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Pandoxis not only growing in value but also around the globe. Over the past five years the
percentage of hotel properties outside the Nordics has increased from 30 to 54 percent,
measured in market value. In this Annual Report we are taking you with us on a journey
through Pandox’s development, strategy, operations and markets. We will be checkingin
with the CEO to hear what he has to say about the past year, how Pandox’s successful stra-
tegy works in practice and how the business model is creating value for the Company’s sta-
keholders. Along the way we will also be pausing to take a look at the various types of cities
and market segments where Pandox has a presence - domestic, regional and international
cities, as well as top destinations with large airports. Join Pandox —and Pepper!

Checkin..
.& check 1t out!

NEXT STOP:

REGIONAL CITIES

Regional centres with both domestic
and intemational demand

NEXT STOP:
AIRPORTS

International top destinations with a high
percemtage of international demand.

b

CHECKIN...
A HIGH-CLASS FORTFQLIO

Pandox's property portfelio
has 144 hotel properties with
32,268 rooms in 15 countries.

CHECK IN...
FINANCIAL REVIEW

CFO Lua Nou reviews the results
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The property
company that knows
all about hotels

Only hotel properties Number of hotels
Pandox is an intemnational hotel property 1 4 4

company that owns and leases out hotel pro-
perties to well-known hotel operators. The

property portfolio consists of 144 hotels with Number of rooms
around 32,268 rooms in 15 countries. Pandox 3 2 2 6 8
owns hotel properties in 82 cities in Sweden, s

Norway, Denmark, Finland, Germany, Bel-

gium, the Netherlands, Austria, Switzerland, Countries

England, Scotland, Wales, Northern Ireland,

Ireland and Canada. 1 5

K e 1]
Hilton Grand Place Brusse '; '

Big hotels in the right locations with
the best operators

The hotels are all large and strategically located business hotels. Pandox works with
anumber of strong business pariners that are hotel operators (e.g. Scandic, NH Hotels
and Leonardo}, brands (e.g Hilton, Radisson Blue and Crowne Plaza) and independent
brands and distribution channels {e.g. The Hotel Brussels and Hotel Berlin, Berlin).



Hilton Helsinki Kalastajutorppa

Active throughout the
value chain

Pandox has many years of experience of hotel
operation and sometimes chooses to operate
hotels itseif. This normally happens when the
conditions are not in place for a profitable lease
at the property owned by the Company. Having
the capacity to operate hotels gives Pandox more
freedom and flexibility, and reduces the finan-
cial risk associated with the business. Over time
the goal is always to sign long-term leases.

Business model that
creates opportunities and
reduces risks

Leases are key for Pandox as a property owner.
Pandox uses revenue-based leases where a certain
percentage of the hotel's revenue becomes rental
income for Pandox. Consequently, Pandox’s rental
income increases as the hotel’s revenue increases.
In addition to this, in most cases the leases provide
protection againstreduced rents. Through the way
the agreements are structured, Pandox can share
investments and risk with the business partner,
while at the same time the partner is motivated

to increase revenue, reduce costs and make long-
term investments.

 Amixof marketsprovzdes
” 's.balanced demand

Pandoxhas a presence in several djfferenttypes

of marke!:s and thus has a balanced demand mix,

- " The hotel portfolio has a good mix of international
- markets with primarily international demand
 {eg London Vienna, Brussels and Dublin), tegional
‘markets with miainly regional and domestic: .
" demand.(e.g. Hamburg, Copenhagen, Stockholm .
* and Manchéster) and local markets with mainly -

clomestlc demand {e. g Leeds, Dortmund Lmlcopmg ﬁ




From the CEO
Properly pan-European

In 2018 Pandox consolidated its position as a pan-European hotel property
company. The organisational structure was further strengthened and add-on
acquisitions were made in the UK. Total net operating income and total cash
earnings increased by 29 and 14 percent respectively. The growth in net asset
value was 17 percent with the dividend added back.

Important milestonesin 2018

1 Strong grewthi and agood
carrings trend, with 17
percent growwthn et asset
value

The past year

2018 was a strong year for Pandox in many
ways. Onee again we managed to balance
an external and internal perspective, i.e. a
business focus and internal processes. At
the same time as we were working on an
extensive legal reorganisation of our acqui-
sitions in the UK and Ireland, we maintained
our focus on the business and implemented
two add-on acquisitions. We also managed
to complete a long series of profitable
investment projects in the existing portfo-
lio. This reflects an organisation with many
talented two-way players with a high capa-
city for work, specialist expertise and a
strong team-building capacity. All are
deserving of praise for their performance.

2 niefitable add-on
acqusiions i nnportant

the UK

Pandox has delivered on the strategic
ohjectives the Company formulated ahead
of its stock market listing in 2015 with a
good margin.

Now, as Pandox summarises the results
of the work that has been done, it does so
from a pan-European position with higher
profitability and operations in more, and
significantly larger and more dynamic mar-
kets, than in 2015. The impact of Pandox’s
performance was particularly evident in
2018 with well-diversified revenue flows
and bread-based value growth in the
property portfolio.

STRATEGIC OBJECTIVES AHEAD OF THE STOCK EXCHANGE LISTINGIN 2015

Objectives at listing 2015

Qutcome until 2018

1 Profitable grow h
2 Increased diversification
3 More business partners

6 Pandox Annual Report 2018

Doubling of net operating income and castl earnings

Almost 50 percent of rental mcome outside the Nordics
Fattal, NH, Me.minger and GCH are new business partners

S Qrgarsatlon remtoiced by
special st expertisesniyeal

4 Pan-Luropean platfonm
established and

reglonal howel marketsin estate. sustainzbiity and consolidated
fiance
The new positions provide growth
Current status pasTLons providesron

opportunities in several ways. Firstly, the
haotel properties that Pandox has acquired
in recent years pravide a strong foundation
for new growth-driving investments.
Secondly, the Company’s presence in more
markets has increased opportunities for
profitable add-on acquisitions. Thirdly, the
expanded business platform that Pandox
has built has helped to both hroaden and
deepen the Company’s understanding of
how to create value.

Growth-driving investment in the exist-
ing portfolio is an important driver for Pan-
dox’s growth. The Company is therefore
taking active steps to identify investment
projects with attractive return potential in
both the Property Management and
Operator Activities segments. Examples
of such projects are:

1. Infill - more beds in existing rooms

2, Conversion of unproductive spaces into
new rooms

3. Expansion of properties

These investment projects provide a high
return and are particularly attractive in a
situation where the valuation yield in the
hotel property market is under pressure,
Pandox is holding active discussions with
several tenants in all investment areas, not
least regarding property expansions.



The Iotel e

2018 was a good year for Summary (MSEK) 2018 2017 Change, %
Pandox, with considerable Revemue, Proderty Management 2971 2,207 35
grOWth and gOOd pro ﬁ.t&b llity Net operaang income Praperty Managemen® 2517 1887 34
P dOX isnowa hotel o erty Net operatiigincome Operator Actvities 540 494 9
an i p p ERITDA 2,908 2,257 29
company with a strong pan- Profil for Lhe yearn 2823 3,148 -10
European position. Earn.ngs per share, SEKe 1683 1989 -15
Casa carrungs” 1,850 1460 14

Cas eatrungs per share, SEK2 1126 1046 8

Netinterest-hea—ng debt 27421 25474 8

Equiy/assetsrat.o. % 391 368 na

Loan-to-value ratio, properties, % 497 508 na

Intercst coverage ratio, tirnes 38 A4 na

Market va ue properties 55197 50,121 10

FPRA NAV ner share, SFK+4 164 04 144 54 17

v In the comparable period in 2017 positive non-recurning items totalling MSEK 60 were included

21 For information on the number of <hares see page 37.

¥ Measured as growth in EPRA NAV at an annual rate, with dnadend added back and proceeds from
the new share 1ssue deducted Sce key ratios on page 118

For definitions see page 166

Rentzlincoile by connby 2016, % Total neloperabng meome MSEK e earnmgs, MOSEK
B sweden, 31% 3,500 e 2,000
M TheUK 21% 3.000
Germany, 16% 2,500 1,500
+# Finland, 10% 2,000
Denmark, 8% 1,500 1000
¢ 1 Norway, 7% E
y, 7% 1,000 400 ]
Belgium, 2% 500
Other, 5% 0
2014 2015 2016 2017 2018 2014 2015 2016 2017 2018
[hep reenlag s of el v crmne outy.rle continuedgona growttoan et oo Coodao b asbieann s 2013
the Nopdsos i roasednthern, 2018 noane i 2008
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From the CEO
Properly pan-European

In 2018 Pandox consoclidated its position as a pan-European hotel property

company. The organisational structure was further strengthened and add-on
acquisitions were made in the UK. Total net operating income and total cash
earnings increased by 29 and 14 percent respectively. The growth in net asset
value was 17 percent with the dividend added back.

Important milestonesin 2018

1. strong growth and a good
carnungs trend, with 17
percent growthinret assat
value

The past year

2018 was a strong year for Pandox in many
ways. Once again we managed tobalance
an external and internal perspective, i.e. a
husiness focus and internal processes. At
the same time as we were working on an
extensive legal reorganisation of our acqui-
sitions in the UK and Ireland, we maintained
our focus on the business and implemented
two add-on acquisitions. We also managed
to complete a long series of profitable
investment projects in the existing portfo-
lio. This reflects an organisation with many
talented two-way players with a high capa-
city for work, specialist expertise and a
strong team-building capacity, All are
deserving of praise for their performance.

ACUTSILIONS 1 BTIpOTEdnl
regtonal hotel marketsin
the UK

2, Pofuable add-on 3 Organatian remifleead by
speciabist cxpertize mpeal
estdale, sustainability and

finance

Current status

Pandox has delivered on the strategic
objectives the Company formulated ahead
ofits stock market listing in 2015 with a
good margin.

Now, as Pandox summarises the results
of the work that has been done, it does so
from a pan-European position with higher
profitability and operations in more, and
significantly larger and more dynamic mar-
kets, than in 2015. The impact of Pandox’s
performance was particularly evident in
2018 with well-diversified revenue flows
and broad-based value growth in the

property portfolio.

4
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STRATEGIC OBJECTIVES AHEAD OF THE STOCK EXCHANGE LISTING IN 2015

Objectives at listing 2015

QOutcome until 2018

1 profitable growth .
2 Increased diversification
3 More business partners

6 Pandox Annual Report 2018

Doubling of net aperaling mcorne and cash eammngs
Almost 50 percent of rental ncomne outside the Nordics
Fattal, NH, Metninger and GCH are new business partners

4 Pan-Curapean platfernm
nstablished and
consolidatad

The new positions provide growth
opportunities in several ways. Firstly, the
hotel properties that Pandox has acquired
in recent years provide a strong foundation
for new growth-driving investments.
Secondly, the Company’s presence in more
markets has increased opportunities for
profitable add-on acquisitions. Thirdly, the
expanded business platform that Pandox
has built has helped to both broaden and
deepen the Company’s understanding of
howto ereatevalue.

Growth-driving investment in the exist-
ing portfolio is an important driver for Pan-
dox’s growth. The Company is therefore
taking active steps to identify investment
projects with attractive return potential in
both the Property Management and
Operator Activities segments. Examples
of such projects are:

1. Infill - more beds in existing rooms

2. Conversion of unproductive spaces into
new rooms

3. Expansion of praperties

These investment projects provide a high
return and are particularly attractive in a
situation where the valuation yield in the
hote! property market is under pressure.
Pandox is holding active discussions with
several tenants in all investment areas, not
least regarding property expansions.



Future

Pandox’s growth strategy is based on a
combination of acquisitions, growth-
driving investments and efficient opcration
of Pandox’s own hotels, in a hotel market
where new demand is being added through
a combination of cconomic activity,
inereased prosperity and more people
travelling, Pandox operates from a
well-capitalised business platform with
great strategic flexibility. With a hotel prop-
erty portfolio with a market value of MSEK
55,197 divided between 144 properties in
15 countries, Pandox has laid the founda-
tions of continued profitable growth.

With that said, Pandox faces a number
of strategic challenges:

1. Increased complexity due to operating
in multiple markets with new business

partners and new types of hotel products.

This requires a greater focus on develo-
ping our team and strengthening our
internal processes.

Assessment: Unchanged compared

to 2017

2. Increased competition for acquisitions
due to hotel properties becoming more
attractive as investments, which means
higher prices, a greater risk that acquisi-
tion processes will not achieve their
ohjective, and the fact that Pandox can
consider acquiring hotels with higher
operational risk and greater improve-
ment potential.

Assessment: Unchanged compared
to 2017

3. Increased compctition in the hotel mar-
ket resulting from new capacity in indi-
vidual markets.

Assessment: Unchanged compared
to 2017

The United Nations World Tourism Qrgani-
zation (UNWTOQ) is predicting an incrcase
in international arrivals of 3—4 percent in
Europe in 2019, which is slightly lower than
for 2018 but still a good level.

Pandox’s view is that, although the hotel
market still has growth potential, itisina
mature phase and growth is slowing. In
some submarkets new hotel capacity will
put pressurc on RevPAR in the short and
medium term.

In a climate of positive economic
growth, Pandox’s well-diversified portfolio
with balanced demand and positive contri-
butions from the acquisitions that Pandox
made in 2018, there is potential for some
growth in 2019.

In closing, T'would like to express my
great gratitude to everyone who made 2018
the best year in Pandox’s history. When I
checked into Pandox at the beginning of the
1990s, “the hotel property market” or cven
“hospitality” were not established concepts.
Today hospitality accounts for more than 10
percent of global GDP and hotel properties
are an established asset class. When T com-
pare today’s Pandox with the Company of
yesteryear, I see many differences but also
many similarities. We are bigger, stronger
and more profitable, but our soul, values
and business are the same as they were back
then. We have a lot left to give.

Checkin forlife!

Stockholm, March 2019
Anders Nissen

Pandox Annual Report 2018 7



Nextstop

Domestic cities

Domestic cities are the backbone of Pandox’s hotel property portfolio.
Over time these cities have proved to be more stable and less volatile in
response to the ups and downs of the economy than international cities,
which have greater exposure to the international business cycle.

Pandox facts

Number of hotels Number ofrooms Share of rooms (total)

72 13,258 41%

Characteristics Demand

Domestic cities are often local hubs, i.e. the Hotel demand in domestic cities is stable
main city ina province or region. RevPARis  and dominated by domestic guests whose

generally lower in domestic cities, which trip has a clear purpose, such as a concert,
means there is limited scope for more a hospital visit, minor conferences ete.
development of different types of hotel Domestic cities are normally less depen-
concepts. dent on the glabal economy and have:

= Fewer commercial drivers
= Greater dependence on the public sector
« More purpose-driven travel

8 Pandox Annual Report 2018

Examples of cities

Examples of domestic cities in Pandox’s
hotel property portfolio include Leeds,
Sheffield, Gothenburg, Jénké&ping, Orebro,
Jyviiskyld, Kuopio, Dortmund, Bergen,
Bodd, Wolfsburg and Mannheim.



Elite Park Avenue Hotel Gothenburg




A strategy that adds value

Pand  wvisi
To be a world-leading hotel property company with expertise in active ownership, hotel property
management and development, as well as hotel operation.

To contribute to positive growth

Todeliver value growth for Pandox Tocreate attractive hotel products
for Pandox emplovees,

shareholders through higher cash in eooperation with Pandox’s
flow and net asset value. s AULRCTA,

Focus on
hotel properties

Pandox's strategy concentrates on
hotel properties 5
asset where sp
for the result.

10 Pandox Annual Report 2018

Large hotel propertiesin
strategiclocations

Pandax focuses on large hotel
properties in the mll-service
segment that are strategically
lacated in commercially and
culturally important cities.

Longleases with theleading
hotel operators

Pandoy’s core business is tosign
long revenue-hascd leases inwhich
investments are shared with
industry-leading hotel operators.

chain.




Pandox's " ness conce

Pandox's business concept is to own hotel properties and lease them to strong hotel operators under long-
term revenue-based leases. With its specialist expertise in active ownership, Pandox has the ability to be
involved throughout the hotel value chain, which reduces risk and creates business opportunities.

Pandox's dic ing featur:

Pandox’s successes are built on a high degree of specialisation, ~Nordies and internationally. A hotel p
aconsistent strategy and many yenrs” collective experience from a traditional property compan
ol developing and ereating profitable hotel propertics in the Pandox six important distinguishing features:

1 . Oniy hotel properties 2 . One tenant per property _7) . No vacant properties

Fandox has o functional tocus, Pandox has only one tenant per prop- Pandox has no vacant properties. Either

which means that the Company only The tenant’s performance has a Pandox leases out the hotel property,

owns propetlics operating as hotels, di impact on the value of the which is the vsual way, or Pandox
property. operates the hotel itsclf,

4, Pan-Furopean paosition 5. Fiexivle busin 6. In-depth knowtledge

Pandox owns hotel propertics i Pandox has a flexible business model, of hotel properties

fourteen European countries C ich means Lhat the Company can, if Over the vears Pandox has acquired

as in Canada). giving the Company a v, Lake over the tenant's opera- in-depth international, commercial and
pan-European position in the propeity tions and run the hotelitself financial knowledge specific to hotel
market. propertics.

