS’s Danish parent company, founded.

+ 1920 DDL listed on the Copenhagen Stock
Exchange. « 1924 AB Aerotransport (ABA),
SAS’s Swedish parent company, founded. *
1927 Det Norske Luftfartselskap A/S (DNL),
SAS’s Norwegian parent company, founded.
+ 1946 SAS formed by Det Danske Luftfart-
selskab A/S (DDL), Det Norske Luftfartsel-
skap A/S (DNL) and Svensk Interkontinental
Lufttrafik AB (SILA). The firstintercontinen-
tal flight Stockholm - New York. « 1951 The
SAS Consortium formed by DDL, DNL and
ABA. « 1954 SAS, the world’s first airline

to fly the Copenhagen - Los Angeles polar
route in scheduled service.

1981 SAS EuroClass introduced on all Euro-
pean routes. ¢ 1982 SAS was the most punc-
tual airline in Europe for the firsttime. « 1984
SAS received Air Transport World's distinction
“Airline of the Year” for 1983. « 1986 Spanair
founded. « 1994 Focus on airline operations
in the SAS Group - sale of a number of sub-
sidiaries. « 1995 SAS published its first
environmental report « 1996 SAS celebrated
its 50th anniversary. Harmonization and
name change of SAS parent companies to
SAS Danmark A/S, SAS Norge ASA and SAS
Sverige AB. » 1997 SAS one of the founders
of Star Alliance™. « 1998 Bluel (previously
Air Botnia) became a wholly owned subsidiary
of the SAS Group.

1955 SILA (which owned 50% of ABA)
quoted on the “Stockbrokers’ List” in Swe-
den. « 1956 Scandinavian Airlines’ first
flight to Moscow (Vnukovo) 1957 SAS, the
firstairline to offer “round the world service
over the North Pole.” North Pole shortcut,
Copenhagen-Anchorage-Tokyo. * 1959 SAS
entered the jetage. The firstjet aircraft, the
Caravelle, in service. « 1960 SAS opened its
first hotel, SAS Royal Hotel Copenhagen.

« 1965 SAS was first to introduce an elec-
tronic reservation system. « 1967 DNL listed
on the Oslo Stock Exchange. « 1971 SAS
putits first Boeing 747 jumbo jetinto service.
« 1980 SAS opened its first hotel outside of
Scandinavia, the SAS Kuwait Hotel. SILAis
listed on the Stockholm Stock Exchange.

Evolution of the SAS Group

SAS was formed from Det Danske
Luftfartselskab A/S (DDL),

Det Norske Luftfartselskap A/S
(DNL) and Svensk Interkonti-
nental Lufttrafik AB (SILA).

The first intercontinental
flight went from Stockholm
to New York in 1946.

1999 The SAS Group became a majority
owner of Widerge. « 2001 Asingle SAS
share established. Braathens acquired by
the SAS Group in December. « 2002 The
SAS Group became a majority owner of
Spanair. Rezidor SAS Hospitality signed a
master franchise agreement with Carlson
Hotels Worldwide. « 2003 Acquisition of
49% of the shares in Estonian Air. < 2004
Incorporation of Scandinavian Airlines
Danmark, SAS Braathens, Scandinavian
Airlines Sverige out of the SAS Consortium.
The units SAS Ground Services and SAS
Technical Services were also incorporated.
+ 2005 Scandinavian Airlines introduced a
new business model with one-way fares in
Europe, domestic and intra-Scandinavia.

1934 Widerge’s Flyveselskap A/S founded

SAS formed by
1946 ppL, DNL och SiLA

1918 Det Danske Luftfartselskab A/S (DDL) founded

SAS International Hotels founded

airBotnia (Bluel) founded

1988 1998 [1999

® 2006

1924 AB Aerotransport (ABA) founded

1927 Det Norske Luftfartselskap A/S (DNL) founded

©
1951 DDL, DNL and ABA (part owner of SILA) form the SAS Consortium

2001/
2002

1986 Spanair founded

1946 Braathens founded

Presidents

1946-1948 Per A. Norlin + 1949-1951 Per M. Backe + 1951-1954 Per A. Norlin * 1955-1957 Henning Throne-Holst + 1958-1961 Ake Rusck * 1961-1962 Curt Nicolin * 1962-1969
Karl Nilsson « 1969-1978 Knut Hagrup » 1978-1981 Carl-Olov Munkberg « 1981-1993 Jan Carlzon * 1993-1994 Jan Reinas » 1994-2001 Jan Stenberg « 2001- Jogrgen Lindegaard

SAS AB (publ) (Corporate identity no. 556606-8499)

ENG

Street address: SAS Group, Frosundaviks Allé 1, Stockholm ® Mailing address: SE-195 87 Stockholm = Telephone +46 8 797 00 00
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