Qperator Activities
.wk’andox owneand
is hotels
Pé:ndi:gx: has many years’
experience of hotel operations,
and owns and runs hotels itselfin
umber of niarkets. -

Pandox Annual Report 2018 11
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A method that maximises cash flow and minimises risk in
each individual hotel investment

THE PANDOX METHOD

- A method thal maximises cashi
flow and minimises risk in each
individual hotel investment

Marketing strategy

Market analysis Marketing strategy

Market analysis is performed aimed at assessing the hotel’s A strategic plan is established for each hotel property

potential profitability and ability to pay the agreed rent. The based on the hotel's specific circumstances, its local mar-

local market is defined and analysed with respect to demand, ket and position. The hotel property’s future operaticnal

competition and the current and future product offering. area and structure are evaluated in the course of preparing
the strategic plan.

12 Pandox AnnualReport 2018



Profitability optimisation Agreement optimisation

Profitability optimisation Agreement optimisation

Since the value of a hotel property is affected by the profitability The optimal cash flow from each hotel property is split between the
of the hotel, the hotel operator is Pandox’s most important part- hotel operator, Pandox and other stakeholders through a lease or a
ner. Pandox analyses and assesses the hotel operator’s perfor- franchisc or management agreement. The agreement is drawn up so
mance on an ongoing basis in order to ensure the business is as to give the parties an incentive to constantly improve the hotel
developing well, so that the hotel property value will also property’s profitability and thus its value.

increase.

Specific action and activity plan

Pandox Annual Report 2018 13



Value-creating
businessmodel 2018

Fair Play

Res: res

Hotel properties
+ 144 properlics with 52,268 rooms
in 15 countries

Co-workers

o Lihremployees

Business relationships and networks

« Tenants and brands
« Holel guests in own operations
« Supplicrs and partners

Financing
« Capital from sharcholders M8
+ Loans from banks and othe

Structural capital
« Svstems and methnds

14 Pandox Annual Report 2018

Busine:©  sdel

Longleases and in-depth hotel
lknowledge

‘ 6ut hotel properues t6 N
«‘*stmnémtel operators
Ayrider Inng—'rerm l’Wf'n“P-
based leases :

.

Pandox can also 6perate
hotelsitselfifthe y

£ S
S

.7 faraprofitahle lease., .

- -By improving the hotel
_product Pandox can thep
énter znto a new lease

oo mw&
- 4y

- thro out ote vﬁlue

: w"‘»ﬂuﬁxhﬂucu“ ﬁgﬂt urid: G
: createénewbu&ness%
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5

- '41 4
Th:ough e»nvuonmentaﬂysé
smartmvestmentsand

o efﬁaent op cratmm D.m ox
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‘conditions are not inplace _
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Ellcient
operations

Increased
cash flow

Increased

property
vdlue

Financial
exibility

Trefitable
growth

29%
growthin
net
operating
income

14%
growth in
cash
earnings

17%
growth in
EPRA NAV

Adde

Tenants
« Rentalincome MSEK 2,971
« Investiments MSEK 434

Employees
+ Employee benefits MSEK 814

Capital owners

+ Dividend MSEK 787
« Growth in nct asset value 17%
« Inlerest and fees MSEK 804

Suppliers
« Payments MSEK 2,882

Community
+ Taxes and levies MSEK 583

Contribution to society
« Direct and indirect jobs
Social cohesion and personal
ment for employces
ive environments for

" Growth in EPRA NAV, wath dividend returned and issue procecds deducted

Pandox Annual Report 2018 15



Pandox in practice
Creating value in different ways

1. 2.

Profitable Growth-driving
acquisitions investments

3.

Efficient and profitable
operation of hotels

4, 5.

Brands Hotel market and
and concepts business cycle

IMPORTANT KEY AREAS OF EXPERTISE FOR A HOTEL PROPERTY OWNER

Hotel properties have certain characteristics that distinguish them from other types of property. In addition to technical and
financial knowledge of properties, a hotel property owner needs to have specialist expertise in a number of areas closely
linked to the hotel market, particularly hotel operation, the dynamics and drivers of the hotel market, the various business
models for hotel operations, and brands and concepts.

Hilton Grand Pl

16 Fandox Annual Report 2018



Three major business processes

1. Proftable acquisitions 2. Growth-driving 3. Efficientand pfofi:tabf
investments hotel operation =~ = ¢

Within the context of these business processes a wealth ol sup- a different priority depending on where Pandox is in the hotel
porting activitics are carried out within the o isation hased business eyele and other business circumstances. ¥
on expertise, methods und systems. Bach business process

1. profitable acquisitions

Pandox has an active acquisition strategy 1. Portfolios with hotel properties in sev- Such transactions usually provide good
based on industry know-how, a long-term eral different geographical markets with opportunities to ereate a return for Pandox
perspective and the ability to act freely different types of operations and agree- by virtue of its broad market presence,
throughout the hotel value chain. Within ments operational capacity and financial strength.
the framework of its strategy Pandox makes 2. Hotel properties that are underperform- In somewhat simple terms, the more
various kinds of acquisitions. The opportu- ing in some way “industry” issues there are to deal with in an
nities for Pandox to add value are generally 3. Hotel properties requiring substantial acquisition, the fewer the potential buyers.
greatest when the transaction is compli- investment Some examples of acquisitions made by
cated in some way, such as: 4. Hatel properties with leases that are Pandox in recent years are found below.

nearing expiry

5. Hotel properties with own hotel opera-
tions

Portfolio acquisition
inthe UK

In Necemhber 2007 a portfolio of 37 hotel
husinesses in the UK and Ireland was
acquired, with Fattal Hotels as operating
partner, The portfolio included 36 hotels
operated under the Jurys Inn brand, »o
investment properties and one operating

property in which the hotel was operated ' between dif}

under the Hilton Garden Inn brand. The K segments ¢ ¥

total purchase consideration was MGBP k . Pandox expandsireyvﬁ ¥

800 on a debt-free basis. A legal reorganisa- N based leases in the UK 4

tion of the portfolio was carried out after it pre Ireland (
was taken over in order to separate property : . Good growth potential from
assets from operating assets. Following its : completed renovations that
completion in August 2018 Pandox retained ave not yet had their full

the 20 investment properties and the oper- ect, as well as new invest-
ating property, while Fattal Hotels acquired y
the 36 hotel businesses and all their employ-
ecs as well as the Jurys Inn brand platform.
New revenue-based leases with a term of

25 years were signed with Fattal Hotels for
the 20 investment properties.

[uirys Inn Hinckley Islandd

Fandox Annual Report 2018 17



Portfolio acquisition in Germary

In December 2015 a total of 18 hotel prop-
erties were acquired in Germany. The
purchase consideration was MEUR 400 on
a debt-free basis. The acquisition strength-
ened Pandox’s position in the important
German hotel market. As part of the settle-
ment new 25-year revenue-based leases
were signed for all the hotels with good
guaranteed rent levels.

o Cologne-Bonn Airport

Single acquisitions in Brussels

Acquired hotel properties contribute to
Pandox’s growth in multiple ways: through
an immediate contribution to revenue and
profits, and through the opportunities for
value-adding investments ence the proper-
ties have been integrated into the existing
portfolio.

- ", hotel operaﬁ
s s

2

18 Pandox Annual Report 2018

Hotel Berlaymont

In May 2017 Hatel Berlaymont in Brussels
was acquired from an official receiver fol-
lowing bankruptcy. The purchase consi-
deration was appreximately MEUR §2.

The hotel, which was acquired within the
Operator Activities segment, was underper-
forming at the time of acquisition and

offered good improvement potential on the
basis of its strong microlocation
immediately next to the EU headquarters
with good communications ta both the air-
port and the city centre. After investment
and repositioning towards the high-paying
business segment, a 20-year revenue-based
lease was able to be signed with NH Hotel
Group and the hotel was reclassified to
Property Management in February 2018.

Hilton Grand Mace

In October 2016 the Hillon Grand Plage
in Brussels wasacqmred The pirchasg
eongideraliou was MEUR y5. The hotel is
in onc of the very slrongest locatens in
Brussels, cluse Lo U Grand Place and the
cenlal stulion. The acquisition was made
at a time when the hotel market in Brussels
was weak following the tragic terrorist
attacks that had taken place in March
that year.




2. Growth-driving investments

Alarge, well-diversified portfolio offers
good opportunities for value-adding invest-
ments. Pandox has a continual dialogue
with its tenants with the aim of further
developing the hotels through smart invest-
ments, such as adding more beds, more
rooms or creating new productive
conference and restaurant areas.

In a situation where the hotel market is
in a boom phasc of the hotel business cycle,
there is good profitability among haotel
operators and the valuation yield in the
property market is being squeezed,
value-adding investments are of particular
interest since the expected return on these
is 810 percent.

Examples of such investments include:

1. More beds in existing rooms

2. Moreroomsin existing buildings

3. Extensions in the form of new floor
levels or new buildings

Examples of recently extended hotels:
Jurys Inn Belfast

The extension provides the hotel with

80 new rocms, improving the hotel’s effi-
ciency and elevating it to a leading position
in the central Belfast market with a total of
270 rooms.

Leonardo Wolfsburg City Center

Atotal of 133 new rooms are being added
by extending the hotel, This gives the hatel
345 roomsin total and a leading position in
the regional market.

3. Efficient and profitable hotel operation

Operating hotels 1s a natural aspect ot Pan-

dox’s active ownership. Operating a hotel

may be appropriate if, for example, it is in
need of a major upgrade and there isno
possibility of signing a competitive lease
with o long-term partner, Pandav’s stratemy
in such a case is to take on the role of both
ownerand operator in order to seeure the
hotel property’s long-term valuc growth.

The goal is to sign new leases at commer-

cially attractive levels.

Creating an attractive and profitable
hotel product operated by Pandox involves
work at various levels:

1. Concept and market — analysis of the
hotel property’s commercial potential
and appropriate market position

2. Product and investments — investment
in the physical product to reach the
desired position

3. Organisation and productivity — business-
oriented leadership and the right organ-
isation with a focus on profitable opera-
tion

4. Revenue management — generate
revenue with great precision to allow
cfficicnt use of resources at the hotcl

Meininger

Hotels taken over, repositioned and
subsequently leased out
= The Hub Haotel & Livingroom

2017 — lease with Scandic
» Lillchammer Hotel

2017 - lease with Scandic
+ Hotel Berlaymont

2018 — lease with NH Hotel Group
+ Urban House Copenhagen

2017 — lease with Meininger

InterContizental Montreal

Flagship hotels operated by Pandox that have
been repositioned

« The Hotel Brussels

= DoubleTree by Hilton Montreal

« Hotel Berlin, Berlin

= Hilton Grand Place Brussels

« InterContinental Montreal
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Nextstop

Regional cities

Regional cities are large and dynamic business, cultural and educational hubs.
These cities often have a broad base of dermnand fromn many subsegments. The majority
ofthe demand is domestic and regicnal, but there are clear international elements

- particularly in cities that are “on the way up” from an international perspective.

Pandox facts

Number of hotels Number of rooms Share of rooms (total)

55 13,273 41%

Characteristics Demand

Like international cities, regional cities Large regional markets are often dynamic
often have a well-developed business destinations that are “on the way up” both
sector, an attractive cultural offering and economically and as a destination. Regional
tourist attractions, but without the same markets are often stable, with a mix of
breadth and depth. People in regional cities domestic and international demand, and
often have international habits and rela- offer good business development opportu-
tively high purchasing power, which pro- nities. Demand in regional markets is often:
vides substantial scope to create various + Broadly based with many segments
types of hotel concepts. «  Mainly domestic and regional...

» ..but withinternational elements

20 Pandox AnnualReport 2018

Examples of cities

Examples of large regional cities in
Pandox’s hotel property portfalic include
Hamburg, Munich, Cologne, Frankfurt,
Copenhagen, Stockholm, Oslo, Helsinki,
Manchester, Birmingham and Basel.
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Trends and drivers

18 key trendsin travel

The hotel industry is affected by both large global changes in society and a wealth
of specific trends. By continually monitoring and understanding at an early stage

the various market drivers, Pandox is able to shape hotel products quickly and
with great precision to meet the needs of tenants and hotel guests.

The hotel industry is in a good position,
with steadily increasing travel leading to
more and more hotel stays. Continued high
levels of economic activity are paving the
way for a thriving hotel sector. 2018 was the
seventh year in a row in which the travel
and tourism industry reported a higher
level of growth than the global economy
according to the World Trade Organization
(WTQ), and the outlook for international
travel and the hotel market is positive. The
long-term forecast from the WTO indicates
continued annual growth of around

4 percent up until 2028,

Aside from economic activity, many
other factors also affect developments in
the hotel market. These include major
demographic and economic changes in the
world, technological development and in
particular digitalisation, changes in society
and in behaviours, environmental and
sustainability considerations, and security
aspects.

Here we present 18 key trends and
drivers that are affecting the hotel industry
in various ways.

MORE PEOPLE ON QUR PLANET
There are more and more people on our
planet By 2050 the world’s population is
expected to have increased to nearly

10 billion people compared with arcund

8 billion today (UN). An increased popu-
lation helps provide the conditions for the
long-term growth of the travel and hotel
industry.

THE LURE OF THE BIG CITY
More and more people are choosing to
Iive in big cities. Urbanisation is taking
place at a rapid rate in both emerging
countries and developed countries. Cities
are increasing in numbers, size and
economic importance. By 2050 nearly
70 percent of the world’s population will
live in cities (UN). This means thata

-
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further 2.5 billion people will move ta
cities over the next 30 years. The main
increase will be in Asia and Africa. As a
consequence, demand for business and
leisure travel for meetings, conferences,
events and experiences is growing, #See
also pages 32—33 regarding Pandox's
Hotel Market Day 2018 on the topic of
Urbanisanion and the Hotel Sector.

A GROWING GLOBAL MIDDLE
CLASS

More and more people are becoming
better off financially as global growth lifts
new groups into the middle class. Qver
the next 20 years two billion people are
expected tojoin the global middle class.
People become more inclined to travel as
disposable income inereases, which
means that more people will be travelling
both regienally and internationally in the
near future This trend has alreadyhad an
1impact on the hotel industry — bothin
terms of growth and of demand for new
products to meet the needs of new guests.

AN AGEING POPULATION

People are living longer and are staying fit
and healthy long into their senior years
The fastest growing demographic group
in the world today is people over 65 years
of age (UN). Many older people have high
purchasing power and are choosing to
spend more time travelling and looking
for new travel experiences once they are
retired or have reduced their working
hours

CHEAP FLIGHTS

Aviation can be seen as an engine for the
entire travel and tourism industry. We are
travelling further and more cheaply than
before, and generally also more conve-
niently by taking more direct flights with-
out stopovers or changing planes. One
strong underlying positive driver of the
hotel industry 1s low-cost airiines, which
are offering both short-haul and long-
haul flights, The main increase in flights
15 within the leisure segment.

L

DIGITALISATION IS CHANGING
ALMOST EVERYTHING

In many ways, chgitalisation has made the
world smaller and blurred the hines bet-
ween work and leisure. Digitalisation has
also increased the pace of change in many
areas and 1s affecting how consumers buy
products and services. Half of all hotel
bookings globally are now made digitally
{Kalibri). For the hotel industry, digitali-
sation 1s changing a number of areas —
particularly within marketing and
distribution.

NEW DISTRIBUTION FATTERNS
Online travel agents (OTAs) such as
Hotels.com and Booking.com are conti-
nuing to grow and to suecessfully chal~
lenge the traditional hotel brands. Online
travel agents are reducing the mfluence of
the big traditional hotel brands in the
hotel market by aggregating a large range
of products and providing efficient tools
for consumers to select, book and pay for
accommodation.

NEW BOOKING PATTERNS
Digitalisation in the travel and hotel indu-
stry has brought new behaviours when
people book travel and hotels Bookings
across all travel segments are now being
made at shorter notice than before. This
has made 1t more important for travel and
hotel companies to have expertise in
booking patterns and distribution

MOBILE PHONES ARE PART

OF TRAVEL

Mobile phones (smartphones) have
hecome an almost mdispensable tool for
today's travellers. They use them to find
their way around their destination and to
look up all kinds of information about
hotels, good restaurants and what is hap-
pemng in the city. They also book flights
and hotels on their phones. Mabile
phenes also provide a practical option to
easily book a hotel room only onceyou
have arrved at your destination. Alterna-
tively, people may book a hotel just for



CUSTOMER LOYALTY?

NOT SO0 MUCH

There are many reasons for travelling and
for staying in a hotel — for work or for
personal reasons, to visit a trade fair or
attend a conference, to visit fricnds and
relatives or 1o shop and see the sights The
choice of destination determines how
people travel and where they stay. Travel
and hotel compames try to attract custe-
mers 1n various ways, but layalty is low
Arrline bonus programmes have some
influence on business travellers’ choices,
but loyalty to a specific airline has dechi-
ned as the range of thghts on offer has
grown and as price competition has
1nereased. Eoyalty to specific hotel hrands
15 even lower, however, and in response
the big hotel groups are establishing even
more brands

therr first night, keeping their options
open for the rest of their stay to seeifa
better alternative pops up on one of the
hotel booking sites

%

CHINESE PEOPLE THINK AND

ACT DIGITALLY

New large categories of customers, such
as the large and growing middle class in
Asia or those for whom the lines between
business travel and leisure travel are
erased, make new demands of the hotel
companies’ knowledge of these travellers’
preferences and consumption patterns,
We are talking here about a large group of
cugtomers who have adopted digital tech-
nology across the board. Chinese toursts
find the multifunctional mobile app
Wechat completely indispensable.

THE SHARING ECONOMY IS
CREATING NEW DEMAND
Home-sharing services such as Airbnb
have grown vigorowsly and become esta-
blished as a new accommodation
segment Airbnb’s advance has resulted
m authorities in several large destinations
introdueing vanous kinds of restrictions,
slowing down the company’s growth.
Airbnb should be seen as a complement
to hotels The home-sharing seivice has
created a new type of demand that the
hotel industry is increasingly accommo-
dating by offering new hotel concepts.

THE QUEST FOR UNIQUENESS
Onetrend in the social sphere 15 that
many of the new generation of consumers
are more interested in accumulating
expertences than materal possesgions,
Typically, they are on the hunt for the best

destination, the best accommodation and
the best menu The hotel is no longer just
a place to sleep, but part of a lifestyle.
Today's hotel guests expect more undivi-
dual and umque products than before.
When they find them, they like to share
therr experiences on soctal media

M NEW TYPES OF a WANTED: LIKE-MINDED
ACCOMMODATION IN INSQZVI?USLSf . 1 _
THE GIG ECONOMY Linked to looking for persenal expression

n their choice of travel, destination and
accommodation 1s people’s desire to be
among individuals with similar interests.
This tribalism can be found among such
diverse groups as football supporters and
gamers, jarz nerds and design enthusiasts.
An urban dweller will want to experience
the throng and pulse of another big city,
while a nature lover will seek out the caltm
af a group walking tour 1n the Alps.

Closely related to the sharing economy is
the gig economy, in which people freelance
and take on temporary assignments rather
than heing a permanent emplayee. This is
due to changes in the way that working life
15 orgamsed, with less of a separation
between work and leiaure time, This
phenomenon has given rise to new blended
types of hotel accommaodation and offices.

A

HOW PANDOX MONITORS AND DEVELOPS THE MARKET
Pandox has a special position in the hotel market since the Company works with many
different hotel brands and is active in many different markets and destinations that dif-
fer in nature and demand. Pandox constantly monitors and analyses important trends
and drivers in the hotel market, which provides input for discussions with tenants.

Pandox has individual business plans for each hetel property, which includes defin-
ing a peer group — a number of relevant competing hotels — against which the hotel
property’s performance is constantly assessed. Through a combination of knowledge,
experience and curiosity Pandox challenges and inspires its tenants to see new
business opportunities.

Is the hotel correctly positioned? What investments are appropriate? What is the
return if we invest? How can risk and return be shared? In its toolbox Pandox also has
knowledge of how to establish independent hotel brands.

,

SUSTAINABILITY IS EVER MORE
IMPORTANT

The increasing interest in sustainability
has been ongoing and is deepemng in line
with increased consumer knowledge and
greater demands from society Consu-
mers also increasingly want the services
they buy to accord with their values

THE AGELESS SOCIETY

Today's elderly are in better health and
financially more secure than previous
generations. They retire later and do not
see themselves as bewng old. They want an
active hfe filled with experiences, travel
(often staying for longer periods at the
destinations) and other types of self-fulfil-
ment. That today’s youth spend time tra-
velling before studying or going out to
work has been a long-established trend —
and one which keeps growing. This trend
is particularly obvious in open sociehes
Both of these trends are strengthened
further by continuous downward pressure
on travel prices and by efficient destina-
tion packaging by OTAs.

SECURITY
The world has probably never been more
open and accessible to tourists than now.
Naturally, isolated security events can
adversely affect a destination i the short
term — hut expenence suggests that it
always recovers. Turkey and Egypt, for
exaniple, are once again among the fastest
growing destinations. Brussels is at a hig-
herlevel than before the terrorist attacks
in 2016, as is Paris Atthe same time, new
countries are entenng the global travel
market — such as Colombia, with its well-
known turbulent history

At a global level, the travel and tourism
industry has not been greatly affected by
the terrorist incidents in recent years
(WTTC). The speed of recavery for a desti-
nation that has been affected by a terrorist
incident varies among different customer
groups Buginess travellers normally
return first, while it takes longer — up to
twa years — for leisure and conference
guests to return. Few travellers choose to
stay at home, however. Instead they re-
book for a different destination that they
sce as being safer, $pain and Portugal
cxperienced an uptick in demand follo-
wing the unrest in Turkey, for example.

The safety and security of both hotel
guests and emplovees is a key 1ssue for
Pandox. ¥ See also pages 49-68 regar-
ding Pandox’s sustainability work
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Growth opportunities
in afragmented market

Significant structural changes in the international hotel scene, combined with a
fragmented market, have provided scope for structural measures that Pandox has
utilised to establish itself as a leading specialised hotel property owner in Europe,

From a property owner perspective, the
hotel market in Europe remains frag-
mented. To give an example: Pandox,
which is one of the biggest players, hasa
total market share of less than 1 percent
measured in terms of the number of rcoms
in the markets where the Company is estab-
lished. Competing hotel property companies
are rarely international specialists, but
rather tend to be from the financiai sector
or are national property compantes with
various property types in their portfolio.
Overall, there are barely a2 handful of com-
petitors in each market, of which a few are
active in multiple markets.

HIGH ENTRY BARRIERS

There are various reasons why the hotel
property market is as it is. Firstly, a rela-
tively large number of investors still see
hotel properties as a subsegment of the
traditional property market — spicing up a
property portfolio. Secondly, entry barriers
are high. Hotel properties have unique
characteristics which demand specific
expertise and substantial capital in order to
create portfolios with an attractive risk and
return profile. A well-established hotel
property in a strategic location has natural
competitive advantages that are difficult to
replicate. A well-diversified hotel property
portfolio is even harder to recreate. Thirdly,
and as a result of the above, an interna-
tional perspective and an international
presence are often required.

GOOD GROWTHPOTENTIAL

For Pandox the hotel property market
offers significant growth potential through
continued professionalisation and consoli-
dation, Pandox’s pan-European pasition
and ability to work with all the business
models that exist gives the Company clear
competitive advantages. & Read more
about the various agreement models on
the next page.
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In simple terms, the hotel value chain con-
sists of property ownership, hotel operation
and marketing/distribution. The compa-
nies in the hotel market are hotel property
awners, hotel operators and large hotel
chains with their own brand portfolios. In
addition, there are independent operating
companies and online booking services
{OTAs). A company may be positioned
within one or more segments. Pandox’s
core business is to own hotel properties and
lease these out to strong hotel operators.
Pandox moves freely throughout the hotel
value chain and in certain cases may also
operate hotels in properties that the
Company ¢gwns.

CHANGED BUSINESS MODELS

In recent decades the internaticnal hotel
industry has gone through fundamental
structural change. Large international hotel
chains such as Hilton, InterContinental and
Marriott have changed their business
models by divesting hotel properties and
leaving their traditional role as hotel
operators.

Instead these companies have developed
various types of asset-light strategies. In
somewhat simplified terms, this involves
the company reducing its capital require-
ments by moving its business towards dis-
tribution (bookings) and brand develop-
ment (franchising). In such a strategy the
hotels are operated mainly via franchise
and management agreements with inde-
pendent hotel operators.

ASSET-LIGHT DRIVES CONSOLIDATION
Within an asset-light strategy, revenues
are mainly derived from franchise fees and
commigsions on bookings. The business
model requires large volumes to be profit-
able. The main aim is to increase the
number of franchisees and room bookings
— preferably in their own distribution
channels, where alarger part of the

commission can be collected. The business
maodel not only requires massive marketing
investments, but also a continuous increase
in the number of rooms in the portfolio.
This has resulted in a search for new
franchisees and in consclidation among the
large international hotel chains. One factor
contributing to this development is the
emergence of online travel agents {OTAs)
which aggregate offerings and match
demand using customer-friendly booking
solutions and effective marketing.

FEWER OPERATORS BEUT MORE BRANDS
While increased consolidation has resulted
in fewer brand owners, the number of
brands has grown. The hotel chains have
spent large resources on brand develop-
ment in order to define new types of market
segments and cater to new customer
demand. Marriott and Hilton, for example,
have 30 and 16 different brands respec-
tively in their partfolios.

OPERATIONAL EXPERTISE EVER
MORE VALUABLE AND NEEDED
The faster the larger hotel chains move
towards a more brand-focused model, the
more necessary and valuable it becomes to
possess in-depth operational expertise. And
for a simple reason: the brand promise
presented in digital marketplaces hasto be
turned into a real-life positive guest
experience at the hotel. This calls for know-
ledge of how to design an attractive hotel
product through a combination of efficient
operation and value-adding investments.
A number of skilful hotel operators and
brand owners, together with a growing
number of independent operators, have
advanced their positions in this area. This
development has also made it natural for
hotel property owners such as Pandox to
take over operations when the conditions
do not allow a profitable lease to be achieved.



Thelease agreement
1s key for Pandox

Leases are the dominant agreement model for Pandox. The lease has
clear advantages both for the property owner and the tenant since
the return, risk and investments can be shared between the parties,

There are four business models in
the hotel property market

. Leasc agreement
inagement agreement
. Ownoperations with
franchised brand
. Ownoperations with
independent brand

1 LEASE AGREEMENT

Agreements with many advantages

Pandox works with revenue-based leases,

often including a minimum guaranteed

rent, since they offer clear incentives for

both parties to increase the hotel’s

profitability and thus the value of the hotel

property. The revenue-based lease model is

well established in many large European

hotel markets and has many advantages:

= Shared incentives to create a competi-
tive hotel product

» Balanced investments with shared risk

= Productivity and profitability improve
competitiveness

« Long-term perspective creates stability

Many strong regional hotel operators in
Europe have identified good business
opportunities in revenue-based leases, and
this has also had an impact on Pandox’s
portfolio. In the past four years Pandox has
acquired, renewed and signed more than
60 leases in existing and new markets with
operators such as Scandic, Fattal/Leonardo/
Jurys Inn, Meininger and NH.

How arevenue-based lease works

A revenue-based lease is tied to the revenue
of the hotel operations, with Pandox’s
rental income being a certain percentage of
the hotel’s revenue. This means that Pan-
dox sharesin the hotel's growth, asthe rent
increases in line with the increased revenue
of the hotel. Hotel property owners and

hotel operators share both the upsides and
the downsides, with a reasonable split of
capital, potential and risk betwween the par-
ties. In many cases there are also guaran-
teed levels below which the rental income
cannot drop. The agreement structure
encourages the operator to increase
revenue, reduce costs and make long-term
investments in the hotel product.

Examples of brands under leases include
Scandic, Leonardo, Jurys Inn, First Hotels,
Radisson Blu, Hilton, Meininger, Nordic
Choice and NH Hotels.

A renaissance for leases in Europe

In recent years Pandox has expanded its
lcase portfolio in Europe and is seeing
greater interest in this agreement model.
One reason for this is inereased specialisa-
tion within the hotel market and the emer-
gence of strong regional hotel operators
that share Pandox’s view of the advantages
of leases. For Pandox as a hotel property
owner, the lease is a central part of the value
creation in the hotel business since it con-
tributes to shared investments and shared
risk, as well as making the underlying asset
more liquid.

2 MANAGEMENT AGREEMENT

A management agreement can be described
as a type of agency contract where the hotel
property owner also owns the hotel opera-
tions, but appoints a hotel operator to run
and manage the hotel on behalf of the hotel
property owncr. The property owner pays a
management fee, often revenue-based, to

Parel stse wroctontsivac are 3 Docerpnbet 20773

PROPLERTY MANAGEMENT (share of agreements)

B Revenue-based lease
agreements with a

n mummum rent, 76%
Revenue-based
lease agreernents, 23%

Fued rent, 1%

the operator for the service, Sometimes an
incentive payment based on the hotel’s
gross profit is added, but that would typi-
cally make up a smaller percentage of the
total fee.

Management agreements are often very
long-term, with the operator undertaking to
run the hotel in accordance with estab-
lished brand strategies. Under this type of
agreement structure, the hotel property
owner shoulders all the investments and
thus bears financial responsibility for the
operations as well as the property. Exam-
ples are Radisson Blu Glasgow and
InterContinental Montreal.

3 OWN OPERATIONS WITH
FRANCHISED BRAND

When a hotel property owner owns both the
hotel property and operations, a franchise
agreement can be signed with an
appropriate brand ownerin order for the
hotel property owner to take advantage of
the franchiser’s brand and distribution
resources. Normally the franchisce would
pay revenue-based royalty fees plus
additional fees for access to specific ser-
vices. Franchise agreements are common
within Pandox’s Operator Activities. Exam-
ples are Hilton Grand Place Brussels,
DoubleTree by Hilton Montreal and
Radisson Blu Dortmund.

4 OWHN QPERATIONS WITH
INDEFPENDENT BRAND

In some cases it may be better to give the
hotel a profile that is all its own, using an
independent brand; for example, in a local
setting where an international brand has a
low recognition factor and the costs of
rights and distribution cannot be justified.
Examples of this are The Hotel Brussels in
Brussels and Hotel Berlin, Berlin in Berlin,

COPLERATOR ACITVITIES (share of agreements)

& Franchise, 56%
B ndependent, 25%

Management
agreements, 19%
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Market overview for 2018

STRONG GROWTH IN THE GLOBAL AND
EUROPEAN TRAVEL MARKET

Statistics from UNWTOY confirmed that
2018 was another strong year for the travel
industry. International arrivals increased
by 6 percent, both globally and in Europe.
Growth during the second half of the year
was somewhat lower than during the strong
first haif. In Europe RevPAR increased by
just over 5 percent. This was the ninth
consecutive year of growth. Eastern Europe
saw the strongest growth with an increase
in RevPAR of 12 percent.

For 2019 UNWTO expects international
arrivals to increase by 3~4 percent both
locally and in Europe, which is more in line
with the historical trend. This lays the foun-
dations for continued positive demand in the
travel and tourism market in 201¢, even
though growth is expected to be lower than
in 2018. Known factors of uncertainty with a
possible impact on the travel market are geo-
political tensions, trade barriers and Brexit.

STAELE POSITIVE GROWTH

IN THE NORDICS

Development in the Nordic countries was
stable and positive with good underiying
demand for hotel nights,

Overall RevPAR for the Nordic countries
increased in the region of 2—3 percent. In
Stockholm RevPAR was initally squeezed
by a large number of hotel openings, which
were gradually absorbed through good
demand. Overall RevPAR increased by
nearly 2 percent. In Gothenburg and
Malmé RevPAR increased by a strong 6 and
g percent respectively. Growth in these
cities was due equally to increased occu-
pancy and improved average prices. They
were alsg favoured by only marginal
increases in new hotel capacity.

" United Nations World Tounsm Gigamzation

RevPAR growthin key geographical miarkets

In Oslo the hotel offering gradually
increased during the year, amounting as a
whole to just over 6 percent. Good under-
lying demand absorbed around two thirds
of the increase, but occupancy decreased by
around 2 percent. The average price
developed positively and RevPAR increased
by just over 1 percent,

In Copenhagen RevPAR increased by just
aver 2 percent, the second half of the year
being the strongest supported by an increase
in demand of around 3 percent. A significant
increasein hotel capacity is expected in 2019
as there have been few hotel openings over a
relatively long period of time,

In Finland and Helsinki RevPAR
increased by around 2 and 3 percent respec-
tively, The main driver of the upturn in
Helsinki was increased occupancy, partly
because a couple of large hotels were closed
for renovation.

MIXFED DEVELOPMENT IN GERMANY

In Germany RevPAR increased by just over
2 percent. Of Germany’s largest hotel mar-
kets, Berlin had the strongest growth with a
nearly 7 percent increase in RevPAR — partly
because the negative effects of the bankruptcy
of airline Air Berlin in 2017 diminished.
Munich also enjoyed good growth during the
year, up 4 percent through improved average
prices, despite a relatively large inflow of
new hotel capacity. In Hamburg, however,
increased supply squeezed the hotel market
and RevPAR {ell by just over 2 percent. A
negative trend in RevPAR was seen in
Cologne, Benn, Dusseldorf and Frankfurt -
the common denominator being that there
were fewer trade fairs, congresses and events
in 2018 compared with 2017.

STABLE DEVELOPMENT IN THE UK
The hotel market in the UK consists firstly
of Landon, with a high proportion of intey-

national demand, and secondly of the
regional market (UK Regional), where the
entphasis is on domestic demand. Of these
two markets it is the regional market that is
the most important for Pandox.

RevPAR in UK Regional increased by
1.4 percent, mainly through improved average
prices. RevPAR in Pandox’s regional hatel
portfolio increased by around 8 percent as
a result of successful price and positioning
work for Jurys Inn as well as a positive effect
of previously completed renovations in the
portfolio. In London RevPAR increased by
3 percent, with a strong final quarter driven by
a number of large events that contributed to
good demand and average price development.
Overall the trend in the UK confirmed the
country’s attraction for both the leisure and
business segments, despite Brexit.

The Irish hotel market was characterised
by a sustained strong demand surplus and
RevPAR increased by nearly g percent. In
Dublin RevPAR increased by 7 percent as a
result of an improved average price in a hot
market with occupancy of a full 84 percent.

SUSTAINED STRONG DEMAND

IN BRUSSELS

In Brussels the good trend in 2017 was sus-
tained and RevPAR increased by more than

12 percent. The growth was mainly driven by a
strong business and conference segment.
RevPAR is now at higher levels than before the
terrorist attacks in 2015/2016 and the outlook
is also considered good for 2010.

STRONG COMPARATIVE FIGURES
FORMONTREAL

The hotel market in Montreal faced strong
figures from the city’s anniversary year in 2017
and overall RevPAR decreased by just over

1 percent. However, the year ended with an
increase of 2 percent in the last quarter sup-
ported by a more normal comparative quarter.

EUROPE (GROWTH 2014-2018)
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RevPAR —akeyratio

RevPAR (revenue per available room) is a
key indicator in the hotel industry and an
important mcasure for Pandox. RevPAR is
a measure of a hotel’s — orin aggregate
form, a market’s — earnings capacity and
describes how well it has succeeded in ocen-
pying its rooms (demand) and at what price
(willingness to pay). RevPAR varies with
economic activity and demand from various
subsegments of the travel market as well as
structural factors such as country, city,
location, communications, product type
and supply in the hotel market. In addition
there are various strong market trends that
support the hotel market, such as people
spending more money on experiences and
wanting to travel more often. & See the
sechon on trends on pages 22—-23.
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RevPAR can be used in various ways:

1. Totake the temperature of the hotel
sector

2. To measure how well a hotel market is
performing

3. Asameasure of how a hotel is perform-
ing in its market

DAILY MONITORING AND ANALYSIS
RevPAR is part of Pandox’s business
follow-up. In the Property Management
business segment RevPAR is followed up
constantly, while in the Operator Activities
segment this takes place daily as part of the
work carried out by the hotels and the Pan-
dox Revenue Management Centre in
Brussels. The capacity and performance of
the individual operator makes a big diffe-
rence. Based on systematic business analy-
sis, Pandox discusses various possibilities
for supporting the operator in its efforts to
develop and refine the hotel products in
order thereby to increase profitability for
the operator and rental income for Pandox.

MARKETS VARY IN NATURE

Pandox is active in hotel markets that vary
in nature and circumstances. This is
reflected in RevPAR and thus determines
what kind of hotel investments can be
profitably made. The higher the RevPAR,
the more scope there is for Pandox to apply
investments that add value.

International destinations such as London
and Amsterdam have a high proportion of
international demand and good demand in
all subsegments. Regional cities such as
Stockholm, Copenhagen, Manchester,
Cologne and Hamburg have a smaller inter-
national element, but generally good
demand from all subsegments. Domestic
cities such as Leeds, Linkdping and Kuopic
are more dependent on domestic demand
and individual subsegments. However,
these generally experience stable develop-
ment over time and are less dependent on
major global events.

Overall, Pandox has a clear demand
halance in its portfolio with a good spread
of risk between different types of markets,
countries and destinations. & See the
section on dynamae cities on pages 28—29

HOW REVPAR WORKS

If the average room price is SEK 1,000
and the occupancy rate is 70 percent,
then RevPAR is SEK 700 (1,0600X 0.70 =
700}. A hotel with 200 rooms thus has
annual room revenue of SEK 51,100,000
(700 x 200 x 365). In addition there is
generally other revenue such as from
food, beverages and conferences — which
by definition is not included in the term
RevPAR,

FROM REVPAR TO RENTAL INCOME
Pandox’s leases are revenne-based, with
a certain percentage of the hotel’s
revenue being paid in rent to Pandox.
The percentage is normally higher for
rooms and conference rooms, and lower
for food and heverages and other

CATEGORIES OF CI11ES WITH EXAMFPLES OF CITIES
SORTED BY REVPAR

RevPAR

20181n SEK
International cities
London 1,446
Amsterdam 1,257
Dublin 1,748
Reglonal aitles
Copennagen 1,084
Hamburg 947
Cologne 841
Stoczholin 805
Mancliesler 726
Domestic cities
Leeds 619
Dortrnund 586
Ruopio 559
lin<opang 528
SheTed 516

Source STR Global, Benchmarking alliance

"

income. The difference is due to the fact
that profitability, and thus the ability to
pay rent, is higher for accommodation
than for restaurant operations.

If the rent in the above case is paid at
35 percent of room revenue, then the
rental income for Pandox is SEK
17,885,000 (51,100,000 x 0.35). In
addition, there will normally be other
income thatin certain cases may be
substantial. This means that Pandox's
actual rent growth may be either higher
or lower than RevPAR growth in the
market.

Comments: Net RevPAR takes inlo account the
costs of procuring customers — e.g. distribution
and marketing — and is a more relevant measure

for @ hotel operator
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Partnerships drive value
1IN vVarious ways

The backbone of Pandox’s hotel property portfolio is made up of large full-service
hotels in the upper mid-class segment in good locations. The average hotel in the

portfolio has 224 rooms.

In addition to mid-class hotels in the upper
segment, Pandox has a number of hotel
properties in other segments — such as Park
Hotel Amsterdam, The Hotel Brussels and
The Midland Manchester in the premium
segment and Urban House Copenhagen by
Meininger in a hybrid segment at the inter-
section of hotels and hostels.

Crucial to Pandox’s business is the
partnership that the Company has with its
tenants, which comprise around 20 hotel
brands — of varying nature and geographi-
calreach - in 15 countries. They include
global brands such as Hilton, regional
brands such as Scandic and local indepen-
dent brands such as Hotel Berlin, Berlin
in Berlin,

Pandox’s efforts to create a diversified
property portfolio are not only evident in
the spread of hotels between domestic,
regional and international cities. Further
diversification is alsc achieved by means of
hotel types and business mix. Through its
focus on large full-service hotels in prime
locations, Pandox’s hotel properties satisty
all kinds of demand in the hotel market.
Pandox’s largest dermand segment is busi-

MAJOR HOTEL BRANDS WITH WHICH PANDOX PARTNERS:

Scandic Hotels

Scandic Hotels 1s the largest hotel operstor in
the Nordics with around 280 hotels and 55,000
rooras in six countries. Scandic is an atiractive
partner for Pandox with a clear focus on opera-
tions and a strong position in the regional hotel
market in the Nordics. Pandox has Scandic asa
tenant in 51 hotel properties in the Nordics,
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ness travellers and conferences, but the
percentage of leisure travellers has
increased significantly in recent years.

This is partly the result of a general increase
in lewsure travel globally, but also of joint
development with tenants of new hotel
products with a more attractive leisure
profile.

BRANDS WITH DIFFERENT PROMISES
In parallel with a decrease in the number
of brand owners in the hotel market, the
number of hotel brands has increased —
particularly in recent vears. Qne reason is
the strong growth in online travel agents
(OTAs) which has driven increased diver-
sity of supply. Nearly half of all hotel
bookings are now made digitally, and the
percentage continues to rise. For Pandox as
ahotel property owner, digitalisation is
creating great opportunities. An increased
supply of existing brands and low barriers
for creating and distributing independent
hotel products digitally itself gives Pandox
unigue opportunities to give newly acquired
and/or recently taken over hotel properties
the right identity and position.

The strength of different brands depends
on which markets we are talking about.
Scandic and Nordic Choice, which have
brand names including Clarion and Quality,
are leading actors in the regional hotel
market in the Nordics. In the UK Jurys Inn
is a strong operator in the regional market
where Scandic, for example, is not
represented. In the same way, Hilton isa
stronger brand for international business
travellers. For a hotel property owner it is
important to understand which brands
work where, which demand they attract in
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AIRPORT HOTELS - A NICHE OF

THEIR OWN

Pandox has 16 hotel properties situated at
international airports. These airports share
a role as gatcways to other national,
regional and international markets.

There are various strong drivers that
make airport hotels of interest, including
increased international travel and
increased demand for efficient meeting-
places in large cities where communica-
tions can be slow, such as London. Pandox

éathrow Garden Tnn,

WHERE THE AIR PASSENGERS COME FROM

market for natienal, regional and
international travel with well-diversified

has two hotels at London Heathrow Air-
port: Hilton London Heathrow Airport T4
and Hilton London Heathrow Garden Inn.
The latter is in an exciting location by one of
the rumwvays and, as well as being an attrac-
tive hotel with demand from many different
guest segments, is a hotspot for plane
spotters all over the world.

NO TWO AIRPORTS ARE THE SAME
Airports vary in nature and serve different
geographical segments. Munich Airport is
dominated by flights within the EU, for
example, while London Heathrow Airport
is one of the world’s most international air-
ports with a high percentage of interconti-
nental traffic. Heathrow is also an efficient
transit hub for travel to other parts of
Europe or to other domestic markets such
as Glasgow, Birmingham and Manchester.
In the same way, Helsinki Vantaa Airport is
one of the biggest hubs in Europe for travel
toand from Asia,

The airport hotels themsclves may be in
different segments depending on location,
demand and product. Pandox's two mid-
class hotels at Helsinki Vantaa Airport
belong, for example, to the lower segment,

Munmich  Amsterdam London

Region Airpornt Schiphol Pans-CDG Heathrow Global
Furope 78% 1% 60% 48% 51%
Nor.iand Souta Amenca 10% 14% 16% 4% 16%
Ang Paciac % T 5% 4% 4%
Middlo East 3% A% 5% 10% A%
T . - 4%, 13% 4% 5%

100% 100% 100% 100% 100%

Source Munich Atrport, Schiphol Airport, Pans CDG Awrport, London Heathrow Airport, International An Travel Assaocla-
tion (LATA) Furope alse includes natianal trafhc in the country where the airport 1s situated

while Hilton London Heathrow Airport T4 is
a premium product and NH Vienna Airport
1s a mid-class hotel in the upper segment.

THE ADVANTAGES OF DIVERSIFICATION
Among the advantages of diversification are
that the various markets and segments are
normally in different phases of the interna-
tional business cycle. A well-composed port-
folio is less sensitive to downturns in indi-
vidual markets because these are normally
halanced out by upturns in other markets.

Over time, domestic cities have proved to
be more stable and less volatile in response
to the ups and downs of the economy than
international cities, which have greater
exposure to the international business cycle
because of their higher percentage of inter-
national demand. Regional cities are some-
where in between domestic and interna-
tional citics. Naturally, domestic cities are
also affected by downturns, but when these
happen the international cities in the portfo-
lio may already have started moving up.

With a property portfolio of 144 hotels in
15 countries that are in 82 locations which
differ in size and nature, it is important to
understand what type of hotel product
works where, as well as how to develop and
adapt products to different markets. There
is a big difference betwecen creating the
right hotel product for a progressive inter-
national destination such as Amsterdam,
with diverse international demand, and a
local hub such as Jyvaskyla which mainly
has domestic demand. Pandox does not
value one city more than the other; both
make important contributions to a diversi-
ficd portfolio.
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Partnerships drive value
1IN various ways

The backbene of Pandox’s haotel property portfolio is made up of large full-service
hiotels in the upper mid-class segment in good locations. The average hotel in the

portfolio has 224 rooms.

In addition to mid-class hotels in the upper
segment, Pandox has a number of hotel
properties in other segments ~ such as Park
Hotel Amsterdam, The Hotel Brussels and
The Midland Manchester in the premium
segment and Urban House Copenhagen by
Meininger in a hybrid segment at the inter-
section of hotels and hostels.

Crucial to Pandex’s business is the
partnership that the Company has with its
tenants, which comprise around 20 hotel
brands — of varying nature and geographi-
cal reach — in 15 countries. They inciude
globat brands such as Hilton, regional
hrands such as Scandic and local indepen-
dent brands such as Hotel Berlin, Berlin
in Berlin.

Pandox’s efforts to create a diversified
property portfolio are not only evident in
the spread of hotels between domestic,
regional and international cities. Further
diversification is als¢ achieved by means of
hotel types and business mix. Through its
focus on large full-service hotels in prime
locations, Pandox’s hotel properties satisfy
all kinds of demand in the hotel market,
Pandox’s largest demand segment is busi-

MAJOR HOTEL BRANDS WITH WHICIH PANDOX PARTNERS:

Scandic Hotels

Scandic Hotels is the largest hotel operator in
the Nordics with around 280 hotels and 55,000
reoms in six countries. Scandic is an attractive
partner for Pandox with a clear focus on opera-
tions and a strong position in the regional hotel
market in the Nordics. Pandox has Scandic asa
tenant in 51 hotel praperties in the Nordics
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ness travellers and conferences, but the
percentage of leisure travellers has
increased significantly in recent years.

This is partly the result of a general increase
in leisure travel globaily, but also of joint
development with tenants of new hotel
products with a more attractive leisure
profile.

BRANDS WITH DIFFERENT PROMISES
In parallel with a decrease in the number
of brand owners in the hotel market, the
number of hotel brands has increased —
particularly in recent years. One reason is
the strong growth in online travel agents
(OTAs)which has driven increased diver-
sity of supply. Nearly half of all hotel
bookings are now made digitally, and the
percentage continues to rise. For Pandox as
a hotel property owner, digitalisation is
creating great opportunities. An in¢reased
supply of existing brands and low bharriers
for creating and distributing independent
hotel products digitally itself gives Pandox
unigue opportunities to give newly acquired
and/or irecently taken over hotel properties
the right identity and position.

The strength of different brands depends
on which markets we are talking about,
Scandic and Nordic Choice, which have
brand names including Clarion and Quality,
are leading actors in the regional hotel
market in the Nordics. In the UK Jurys Inn
is a strong operator in the regional market
where Scandic, for example, is not
represented. In the same way, Hiltonisa
stronger brand for international business
travellers. For a hotel property owner it is
important to understand which brands
work where, which demand they atiract in




their respective submarkets and where the
hotel should be positioned in order to be as
profitable as possible.

INDEPENDENCE IS SOMETIMES BETTER
Sometimes Pandox finds a situation in
which it is better to create a separate inde-

Nordic Choice Hotels
Nordic Choice Hotels is the second largest
hatel operator in the Nordics after Scandic,
with nearly 190 hotels and around 33,000
rooms. Nordic Choice hasa strong regional
position in the Nordics and has advanced
its position in large national hubsin recent
years. Nordic Choice both operates hotels
and has franchise business. Pandox has
totche Chorce asatenantin 11 hotel
properties in Sweden and Norway.

Elite Hotels
Elite Hotels [s a privately owned Swedish
operator with 38 hotels in 24 locations in
Sweden. Elite Hotels runs hotels under its
own brands and also in some cases invests
in its own hotel properties. Pandox has
Flite as a tenant in two hotel properties

1n Sweden.

pendent hotel brand. The reasons for this
may be that the present brand does not
send out the right signalsin the market,
that it is too expensive relative to the
demand that the brand generates or that it
is otherwise not suitable for the market or
hotel in question. A strategy of indepen-
dence is particularly relevant when a
substantial change in the hotel product is
required — for example, on acquiring an
underperforming hotel or taking over a
discontinued lease. In such situations it is
generally simpler and more effective to
change both the product and organisation
to have an independent profile, Thereisa
greater degree of freedom and the return is
often higher.

Some examples of hotels that have
undergone such a change are:
« The Hotel Brussels (from Hilton)
+ Urban House Copenhagen (from
Omena)

= Hotel Lillechammer (from Radisson Blu)
- The Hub Hotel & Livingroom
{from Mr Chip)
« Hotel BLOOM! (from Mercure)
« Hotel Berlin, Berlin (from Clarion)

For four of these hotels leases have been
signed with new tenants following their
repositioning and other active measures in
respect of the hotel’s business. » Read more
under Pandox in practice on pages 16—149.

PANDOX ALWAYS MAINTAINS A FOCUS
ON OPERATIONS

It is important to Pandox that the tenant is
a hotel operator with a good commercial
understanding and a strong focus on profi-
tability. Productivity creates profitability,
which in turn creates the conditions for new
investments in the hotel product.

Radisson Hospitality

Radisson Hospitality is one of the world's lar-
gest hotel companies with 486 hatels and more
than 107,000 rooms in 78 countries. Radisson
has a strong position in the international hotel
market, with attractive brands. Pandox has
Radisson as a tenant in four hotel propertiesin
Sweden, Norway, Germany and Switzerland. In
addition, Pandox uses the Radisson Blu brand
for two hotel properties that 1t operates in
Germany (franchise agreements) and one hotel
property in Scotland (management agreement).




In November 2018 Pandox orga-
nised its 23rd Hotel Market Day
in Stockholm, More than 300
participants fromm the hotel indu-
stry, the capital markets and the
media gathered at Hilton Stock-
holm Slussen to tale partina
high-quality programme on the
theme of “Urbanisation and the
Hotel Sector”.

At the 2018 Hotel Market Day internation-
ally recognised experts guided the partici-
pants through various knowledge areas.
The day focused on developments in big
cities and how the hotel industry should
relate to this,

Tt is important for the hotel sector to
understand the urban dynamics because
this provides the basis for the sector’s
growth — partly at a general level, and partly
through specific trends that can have a
major impact on profitability and value
development for the various hotel assets.

FROM LOGISTICS TO MEETINGPLACE
A number of the speakers described a new
type of urbanisation around the world.
There are more and more big cities, and
they are getting ever larger. From having
primarily been logistics hubs — often
through ports and manufacturing industry
— they have developed into dynamic
meetingplaces where a great deal of the
innovation in new technologies and
business models takes place.

Alarge part of the dynamies of the global
economy is based on interaction between
companies and individuals in networks that
include big cities. The big cities are
powerful hubs — detached from national
borders — in a world of increased travel and
new experiences.

Hotel Market Day
How today’s urbanisation
affects the hotel market
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List of speakers at Hotel Market Day 2018

Pandox Developments

Anders Nissen, CFO Pandoax

“Anders Nissen summarised Pandox’s development in recent years
and described the positive underlying growth drivers in the travel
and tourism industry.”

European Cities: Winningin an Age of Distuption

Fea ntmison Pariner, Insruption Legd, Pw UK

“Leo Johnson presented PwC’s ranking of the attractiveness of
various citics. He also described four future secnarios for citiesina
disruptive time. His conclusion was that the attractiveness of cities
is explained not just by technical infrastructure, but just as much by
diversity, freedom and independence.”

Exploring City Pathways; The European Hospitality Landscape
Jererny Kelty, Divector Gioba Research Progiarunes JLL

“Jeremy Kelly presented a number of cities in Europe from a hotel
perspective by categorising a number of international cities into
various types, particularly New World Cities and Emerging World
Cities. Jeremy Kelly also presented statistics of new hotel capacity
in a number of hotel markets in Europe and talked about how
various cities have managed overtourism.”

City Categories in Pandox Business Development

Jrcoe Rasin Direstor of Business Developriont Fandox

“Jacob Rasin described how Pandox views different cities and how the
Company works on its portfolio compasition. Jacob also deseribed
what hotel developers need to think about in different types of cities.”

A Multi-Stakeholder Approach to Destination Development:

The Amsterdam Case

Nico Mulder, Markeling Suategist Amsierdam Marketing

“Nico Mulder presented Amsterdam's efforts to develop the city asa
destination and how to work strategically to balance out the nega-
tive effects of overtourism.”

Hotel Brands: City Strategies

Andieas scroven Lead Pariner Hospuialdy & Letsure Deloitie 11 P
"Andreas Scriven presented a number of aspects that can help the
hotel sector adapt to a world of increased urbanisation, such as
investigating conversion opportunities, easing existing brand
requirements, investing in new technology, shifting the focus

of new investments from city centres to peripheral urban areas,
placing personnel in expansion zones that are of interest and
investigating opportunitics for hybrid concepts.”

Market Trends and Outlook

Anders Nissen

“Anders Nissen concluded the day by presenting a number of strong
drivers and trends in the travel and tourism industry and hoiv these
affect Pandox.”

» For more information on Pandox’s Hotel Market Day vistt
pandox.se/events where you can view the complete programme
as well as the speakers’ presentations. You can also watch
particularly high quality presentations from previous years.
Recommended!

£

PANDOX'S HOTEL MARKET DAY b
Pandox introduced the Hotel Market Day back in

LTI

and analysing important changes in the busiriess
level of knowledge in the hotel industry. Since then,

dynamic meetingplace for decision-makers within th

PLERD
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Pandox

and the capital markets

DEVFIOPMIPNT OF THE PANDOX SHARE OVER THE YUEAR

SEK Lowest price paid Highest price paid
180 SEK 135.00 SEK 170.00
170
160
150
140
== Pandox. B = OMX Stockholm PI OMX Real Estate P1 Source” SIX
130 - - -
January—March April-June July—September October—December
’? Interim reports
Q42017 Q12018 Q22018 Q32018
5 Febhruars 2 April 13.5uly 24 Octobel
Fast pace and good earnings A stable earnings Profitable growth and good A stable quarter
growth development returns
Total NOT +27% Total NOI +24% Total NOI +33% Total NOI +31%

Total cash earnings +54%

Total cash earnings +16%

Total cash earnings +26%

Total cash earnings +16%

I Pressreleases

28 March g.Apnl A1 August 2 October
Pandox divests hotel Annual shareholders’ meeting | Pandox completes legal reorga- Pandox acquires Radisson Blu
property in Kiruna. approves a dividend of SEK nisation in the UK and Ireland. Glasgow for MGBP 39.
4.40 per share.,
7 September 12 Qctober
Pandox establishes a commer- | Pandox acquires The Midland
cial paper programme. Manchester for MGBP 102.
TOIAL R'TURN ON PANDOX SHARFS
Share facts 18 Jane 7015+ 31 December 2018 -
SEK
Mariket: Nasdaq Stockholm 0
Segment: Large Cap
Sector: Real Estate 175

Ticker symbol: PNDX B

Number of class B shares (listed): 92,499,999

Number of class A shares (unlisted): 75,000,000

Market cap: MSEK 24,555 {class A and class B shares)

Share volatility: 22% (on an annual basis from 18 June 2015)
Share beta value: 0.69 (from 18 June 2015, OMXSBPI)
Average daily trading volume: 120,161 shares (2018)

Source' Nasdag, InFrant, Euroclear, Pandox

As of 31 December 2018
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Several reasons to own shares in Pandox

Pandox is benefiting from positive undertlying growth in the toutjsm and travel
sector as aresult of economic activity and increased travel.

Pandox has alow market share in the European hotel property market and still
has good potential for expansion,

Good opportunities for growth-driving investments in the existing portfolio.

i , . Lo Pandox’'s knowledge, capital and broad market presence make the Company
[ 2. Attractive pmer ) an attractive partner for hotel operators and hotel brands to work with.

Pandox's hotel property portfolic has been built up over aleng period
supported by significant financiai and knowledge capital, and is difficult to
replicate;in many cases the hotel properties are in unique locations that
would not be available other than through acquisitions.

3. Uniqueportfolio

Pandox has a well-diversified portfolio in terms of geography, demand
segments and hotel brands; the hotel properties are large and are in good
wocations with broad demand. which provides good diversification and

/L;.Balanced risk .. stability over the hotel business cycle.

Pandox's capacity to operate hotels itself reduces business risk and creates
business opportunities.

Cash earnings per share up by arocund 50 percent since 2015.

1’0 t EPRA NAV per share up by around 52 percent since 2015. Growth in EPRA NAV
e : has also been around 18 percent per year in average since 19967,

. 5.Goodvalueg

Erdsad by around 24 percent since 2015 with
' e period,

1 Growth in EPRA NAV, with drwvdend returned and 1ssue proceeds deducted

GROWTE [N CASHTTARNINGS CROW TITIN G PRA DAY DIVIDENT
SER s shiee SER g She IR

[—— +50% ﬁ +52% j J_ +24% ~—]
. 1y .I
i ‘ z R
(9 o 5 1) (h ! ﬁlii
. . g i p L0 =N
C ‘ % : ¥ ‘ i 2 B
e ‘:TE b %' ; H :
3% +23% 8% TR 7% % +13% NM +8% 7% +7%
2015 2016 2017 2018 T 2015 2016 2017 2018 2015 2016 2017 2018

Pandox Annual Report 2018 35



Financial targets and performance

DIVIDEND AND CAPITAL STRUCTURE
TARGETS

Pandox hag a dividend target and a capital
structure target. Pandox is aiming for a
dividend pay-out ratio of 40—-60 percent

of cash earnings®, with an average dividend
pay-out ratio over time of around 50 percent.
Future dividend pay-out and the size of
such dividends depend mainly on Pandox’s
future performance, financial position, cash
flows, working capital requirement and
investment plans. As far as the capital
structure is concerned, Pandox is aiming
for a loan-to-value ratio® of 45—60 percent,
depending on market development and
current opportunities.

PROPOSED DIVIDEND

At the 2019 Annual General Meeting the
Board of Directors will propoge a dividend
totalling MSEK 787 (737) for the 2018
financial year, which corresponds to

SEK 4.70 {4.40) per share. The dividend

is equivalent to 42 (44) percent of total cash
earnings, which is at the lower end of
Pandox’s financial target range. The lower
dividend pay-out ratio compared with the
previous year should be seen in the context
of attractive acquisition and investment
opportunities.

FINANCIAL PERFORMANCE IN
RELATION TO TARGETS

For 2018 the dividend pay-out ratio was
42 (44) percent of total cash earnings. At
vear-end 2018 the loan-to-value ratio was
49.7(50.8) percent. Both the dividend and
capital structure targets have been

well within the target range in the period
2015-2018,

' Defined as EBITDA plus finaneial income minus financial expense minus cul rent tax
# Defined as interest-hearing lHabiliies less cash and cash equivalents in relation to the

market value af the properties at the end of the penod

Performance in relation to Pandox's financial goals
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COMMERCIAL PAPER PROGRAMME
Pandox has established a Swedish
commercial paper programme with a
framework amount of MSEK 3,000.
The tenor of issued commercial papers
will be between three months and one
year. The purpose of the programme is
to reduce the financing costs and also
to diversify the Company’s financing
structure, The issued commercial
papers will be backed up in full by long-
term, unutilised credit facilities. The
prograinme is arranged by SEB with
DNB, Handelsbanken, Nordea and
SEB as issuing institutions. At year-
end 2018 the outstanding issued
amount was MSEK 1,250.

Red-giscount

kLS

JuneAug Oct Dec Feb Aptiljune Alug Oct Dec Feb Apnifune Aug Oct Dec Feb Apnijune Aug Oct Dec
15 16 17 18

== Share price Pandex B = - EPRA NAV per share ("spot”, previous guarter)
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Focus on net asset value

The valuation of a praperty company is nor-
maily based on its net asset vatue, which in
simple terms is the difference between the
value of the property portfolio and net debt.
In most property companies there are also
derivatives, tax assets and tax liabilities that
affect the net asset value, » See page 166 for
a definition of Pandox's net asset value
according to EPRA NAV. A premium is
when market cap is higher than the net !
asset value and a discount is when market
cap is lower than the net asset value.



SHARE CAPITAI HISTORY

Change in number of shares Number of shares after the transaction Share capital, SEK

Year Event B A B A Total Change Total
1994 Formation 2500 2,500 2500 150,000 150,000
1995 New share ssue 1,250,000 — 1,252,500 — 1,252500 75,000,000 75,150,000
1995 Bonusssue 1,247,500 - 2,500,000 2,500,000 74,850,000 150,000,000
1997 41 5plt 7,500,000 — 10,000,009 — 10,000,000 — 150,000,000
1998 New share ssue £,000,000 — 15,000,000 — 15,000,000 75,000,000 225,000,000
2000 New share ssue 4,900,000 — 24,900,000 — 24,800,000 148,500,000 373,500,000
2013 New share ssye 100,000 — 25,000,000 — 25,000,000 1,500,000 475,000,000

New share senesand 6 1
2015 s1are spli- 50,000,000 “5,000,000 75,000,000 75,000,000 150,000,000 575,000,000
2016 New share ssue 7495,999 — 82494999 /5,000,000 157,495,999 18,749,898 493,749,998
2017 MNew shave .ssue 10,000,000 — 92,499,999 75,000,000 167495959 25,000,000 418,749,398
Source Euroclear, Pandox
Keyrahos 2018 2017 2016 2015 2014
Key ratios per share, after dilution effects’
Total nezoperazinginco™e, SEK 1825 1505 1287 1131 1004
Profit for the year, SEK 1683 1983 1465 1421 8 34
Cash eaings, SFICS 1126 1046 849 7153 582
Faurty, SEIC 5 12763 11938 9575 3061 6935
Net asse* value (f PRA NAV), SHK 16404 14454 17624 10771 9211
v dend, SEK 3 470 440 410 580 100
Market cap and retum
Marke: cap, MSEK 24555 28,549 22,240 23,385
Return, Pandox shares, % 75 121 93 471
Return, OMX Stockholrm Berchmarg Idex, % 4 83 66 50 4%
Return, OMX Stockholr Real Estate Index, %+ 97 67 87 214
Dvidend pay-ousratio o cash eaﬁnmgs,% 416 44 4 501 505 —
Div dend pay-ou: -atio of FPRA NAV, % 29 30 2 55 —
D dend yield, % 32 28 28 24 —
Share data
Ciosingprice, class Bstares, SLK 146 60 15850 14140 15590 —
H:ghe%tpnce during the year, SEK 17000 16170 15830 15870 —
I owes: once &u’mg the yea-, SEK 13500 13430 12150 10620 —
Average price dunng the yea~, SEK 15173 14787 13802 12106 -
Average daily trad ngvo.ume,uurrlber ofClass Bshares 120,121 135,226 167,589 162,044 -
We.ghted average number of class A shares, before dilution effec:s, thousands U 75,000 75,000 75,000 75,000 --
We:ghted average nuinber of class A shiares, after dilution effects, tnousands 75,000 75,000 75,000 75,000 -
Number of class A shares at end of peried. thousands 75,000 75,000 75,000 75,000 —
We ghted average muznber of class B shares, before duunion edfects, thousands 92499 82,856 75,266 75,000 150,000
We ghted average munber of class B shares, after dilunon effects, thousands " 92499 82866 75,266 75008 150,000
Number of class B snazes at end o- perlod, thousands 1 92495 92,499 82,499 75,000 150,000
We ghited average nummber o shares, to:al, after dilut.on effects, triousands 167499 157 856 150,266 150,000 150,000
Taotal tumber of shares at end of pened, “housands 167495 167499 157,499 150,000 150,000

1 Far the pertod 2014—2013 retrospectively adjusted for shate spht in May 2015 for comparability when caleulating key ratios
21 For definitions of key ratios, see page 166.

¥ For 2018 the Board's proposed dividend 15 stated

41 Fer 2015 medsured from first day of listing, 18 June 2015

3 Altnbutable to the shareholders of the Parent Company
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Financial targets and performance

DIVIDEND AND CAPITAL STRUCTURE
TARGETS

Pandox has a dividend target and a capital
structure target. Pandox is aiming fora
dividend pay-out ratio of 40—60 percent

of cash earnings?), with an average dividend
pay-out ratio over time of around 50 percent.
Future dividend pay-out and the size of
such dividends depend mainly on Pandox’s
future performarnce, financial position, cash
flows, working capital requirement and
investment plans, As far as the capital
structure is concerned, Pandox is aiming
for a loan-to-value ratio® of 45—-60 percent,
depending on market development and
current opportunities.

PROPOSED DIVIDEND

At the 2019 Annual General Meeting the
Board of Directors will proposc a dividend
totalling MSEK 787 (737) for the 2018
financial year, which corresponds to

SEK 4.70 (4.40) per share. The dividend

is equivalent to 42 (44) percent of total cash
earnings, which is at the lower end of
Pandox’s financial target range. The lower
dividend pay-out ratio compared with the
previous year should be seen in the context
of attractive acquisition and investment
opportunities.

FINANCIAL PERFORMANCE IN
RELATION TO TARGETS

For 2018 the dividend pay-out ratio was
42 (44) percent of total cash earnings. At
year-end 2018 the loan-to-value ratio was
49.7 (50.8) percent. Both the dividend and
capital structure targets have been

well within the target range in the period
2015—2018.

¥ Defined as ERITDA plus financial income minus financial expense minus current tax
4 Defined as interest-beanng liahilities less eash and cash equivalents in relaton to the

market value of the properties at the end of the period.

Performance in relation to Pandox’s financial goals

TOAN-TO-VAIUL RATIO e, 72

DIVIDEND PAY-OUT RATIO of cash eamings, %
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COMMERCIAL PAPER PROGRAMME
Pandox has established a Swedish
commercial paper programme with a
framework amount of MSEK 3,000,
The tenor of issued commercial papers
will be between three months and one
year. The purpose of the programme is
to reduce the financing costs and also
to diversify the Company’s financing
structure, The issued commercial
papers will be backed up in full by long-
term, unutilised credit facilities. The
programme is arranged by SEB with
DNB, Handelshanken, Nordea and
SEB as issuing institutions. At year-
end 2018 the outstanding issued
amount was MSEK 1,250.

SER
175

165 Green=premium

155

145

895

Junefug Oct Dec Feb Apriljune Aug Oct Dec Feb Aprljune Aug Oct Dec Feb Apnljune sug Oct Dec
15 16 17 1

8

== Share price Pandox B ~ - EPRA NAV per share ("spot”, previous quarter)
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Focus on net asset value

The valuation of a property company is nor-
mally based on its net asset value, which in
simple terms is the difference between the
value of the property portfolio and net debt.
In most property companies there are also
derivatives, tax assets and tax liahilities that
affect the net asset value. B See page 166 for
a definition of Pandox’s nee assct value
uveording to EPRA NAV. A premlum Is
when market ¢ap is higher than the net
asset value and a discount is when market
cap is lower than the net asset value.



Common questions to Pandox during the year

&% Whatisdriving growth in the hotel
market?

In simple terms, growth in the hotel market
is a function of economie growth which
increases demand from both the business
and the leisure segments. In addition, there
is a long-term positive trend in the global
travel market whereby new travellers from
countries with a rapidly growing middie
class, such as China, are being added.
However, the majority of the travel in
Pandox’s markets is regional and domestic
in nature, and is also affected by other
factors such as events and conferences.
Changes in exchange rates canalso have a
relatively large effect on demand in the
short term, particularly within the leisure
segment.

; Why has Pandoz chosen a mixed
“¥ business model involving both
property ownership and hotel
operation?

The ongoing consolidation and changed
business models in the hotel market have
led to a change in the risk profile between
hotel owners and hotel operators. Pandox’s
response is an active strategy in which the
Company moves throughout the value
chain and takes the position that is best for
the Company and its shareholders in each
individual case. When the conditions are
not in place for a profitable lease relation-
ship in properties that Pandox owns, the
Company can choose to operate the hotel
itself. This secures the hotel property’s
value and development potential, which
minimises risk. The goal is then to create
the right conditions for entering into a new
long-term lease at good profitability.

ANNUAL GENERAL MEETING

The Annual General Meeting of Pandox AB will take place

at 10.00 CEST on Wednesday, 10 April 2019 at Hilton Stock-
holm Slussen, Guldgrand 8, 104 65 Stockholm. For more
information and to register to attend, please visit Pandox’s

website www.pandox.se

% What type of lease agreement does
" Pandox have with its tenants?
Pandox’s leases are mainly linked to the
hotel’s revenue and generally contain a
minimum guaranteed rent clause. This
makes it possible to achieve increased
income in an improved market while
also having downside protectionin a
weaker market. The lease agreements have
long terms and Pandox’s weighted average
unexpired lease term (WAULT) at year-end
Was 15.7 years.

How does Pandox manage risk in
the hotel market?

& How daoes Brexit affect Pandox?

" Asa consequence of the market
turbulenee that has been caused by Brexit,
Pandox has been able to acquire 24 hotel
propertiesin the UK and Ireland in the past
two years. The regional hotel market in
these countries, which accounts for most of
Pandox’s exposure, has developed well over
this period. What the final effects of Brexit
will be depends, of course, on which solution
the UK chooses ~ which is not yet known.

ANALYSTS WHO FOLLOW PANDOX

Pandox works systematically to identify ABG Sundal Collier
and cvaluate the main business risks in the Tobias Kaj
hotel market based on 1ts substantial exper- Philip Hallberg
tise and good management systemns. Carnegie
Through a focused and consistent strategy Fredrik Cyon
which focuses on one type of asset, good Erik Granstrom
diversification geographically, in terms of Nordea
brands and by customer segment, and a . .

. . . Niclas Hoglund
high quality hotel property portfolio
Pandox is laying the foundations for a good SEB
risk-adjusted return over time. Stefan E Andersson

Svante Krokfors
How does an increased supply of Morgan Stanley
new hotel rooms affect Pandox? Christopher Fremantle
All other things being equal, an increased Kepler Chevreux
supply of hotel rooms normally results in a Albin Sandberg
fallin occupancy since the demand is Handelsbanken
spread across more rooms. At a global level
the planned expansion of supply in the Johz'm EQberg .
; ) ) David Eriksson Flemmich
hotel market is relatively low. The main
markets with significant expansion of D_NB
supply where Pandox is active are Copen- Slme-n Mortcnsen
hagen, where new capacity equivalent to Matlias Montgomery
around 12 percent is expected to be added
in 2019—2020, and to a certain extent Oslo,
where capacity is expected to increasc by
around 8§ percent over the same period. %
FINANCIAL CALENDAR

Annual General Meeting calendar and dividend

Record date for the Annual General Meeting 4 April 2019

Annual General Meeting

Share traded without dividend entitlement
Record date for dividend

Payment of dividend

Interim Report January—March 2019
Interim Report April-June 2019
Interim Report July—-September 2019
Year-End Report 2019

26 April 2019

12 .July 2019

24 October 2019
12 February 2020

CONTACT INFORMATION
10 April 2019 Anders Berg
11 April 2019 Head of communications and TR
12 April 2019 +46 7609519 40
17 April 2019 anders.berg@pandox.se
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Nextstop
International
cities

centage of international demand than domestic demand in all segments.
The cities benefit from a diverse business sector, arich cultural offering

and many tourist attractions and events.

Pandox facts

Number of hotels

17

Number of rooms

5,737

Share of rooms (total)

18%

Characteristics

Established international destinations with
a diverse business sector, a rich cultural
offering and an attractive leisure profile.
People in international cities are often hea-
vily influenced by what happens in the big
megacities and this creates opportunities
for develaping new hotel concepts.
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Demand

International citics are large and dynamic
destinations with a higher percentage of
international demand than domestic
demand in all segments. International
cities are:

« Hubs for international travel

«  Markets with high purchasing power

« Attractive destinations for all segments

Examples of cities

Examples of international cities in Pandox’s
hotel property portfolio are London {which
is also a megacity, Amsterdam, Montreal,
Brussels, Berlin, Vienna and Dublin.
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The business

A property company

specialising in hotels

An active hotel property owner

Pandox is an active hotel property owner
with a flexible business model based

on long revenue-based leases with the
best operators in the market. If the con-
ditions are not in place for a profitable
lease, Pandox may also run the hotel ope-
rations itself. Pandox’s ability to move
throughout the hotel value chain creates
new business opportunities while also
minimising risk.

Canada
2 hotels

3
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Property Management

128

Leased properties

Pandox’s core business involves owning
and leasing hotel properties to the best
operators in the market.

wsee 447,139

85% of total market value

The majority of the hotel property port-
folio consists of properties with long reve-
nue-based leases and stable cash flows.

5.51%

Valuation yield

The market value of investment proper-
ties is assessed on an ongoing basis accor-
ding to IFRS.

Operator Activities

16

Properties with own
operations

If the conditions for profitable leases are
not in place, Pandox may choose to ope-
rate hotels itself and thereby secure the
hotel property’s value and development.

MSEK 8,058

15% of total market value

A portion of the hotel property portfolio
consists of properties in which Pandox
runs the hotel operations itself.

6.74%

Valuation yield

The market value of operating properties
is assessed on an ongoing basis, reported
for information purposes only and is
included in EPRANAV.

Pandox total

144

Hotel properties

Pandox’s hotel property portfalio consists
of 144 properties with an average size of
224 rooms.

we 99,197

Total matket value

In 2018 the market value of the total hotel
property portfolio increased by 10 percent.



Atthe end of 2018 Pandox’s hotel

property portfolio consisted of
144 hotels with a total of
32,268 roomsin 15 countries

Finland
14 hotels
1 congress centre

Sweden
43 hotels

Norway -
14 hotels = -

Denmarlz

UK 8 hoiels
71 hotels

Ireland
3 hotels

Germany
26 hotels

Austria
1 hotel 2 hotels
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Property Management
Strong growth and profitability

For 2018 Property Managerment reported net operating income
growth of 34 percent, driven by acqusitions in a stable hotel market.
For comparable units the increase was 1 percent, adjusted for

currency effects.

At the end of 2018 Pandox’s Property
Management segment consisted of 128
{126) investment properties with 27,309
{26,386) hotel rooms in 14 (14) countries
with submarkets within then, and constitu-
ted around 85 (85) percent of the hotel
properties’ total market value. In 2018 total
property revenue for Property Management
amounted to MSEK 2,971 (2,202) and net
operating income to MSEK 2,517 (1,882).
During the year one hotel (The Midland
Manchester) was acquired in the UK and
one hotel (Scandic Ferrum) was divested in
Sweden. Two hotels (NH Hotel Brussels
Bloom, NH Hotel Brussels Berlaymont)
were reclassified to Property Management
in the first quarter after the signing of new
revenue-based leases with NH Hotel Group.

Property Management is a key compo-
nent of Pandox’s operations and is based
on long revenue-based leases with good

Rentalincome by country 2018 %

guaranteed rent levels and stable earnings.
The hotel properties are leased to tenants
who run the hotels under various brands.
The Nordic countries account for 55 (70)
percent and Sweden for 31 {40) percent of
the segment’s revenue. & For more infor-
mation on types of agreements and market
conditions, see pages 2425 and the
section on Pandox’s markets.

WELL-KNOWN, STRONG TENANTS
Pandox’s tenant base consists of highly
reputahle hotel operators with strong hotel
brands, Tenants include regional operators
such as Scandic Hotels Group (the largest
hotel operator in the Nordics), Fattal
(Leonardo, Jurys Inn), Nordic Choice Hotels
and Meininger, as well as global operators
such as Hilton, Rezidor {Radisson Blu) and
NH Hotels Group.

L case maturity mofite 31 December 2318

Net operating income

+34%

LEASES WITH THE RIGHT INCENTIVES
Pandox's leases are mainly linked to the
hotel’s revenue and generally contain a
minimum guaranteed rent clause. This
makes it possible to achieve increased
income in an improved market while

also having downside protection in a wea-
ker market. Pandox prefers revenue-based
leases which normally have two rent levels:
(1) A higher percentage rent based on the
operator’s room revenue and the operator’s
conference room hire revenue. (2) A lower
percentage rent based on other operator
revenue, mainly food and beverage reve-
nue. This includes also operator revenue
that may be specific to the hotel’s offering —
such as parking and spa services.

With revenue-based leases the property
owner and operator have a joint incentive to
develop the hotel product and thereby
improve the potential for profitable growth.

Sweden, 31%
The UK, 21%
Germany, 16%
Finland, 10%
Denrmnark, 8%
Norway, 7%
Belgium, 2%
Other, 5%

|
|
- |
]
&

Percentage breakdown of rental income by
country in 2018 for Property Management,
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A certain portien of Pandox's rental income
consists of the hotel’s revenue. The rents
are often variable, but the agreements

also often have a minimum rent level.

This provides an upside in good times and
protection in not-so-good times,




Temaitts by brard

31 Decerber 2018

Tenant No.ofhotels No ofrooms
Scandic 51 11,002
Jurys Inn! 20 4410
| eonardol! 18 3,547
Nordic Cholce Hotels?! 11 1,800
Radisson Bu 5 1361
NH 7 1,681
Hilton A 1,115
Elire Hoals ? 484
F.rst Hotels 2 403
MEININGER i 228
Best Weszern 1 103
Independent & 1.175
Total TZ"Sw 2?’?369

0 Fattal Hotels Group is the tenant but runs hotels under
the Jurys Inn and Leonardo brands

<t Nordie Chowce Hotels' brands include: Comfort Hotel,
Quality Hotel, Quality Hotel & Resort, Clanon Hotel and
Clarion Collection.

Arevenue-bused lease provides meemtu es for pro-
perty owners and tenants to joantly create a prolitable
hotel product

Pandox works with its tenants to identify
suitable cash flow-driving investments in
the property portfolio. Joint investment
projects normally invelve an extension of
the lease term and an adjustment of the
percentage rent. New or renegotiated hotel
leases usually have a term of 10—25 years.
On 31 December 2018 Pandox’s lease port-
folio had a weighted average unexpired
lease term (WAULT) of 15.7 (15.6) years.

Brands i Mropeily sanagmment 31 e ciner 2018

Scandic

PARK HOTEL

AMSTERDAM

@

Hilton

NH

HOTELS

Leonardo
=l

SHARED INVESTMENTS REDUCE RISK
The way maintenance costs and invest-
ments are distributed between the tenant
and the property owner in hotel leases is an
important factor that distinguishes hotel
properties from other real estate segments
such as office properties. The division of
responsibility between the parties is regula-
ted in a so-called checklist.

Hotel tenants are normally responsible
for maintenance of hotel rooms, restau-
rants, lobbies, other puhlic areas and furni-
ture, fixtures and equipment, The property
owner is fypically responsible for technical
investments and installations in the pro-
perty, technical maintenance and usually
for bathrooms as well.

Investments raise the standard of the
hotel and make it more competitive, which
means greater profitability for the operator
and thereby higher revenue-based rent for
Pandox. The long lease terms combined
with the tenant’s responsibility for mainte-
nance and cash tlow-driving investments
mean that Pandox, as the hotel property
owner, has a lower economic responsibility
for investments compared to an owner of a
typical office building. Pandox estimates
that hotel tenants contribute more than
50 percent of total investments over time.

RECLASSIFICATIONS AND
ACQUISITIONSIN 2018

NH Hotel Brussels Bloom and NH Hotel
Brussels Berlaymont were reclassified to

Rat"'/)__“!\

ELITE HOTELS
oF SWEDEN

NORDIC
CHOICE
HOTELS

FIRST

Property Management in the first quarter
after the signing of new revenue-based
leases with NH Hotel Group. In addition,
The Midland Manchester in the UK
{(England) with 312 rooms was acquired
in the fourth quarter.

ASSET MANAGEMENT PROVIDES
VALUABLE KNOWLEDGE

Pandox Asset Management is a minor part
of the Property Management business
scgment and manages hotel properties on
behalf of external owners. Pandox Asset
Management was established in 2015 asa
tool to create new relationships in the hotel
market and to improve Pandox’s ability to
monitor developments in the industry and
the market. The current portfolio consists
of nine hotels with a total of 1,795 hotel
rooms in Oslo plus the hotel property Pelican
Bay Lucaya Resort on Grand Bahama
Island, which has 186 rooms. The property
portfelio in Oslo and the Pelican Bay
Lucaya Resort property arc owned by Elen-
domsspar AS and companies related to
Helene Sundt AS and CGS Holding AS
respectively, which are parties related to
Pandox AB. Revenue from asset manage-
ment assignments is reported under Pro-
perty Management with the exception of
the Pelican Bay Luicaya Resort property,
which is reported under Operator Activities.
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Operator Activities
Sustained strong progress
in Brussels

For 2018 Operator Activities reported net operating income growth of
9 percent, supporied by sustained strong growth in Brussels. For comi-
parable units the increase was 11 percent, adjusted for currency effects.

Net operating income

At the end of 2018 Pandox’s Operator Acti-
vities segment consisted of 16 (17) opera-
ting properties with a combined 4,959
(5,227) hotel rooms in 6 (5) countries, and
accounted for around 15 (15) percent of the
hotel properties’ total market value. In 2018
revenue for Operator Activities amounted
to MSEK 2,153 (2,067) and net operating
income to MSEK 540 (494)-

ACTIVE OWNERSHIP REDUCES RISK
Operator Activities business {s an
important part in Pandox’s strategy of
being active throughout the value chain and
reflects the Company’s active ownership
model. Pandox’s expertise and the capacity
to operate hotels itself give the Company
strategic flexibility. Pandox may choose to
operate the hotels it owns itself if it is not
possible to enter into a lease on attractive
terms, thereby balancing the effect of chan-
ged business models and increased consoli-
dation in the hotel market. Having the
ability to take over the operation of a hotel
reduces the operational risk when leases
expire, if the tenant cannot fulfil its obliga-
tions or in situations where hotels need to
be completely renovated and it is not finan-
cially attractive at the time to lease to third
parties. The goal is to sign new leases at
commercially attractive levels, Pandox’s
deep knowledge of hotel operation also
makes it possible to efficiently monitor
tenant performance throughout the pertfo-
lio. Operational know-how also creates
opportunities to carry ot acquisitions of
mixed portfolios that include both hotel
properties and hotel operations. » For
more information on Pandox’s straltegy
and business model, see pages 10-15.
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FULL OPERATING EXPOSURE

In the Operator Activities segment all of the
hotels’ revenue and net operating income
flow to Pandox. Revenue includes room
revenue, i.e. the number of hotel rooms sold
multiplied by the average room rate, food
and beverage revenue, conference room
revenue and the hotels’ other revenue
streams. The single largest costitem is
employee costs, such as for reception,
housekeeping and restaurant staff. Other
cost items include consumables and other
hotel-related costs. Pandox works actively
to develop revenue and distribution strate-
gies for every hotel. The combination of
good revenue forecasts and sound resource
planning creates potential for high produc-
tivity and good profitability.

+9%

When the lease for Seandic Grand Place was not
extended, the hotel propedty was teclassibed to Ope-
rator Activities The hotel underwent an extensnve
renos ation and opened again in Septeinber 2013
nnder the independent hrand Hotel Hubert Grand
Place

Operater Activities revente by country 2018

Belgium, 46%
Germany, 23%
Canada, 22%
The UK, 7%
Finland, 2%

« B

Percentage breakdown of revenue by country
1n 2018 for Operator Activities.




EXTERNAL AND OWN BRANDS Brenitds 10 b Opeerites Aciin s e nt -&%
Pandox markets the hotels in the Operator i1 Decombersuis
Activities segment either under interna-
tionally known hotel brands, such as . Pandox operates hotels 1n some of the
. ; . A5 4 i R i .
Radisson Blu, Hilton or Holiday Inn, or 7{‘}—4———-!\ . hotel properties the Company owns
. . N Qperating a hotel may be appropnate
under its own independent hotel brands Holiday Inn \Fthe conditions are not in place for

adapted for specific market conditions. Hotel Berlin. Berlin profitable lease, i:or example‘ whena.
D hotel needs a major renovation and is

On 31 December 2018 nine hotel properties
were being operated within Operator Activ-
ities through franchise agreements — four DOUBLETREE
through independent brands that are HD&‘ d—( ’Hubu&- e niLTon

owned by Pandox and the remaining three

given a new market position.

Grand Flace

through management agreements. The HO'[GL
LEASING AND ACQUISITIONS IN 2018 CROWNE PLAZA prussEs
NH Hotel Brussels Bloom and NH Hotel HGTELS 8 RESORTS

Brussels Berlaymont were reclassified to @
Property Management in the first quarter > . A
after the signing of new revenue-bascd H 1 lton Hilt()n
leases with NH Hotel Group. with the GardenInn

leases in Brussels Pandox broke new

ground in a market that has historically p-

been dominated by franchise and manage- @

ment contracts, In addition, Radisson Blu INTERCONTINENTAL.

Glasgow in the UK (Scotland) with 247
rooms was acquired in the fourth quarter.

Panaox Annual Report 2018 47



Working at Pandox:

“Everyone is sniffing after next
business opportunity”

Pandox’s corporate dog Pepper 15
one of the Company’s most valu-
able advisors. No one is better at
getting a sense of what it’s like to
work at Pandox than Pepper.

You talk a lot about the Pandox spiritand a
winning culture. What do you mean?

“It’s the will to win. You could say that we're
aiming for a positive winning culture to give
us the right focus. We want to minimise the
risk of making mistakes, but when mistakes
happen — which of course they do some-
times — it’s important to suppart the
employees and allow them to learn from
them and move forward. Everyone at
Pandox needs to feel that they can develop,
so that they have the power and pace to take
on new responsihilities to create the great-
est possible value for Pandox and the
Company’s stakeholders,”

Many people say there's something

special about working at Pandox, What is

it that’s so special?

“Everyone I run into here is constantly
sniffing after the next business opportunity
and they're always trying to do things a little
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better. We work hard, but we celehrate suc-
cess and have a really good time together.
People are therefore motivated to doa good
job. My master usually says that for Pandox
pecple the worst day of the week is Satur=-
day, because they have the whole weekend
ahead of them before it’s Monday.”

There seems to be a lot of interest in
handball. Is that a requirement for working
at Pandox?

“Naot exactly. I suppose you're thinking
about my master. I would put it like this:
It’s not a requirement, but it doesn’t hurt.”

But why handbail in particular?

“We have a strong history of an attachment
to handball. We share the same values as in
handball and e like to compare ourselves
to a handball team. It's one of the world’s
toughest sports — high on intensity and
excitement, while also being an equal
opportunity sport with just as many women
playing it as men. Add to this individual
freedom, mutual respect, trust, coopera-
tion, creativity, passion and integrity, and
you have what we call Pandox Fair Play.”

How good are you yourself at this noble
sport?

“Decent, I never let Nissen cross the line at
least.”

Pandox has grown substantially over the past
few years. Now almost 50 percent of your
operations are further south in Europe. How
is your particular corporate culture received
in countries cutside the Nordic region?

“I think the informal style that we ourselves
appreciate goes down well in eountries like
Germany and the UK. People simply feel
more relaxed when the atmosphere isn’t
authoritarian or hierarchical, as it perhaps
often is further south on this continent. But
1 also think everyone can see that we know
our stuff and we’re professionals, and that
we're always trying to create value. People
respect that.”

One final question: Aren’t you a little
overconfident?

“No, I don’t think so. Yes, we know we're
good, and we’re proud of it, but we also like
to constantly encourage each othertodo
even better.”






Fair Play 2.0

In 2018 Pandox intensified its focus on sustainability. Several new strategic initiatives were taken
and sustainability became well established as a focus area for the Company’s executive
marnagement team and Board. In 2019 Pandox is entering the next phase of its journey towards
the goal of commercially integrating sustainability as a natural element in the business model.

We are in a very exciting phase in terms of
sustainability. The climate is of particular
significance, requiring concerted action in
society, and Pandox alsowants to take a
greater responsibility here. For Pandox this
above all means placing greater emphasis
on more sustainable resource consumption
within the Company’s properties.

In 2018 we appointed a Director of Sus-
tainable Business to advance our position in
sustainability and to make it a natural ele-
ment of the Company’s agenda, During the
year we conducted a thorough review of our
sustainability work, resulting in an updated
sustainability strategy. Pandox is focusing
on the long-term integration of sustainabil-
ity into the business model without com-
promising the guest experience. The strat-
egy has the full support of the Board and the
executive management team, and resources
have been allocated in order to implement
it. During the year we also updated our
materiality analysis to ensure that we are
putting our energy into the areas that Pan-
dox’s stakeholders consider to be the most
important and where we have the best
potential to make a difference. In order to
be able to monitor, analyse and validate
complex sustainability data in Pandox’s
aperations, the Company has implemented
a new sustainability system. Over time, the
system will enable us to evaluate and set
priorities among various environmental
investments, and to spread knowledge and
hest practice throughout Pandox’s portfolio.

In 2018 we reached several of our goals,
such as a 50 percent increase inthe share of
renewable energy used at the hotels in the
business segment Operator Activities, We
have also established new quantitative and
qualitative goals for our prioritised focus
areas during the year. Moreover, identified
ways to link our own goals to the UN Sus-
tainable Development Goals, allowing us to
work on sustainable development in a
broader context.
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In the past the focus was mainly on the
business segment Operator Activities; now
we are changing our strategy to also include
the business segment Property Manage-
ment in our sustainability work in a more
proactive and structured way. Pandox has
therefore initiated dilogue with one of our
largest business partners to discuss poten-
tial new green leases in which we share the
return on environmentally profitable
investments. We have also taken the strate-
gic decision to certify selected properties
according to the BREEAM standard to com-
plement existing certification for hotel
operaticns. This process will be initiated
and evaluated in 2019.

Qur social responsibility goes hand in
hand with Pandox’s values. Most of our
employees are fostered by the hotel indus-
try, where engagement in the local commu-
nity is a given. In 2018 we started a project
in cooperation with Enbackaskelan in Ten-
sta through Hand the Ball, The purpose of
the project is to encourage upper secondary
school students to take part in physical exer-
cise and team sports. The project is also
inspiring and informing the students about
job opportunities in the hotel industry, and
providing internships. Our business partner
Secandic Hotels Group is working closely
with Pandox on this project.

In summary, 2019 was a year of learning
and evaluation of our various sustainability
initiatives. We are particularly curious to
see the outcome of the pilot project to cer-
tify the hotel properties. Another important
step will be to complete the implementation
and monitoring of Pandox’s Code of Conduct
for our business partners. Follow us on our
journey when we now are gearing up to
commercially integrate sustainability into
Pandox’s business model!

Anders Nissen,
CEQO Pandox AB

“During the year we
conducted a thorough
review of our
sustainability work,
resulting in an updated
sustainability strategy.”



ABOUT THE REPORT

Pandox’s annual Sustainability Report includes pages 49—68

and describes the Company’s seven focus areas. The report was
prepated in accordance with GRI Standards: Core level, and the
sustainability requirements in the Swedish Annual Accounts Act,
Chapter 6. This means that Pandox has conducted a stakeholder
dialogue and carried out a materiality analysis in order to obtain

a complete picture of the sustainability topics of significance to
the business. The Sustainability Report is for the period 1 January
—31 December 2018,

The report encompasses all of Pandox’s operations. The data
includes Pandox’s business segment Operator Activities and the
head office in Stockholm, as well as tenants in Scope 3. The hotcls
reclassified from business segment Operator Activities to busi-
ness segment Property Management are included in the environ-
mental data up to the date of reclassification. Hotel BLOOM! and
Hotel Berlaymont were reclassified on 1 February 2018 and are
not included. Scope 3 as described in the chapter “Green growth”

includes 48 percent of the total of 128 hotels within business
segment Property Management. The base year for environmental
datais 2016.

Employee data is reported in full-time equivalents (FTE) as of
31 December 2018. As a number of key indicators have been
added in the HR area as a result of Pandox's updated materiality
analysis, the new base vear is 2018. The hotels and Pandox’s head
office have registered environmental data and social dataina
sustainability system based on information from measurement
systems, invoices and the Company’s own HR systems. The infor-
mation in this report has not been externally audited.

CONTACT INFORMATION

If you have any questions about the content of the Sustainability
report, feel free to contact our Director of Sustainable Business,
Carocline Tivéus: caroline.tiveus@pandox.se




Materiality analysis

Pandox’s sustainability strategy is based on commercially integrating

sustainability into the business model, laying the foundation for sustai-

nable growth. The strategy takes into consideration the requirements
and expectations of the Company’s stakeholders.

In 2018 Pandox updated its materiality
analysis to ensure that the sustainability
topics that are the most important for the
Company and its stakeholders are priori-
tised. Pandox’s most important stakeholder
groups were identified by determining the
stakeholders’ influence on and interest in
Pandox’s operations.

Through external benchmarks, statug
analysis and interviews with internal
parties, Pandox identified a list of relevant
sustainability topics fram a value-chain
perspective. These sustainability topics

Materiality analysis

HIGH

were then analysed based on the positive
and negative impact they have on Pandox’s
business from an environmental, social and
economic perspective.

In order to subsequently define, select
and prieritise the most significant sustain-~
ability topics, Pandox carried out online
surveys and interviews with the Company’s
maost important stakeholder groups.

The results from the stakeholders dia-
logues were discussed and validated at a
workshap with senior executives. The sus-
tainability topics that were finally estab-

Impact on stakeholders’ decisions

Low

LOW
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Economic, environmental and social imnpact on operations

HIGH

lished as most important are summarised
in the following seven focus areas:

« Green properties

< Green operations

» Sustainable supply chains

« Responsible business

« Attractive workplace

+ Guest experience

« Contribution to local communities

» Read more about our work in each
focus area in the relevant section.

SUSTAINABILITY TOPICS

Environment
Environmentally certified praperties
Y P

@ Increase the use of sustainable materials

&) Reuse and recycle materials, and mini-
mise waste

O Reduee energy consumption and COe
emissions

€3 Reduce water consumption

Social

@ Training and career development for
emiployees

@ Diversity, equal opportunities and non-
discrimination

© Employee health and safety

@ Fair working conditions for employees

@ Freedom of association and the right to
collective bargaining

@ Hotel safety

@ Local comnunity engagement

@ Proactive efforts to prevent trafficking
and prostitution at hotels

Governance

@ Board of Directors and executive man-
agement team are committed to sustain-
ability

@ Ensure customer privacy and protect
customer data

@ Proactive work against corruption

@ Sustainable supply chain management

@ Transparent sustainability reporting



RESULT OF STAKEHOLDER DIALOGUE

%

P T TR R TR,
- 3

Stakeholder group

Dialogue format

Three most impaortant sustainability topics

Guests

Business partners

“he cormumity

Supplers

Analysts

Investors

Sharcholders

Board of Directors

Hotel employees

siotel directors

Office employees

Survey

SurveyAnterview

Survey

Survey

Interv.ew

Survey

Survey

Survey

Survey

Survey

Survey

Executivemanagementteam  Survey

Fair working condinons for employees
Reuse and recycle matenals, and minimise waste
Reduce energy consumpton and COze ermissions

Reduce water consurmption
Proactive efforts to prevent traffickang and prostitution at the hotels
Farr employment terms for employees

»

Environmentally certified properties
Diversity, equal opportunities and non-discnrmination
Board of Directors and executive management team are comrnitted to sustainability

»

Reduce energy consumption and CO e errussions
Drversity, equal opportunities and non-disenmnation
Hotel safety

Training and career development for employees
Fair working conditions for employees
Sustamable supply chain management

Recduce energy consumption and COze emussions
Ensure customner privacy and protect customer data
Transparent sustamnability reporting

Reuse and recyzle matenals, and mumrmse waste
Hotel safety
Fair worlung conditions for employees

.

Reduce energy consumpton and COze errssions
Drversity, equal epportunities and non-discriminanon
Hotel safety

»

Reuse and recycle matenals, and min:mise waste
Fair worlang conditions for employees
Trarung and career development for employees

Iramnnig and career development for emp.oyees
Reuse and recycle tnatenals, and rminimise waste
Local comrmurity engagement

Reuse and recycle matenals, and munumise waste
Hotel safety
Sustamable supply chmnmanagermnent

Reduce energy consumptior. and COze emissions
EBoard of Directors and executive management team are cornrmitted to sistaimabibty
Holel safety
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Sustainability risk

Tomorrow's competitive advantages could come from well-managed sustainability risks.
Pandox works continually and in a structured way to identify, evaluate and manage the
Company’s sustainability risks as part of the overall risk management process, see pages 94-98.

ENVIRONMENT
Through preventative measures and
increased resource efficiency, Pandox is
working to minimise its environmental
risks. Within three years of being acquired
or reclassified, all of the hotels within busi-
ness segment Operator Activities are to
have Green Key certification — unless they
already have another environmental certifi-
cation. Pandox has initiated a pilot praject
for BREEAM certification of selected prop-
erties within business segment Property
Management. The Company has also initi-
ated a dialogue with one of its largest busi-
ness partners to achieve environmental
improvements through green leases.
Although Pandox does not have opera-
tions in areas where there is a high risk of
flooding or extreme weather, the Company is
affected by climate change. Warmer weather
and reduced precipitation could, for exam-
ple, lead to low groundwater levels in the
future, which could in turn result in a water
shortage and higher water costs. There is also
arisk of increased material and energy costs
due to supply shortages resulting in higher
prices. Climate change could alsolead to
changed travel patterns, both in terms of
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frequency and duration. Although lesstravel
could pose a risk for Pandox, increased locat
travel could be an opportunity.

EMPLOYEES

One of Pandox's main risks is dissatisfied
employees. In the hotel industry, the expe-
rience of every individual guest is very
important and Pandox is therefore depen-
dent on having satisfied and motivated
employees. The ability to attract, develop
and retain talent is critical for success, and
the Company is always warking actively to
improve working conditions. Improve-
ments include minimising the risk of work-
place accidents and promoting employee
health. Pandox regularly schedules perfor-
mance and career development reviews to
promote employee growth as well as Pan-
dox’s development as an employer.

CORRUPTION

The risk of carruption exists in areas such
as sourcing of goods and services. To pre-
vent this risk Pandox has produced guide-
lines that are set out in the Code of Conduct
for Employees and in internal control rou-
tines. Anti-corruption is alse covered in

Pandox’s Group-wide online training. The
Company also has an external and indepen-
dent whistleblower svstem for reporting
on-compliance. It is open to both external
parties and the Company's employecs.

OCCUPATIONAL HEALTH AND SAFETY
There are also risks relating to hotel safety,
sueh ag fire and other accidents involving
employees and guests. T'o ensure hotel
safety Pandox complies with relevant laws
and applies fire safety measures at all
hotels. Emergency preparedness plans and
safety policies are 1n place to prevent and
limit accidents and incidents. Firc inspce-
tinng and fire drille are condurcted regnlarly
at all hote} properties. Pandox’s emplayees
regularly undergo training in workplace
safety, including aspects such as first aid.

HUMAN RIGHTS
Shortcomings in the supply chain may
result in infringement of human rights or
violation of other parts of Pandox's Code of
Conduct for Business Partners. In 2019
Pandox will introduce a screening process
to ensure that the Company’s suppliers
comply with the Code of Conduct for Busi-
ness Partners. Relevant employees will
undergo sustainable supply chain training.
Hotels are places where prostitution and
various forms of human trafficking can
occur. Relevant employees will receive
training in how to prevent and detect any
human trafficking and prostitution.

DATA SECURITY

Pandox understands the importance of pro-
tecting the guests’ and employees’ personal
data and privacy. To protect the guests’
personal data Pandox uses technical and
organisational protective measures, such as
firewalls and password-protected systems.
To minimise the risk of a data breach, local
training is provided at each hotel and
through the mandatory Group-wide online
training.




Pandox Fair Play

Just as in handball, Pandox's sustainability work is distinguished by high intensity,
dedication and integrity. Success also requires teamwork and mutual respect. Pandox

has therefore named its sustainability strategy Fair Play.

PANDOX'S VALUE CHAIN

Fair Play means that Pandox endeavours

to take responsibility for the Company’s
impact throughout the value chain. Pandox’s
aperations are divided into two business
segments: Property Management and
Operator Activities. Within Operator Activ-
ities Pandox is both a property ownerand a
hotel operator, and is therefore part of two
different value chains. Within Property
Management the sustainability topics are
mainly related to the physical properties
where Pandox has full responsibility.

Pandox’s value chain from a sustainability perspective

However, Pandox is less able to impact the
way the tenants operate their hotels.

When Pandox both owns the property
and operates the hotel the Company can
work more actively with sustainability
aspects in the hotel’s day-to-day operations,
but here too the Company’s influence
depends on the type of contract in place. In
the operations run by Pandox under its own
brands the Company has total responsibil-
ity and control over both the operations and
the property. In franchise agreements Pan-
dox shares both the responsibility and the

Business segment Property Management

.

Responsibility for

risk with the franchisor. In management
agreements the operator has torun the
hotel according to its own hotel chain’s stip-
ulations, and accordingly Pandox has lim-
ited influence. Sustainability efforts within
the business segment Operator Activities
are therefore focused mainly on hotels
operated under Pandox’s own brands and
hotels under franchise agrecments. # For
more information about our business part-
ners and guests, see the sections “Sustain-
able supply chams” and “Guest experience”.

Suppliers the properties. fenants
85%
of theaagknt
viillw
Business segment Operator Activities

Responsibility for
properties and opera- -

Suppliers ; Hotel guests

15%

otthe naral
value

Community engagement
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SUSTAINABILITY

The Board of Directors has overall respon-
sibility for the strategic focus of sustainabil-
ity efforts. The Board is involved in import-
ant investment decisions, and from 2019
relevant information will be reported back
to the Board on a quarterly basis.

A Sustainability Committee consisting of
representatives from the executive manage-
ment team will address ongoing issues and
decisions relating to sustainability work.
The composition of the Comnmittee will be
adjusted as needed and based on what the
situation requires. In 2018, for example, the
Committee discussed the investment in a
new data processing system, green leases
and certification of properties.

The Director of Sustainable Business is
responsible for sustainability work within
the organisation and for supporting and
ensuring that sustainability is integrated
into day-to-day operations. The Director of
Sustainable Business alsc makes prepara-
tions for Sustainability Committee deci-
sions and reports the outcomes of sustain-
ability efforts to the executive management
team on an ongoing basis.

Responsibility for integrating sustain-
ability into the Company’s day-to-day

WORKSHOP IN VIENNA

operations rests with the person who has
ultimate responsibility for the area that the
work concerns. This person is also respon-
sible for monitoring and reporting on prog-
ress to the Director of Sustainable Business.

GOVERNING DOCUMENTS

Pandox has a number of governing docu-
ments including the Code of Conduct for
Employees, the Code of Conduct for Busi-
ness Partners and the Environmental Pol-
icy. The Code of Conduct for Employees is
based on the 10 principles in the UN Global
Compact and provides the ethical guide-
lines for Pandox’s operations.

Through Group-wide online training
offered in several languages, Pandox ensures
that all employees are familiar with the con-
tent of the Code of Conduct for Employees
and the Environmental Policy. The online
training programme is part of the workplace
orientation for every new employee. If exten-
sive updates are made, all employees are
required to repeat the training.

Pandox’s Environmental Policy
describes the expectations Pandox has of
the Company and its business partners with
respect to environmental work. One import-
ant aspect is the Precautionary Principle,

In September Pandox assembled all of its hotel directors and chief engineers with some
members of the executive management team for a one-day workshop in Vienna. The
goal of the workshop was to involve the participants in the new sustainability strategy.
During the workshop the participants discussed and identified possible actions to take
at the hotels to achieve Pandox’s sustainability goals. The proposed actions were then
incorporated into the Group-wide action plan.
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which involves proactively avoiding envi-
ronmental risks within the organisation.

» For more information on how Pandox
handles various environmental issues,
please see the sections “Green operations”
and “Green properties” on pages 57—59.

The Code of Conduct for Business Partners
is also based on the 10 principles of the UN
Global Compact.

» For more information on how we work
with our business partners, please see the
section “Sustainable supply chains” on
page 60.

MONITORING

In 2018 a data processing system was
installed to make it possible to gather, vali-
date and analyse sustainability data as the
Company grows and becomes more com-
plex. Significant progress was made during
the year on including the entire value chain
in Pandox’s sustainability focus. Over time,
the system will also make it possible to evalu-
ate and set priorities among various environ-
mental investments, and to spread knowledge
and good examples throughout the portfolio.

WHISTLEBLOWER SYSTEM

Pandox has an independent whistleblower
system which is available to employees and
external stakeholders. Any suspected
non-compliance or deviations from Pan-
dox’s policies can be reported anonymously.
The reporting function is provided by an
external party in order to ensure objectivity.
Reported incidents are handled by Pandox’s
General Counsel.




Green properties

Construction and infrastructure account for 39 percent of global carbon emissions and consume
resources in the form of materials, energy and water?. Pandox aims to work proactively to reduce the
Company's environmental impact and, in the long term, to be able to offer tenants green properties.
Property investments with an emphasis on sustainability not only improve energy and resource
efficiency, but also secure the long-term value of the propetty.

Green
properties

The UN Sustainable Development Geals
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Examples of actions

Reduce water consurmpion in the propert_es
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BREEAM certificazion for selected
properties

® Comple od S oatted ot cornpleted
@& = Notstarted @ = Ongomg

e
®

&

GREEN PROPERTIES

Since properties account for most of Pandox’s
environmental impact, a pilot study was
carrted out at one of the hotels in northern
Sweden in 2018. The purpose was to anal-
yse and determine which sustainability cer-
tification is the most appropriate for Pan-
dox’s property portfolio. The analysis
tesullod i a Jevieiui Lo ublain BREEAM
certification for five selected hotels, as this
is the most established standard in Europe.
The five hotels are at the centre of a pilot
study that will proceed in 2019. The goal is
to be ahle to evaluate and take a decision on
wheter certification of the whole property
portfolio according to the same standard is
relevant or not. Pandox thesis is that certifi-
cation will not only lead to more efficient
resource use and reduced operating costs,
but will also make the properties more
attractive to tenants.

COOPERATION WITH STRONG
BUSINESS PARTNERS

Since 2017 Pandox has worked with Scandic
on a joint investment project called Shark 2.
The purpose of the project is to upgrade 19
Scandic hotels in Sweden, Norway, Finland
and Denmark and to reduce the hotels’

environmental impact as part of the invest-
ment. One example from Sweden is bath-
room renovation at Seandic Grand Orebro,
Scandic St Jorgen in Malmé and Scandic
Park in Stockholm. The renovation includes

GREEN ROOFS

Elte Stora Hotellet in Jonkiiping hashad a
green roof for 10 years and Elite Park Avenue in
Gothenburg for about a vear. The purpose was
to increase awareness on the importance of a
circular mentality and sustainability. The roofs
contribute to ecological diversity, energy
savings and a more attractive view for the
hotel's guests and neighbours. Park Avenue
Amsterdam has also received co-funding from
Booking com to create a green roof.,

replacement of mixer taps and shower
heads. This resulted in an average reduc-
tion in water consumption of 25 percent
in 2018,

GREEN LEASES

During the year Pandox invited one of its
largest business partners to discuss the pos-
sibility of introducing green leases. The idea
of the green leases is to jointly identify pro-
active solutions to reduce the environmen-
tal impact of the properties.

This is based on the insight that property
owners and tenants are dependent on cach
other to achieve optimal outcomes in areas
such as technical installations and mainte-
nance. Under the green leases investment
costs and cost savings are shared between
Pandox and the business partner. This dia-
logue wall continue in 2019 with the aim of
launching a pilot project.

" According te the Glabal Status report 2017, World Green
Bulding Council
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Pandox is aiming to reduce its ecological footprint in the business segment Operator Activities while also
growing the Company. Through automation and improvements to resource efficiency, as well as changes
in behaviour, the necessary conditions are being created for green operation and green growth.

}Green
@_2ZF- operation

The UN Sustainable Development Goals
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Short-term goal in business segment
Operator Activities

Reduce energy consumiption
Reduce COze ermussions
Reduce waste

Reduce waler consumplion
Redice chemicals use

Examples of actions

Introduce waste sorting
at head office

Identify and list
harmiful chemicals and substances
used in operations

Malke aninvenzory of energy
and water consumpt.on at each hotel

Install measurement systems
at the hotels

Pilot project for effictent
use of contrel systems, mstallations
and maintenance

Imtate apilot pro ect for
waste managementin k.tchens
and restaurants
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MANAGING GREEN OPERATIONS
Pandox’s Environmental Policy establishes
the values and guidelines for Pandox's envi-
ronmental work, Tt covers aspects such as
energy consumption, emissions, waste and
water consumption. The goal is to reduce
the Company’s environmental impact in
four stages: reduce demand through
behavioural changes; increase resource
efficiency in production and distribution;
increase reuse and recycling of energy,
water and materials; and transition to
renewable energy sources wherever
possible.

Pandox reports annually on its climate
performance to CDP (formerly the Carbon
Drisclosure Project). During the year Pan-
dox improved its score from Cto B.

ENVIRONMENTALLY CERTIFIED
OPERATIONS

Pandox ambition for all of the hotels within
the business segment Operator Activities ig
to have Green Key certification — unless
they already have another environmental
certification within three years of being
acquired or reclassified. The number of
environmentally certified hotels in 2018
was 15.

» For information on all environmental
certifications and environmental manage-
ment systems, see the section “Property
list” on pages 86~93.

PANDOX'S ENERGY CONSUMPTION (MWH)

» For information on BREEAM certifi-
cation for properties, see the section
“Green properties” on page 57.

ENERGY AND EMISSIONS

Most of Pandox’s energy consumption
consists of electricity, heating and cooling
for the hotels.

In 2019 the Company intends to estab-
lish Group targets for water, energy con-
sumption and waste, To support this
endeavour, energy and water consumption
within the business segment Operator
Activities is being analysed. This analysis is
aimed at determining the current status
and ranking possible measures and invest-
ments for reducing consumption of energy
and water. Where relevant, this process will
also include installation of control and mea-
surement systems for more efficient moni-
toring. Asthe outcome of technical installa-
tions and innovative solutions is mainly
dependent on how the employees maintain
these, a pilot project will be implemented at
four hotels, The purpose is to train staff,
increase employee engagement and aware-
ness and change behaviour in day-to-day
routines.

Next year Pandox will also implement a
travel policy and take steps to reduce emis-
sions from business travel. In the first quar-

GHG EMISSIONS (TCO:E)

Non-renewable

Renewable energy energy
Energy source 2018 2017 2018 2017
Fuel 2260 2411 24791 28965
Electnaty 36001 30832 5685 11,117
Heatng ) o 8247 8102
Coolng 4] 0 6671 7218

Total energy
consumption 38,261 33,243 50,394 55,402

* The total energy consumption for 2018 was 88,655 MWh, of
which 86 percent was from renewahle sources, an increase
of 13 percent from 2017 Fuel incudes gas (HHY), pellets
and ruel oil (HHV), Renewable energy sources ¢onsist
mainly of wind and hydropower Three hotels produce their
own electricity and heat. In 2018 this amounted to 4,235
MWh This 1s included nen-renewable ¢lectricity and heat,
as no source information is available.

2018 2017
Scopel 5374 5538
Scope 2 location-based 4,874 2320
Scope 2 market-based 6619 3241
Scoped S 7st 1213

* Scope 1 1ncludes emissions from the use of gas, fuel oil and
pellets Seope 2 is location-based and market-based and
ncludes emissions from electricity, heating and cooling
Scope 3 includes the category fuel and energy purchased by
Pandox for operations in the business segment Operator Activ-
1ties in the form of electricity, fuel, district heating and district
cooling that 1s not included in Scope 1 and 2, as well as business
travel from Pandox’s head office. Emussion factors are taken
from Defra, IEA, GaBi and RE-DISS [n certain cases emission
factors were provided directly by suppliers The significant
increase between lecation-based and market-based data from
2017 to 201815 due to improved systems and aceuracy m deliv-
ered data




Greeninitiatives

LIFE-CYCLE ANALYSIS IN BELGIUM

In 2018 Pandox carned out a hte-cycle analysis ot a hotel mght
at nine of the Company’s hotels in Belgium. The analysis looked
at carbon emissions, water and energy consumption broken
down by room activity; welcome products, energy use, water
consumption, cleaning agents and general waste and breakfast
(food and beverages). The results of the analysis led to initiatives
to reduce energy and water consumption from showers ete., and
the introduction of a breakfast menu based on locally preduced
prodhiets.

INSTALLATION OF SOLAR PANELS AT HOTEL BERLIN,
BERLIN

In the beginning of the year around 1,100 m2 of solar panels were
installed on the roof of Hotel Berlin, Berlin. The solar anels are
expected to generate an average of 161,500 kWh a year. In 2019

solar cells will also be installed at Radisson Blu Dortmund,
Radisson Blu Basel and Holiday Inn Brussels Airport.

ter the Company will begin a carbon offset
programme for business travel by head
office employees.

WATER CONSUMPTION

Climate change may lead to water short-
ages, including in areas where Pandox oper-
ates. Today none of Pandox’s operations
consume water from water-stressed areas,
i.e. areas where there is a water shortage.
The Company is aiming to reduce its water
consumption by installing water-saving
equipment and changing employee
behaviour arocund water consum ption. In
the medium term Pandox is also aiming to
influence guest consumption behaviour.

In 2018 Pandox continued its imple-
mentation of water consumption measure-
ment systems at hotels in the business
segment Operator Activities, The systems
make it possible to monitor water con-
sumption in realtime. Any leaks or devia-
tions from the daily water usage are regis-
tered immediately, enabling problems to be
quickly identified and remedied. In 2018
three large leaks were discovered and
quickly fixed. This1s estimated to have
saved 10,000 m3 of water and minimised
potential damage to the buildings. The goal
is for all hotels operated by Pandox to
implement relevant measurement systems
in 2019,

WASTE

Pandox's goal is to reduce the quantity of
waste in operations by increasing waste
sorting by both employees and guests. A
significant portion of Pandox’s waste arises
in the business segment Property Manage-

ment in connection with hotel reonstruc-
tionand renovation. Within the business
segment Operator Activities waste is mainly
generated at restaurants and in hotel rooms.
During the vear Pandox’s business segment
Operator Activities generated 1 metric ton
of hazardous waste and 3,119 metric tons of
non-hazardous waste. In 2014 an inventory
will be performed of the local possihilities,
challenges and national laws governing
waste management. Pandox will also initi-
ate a pilot project in waste management in
kitchens and restaurants within the busi-
ness segment Operator Activities.

CHEMICALS

Chemicals are mainly used in hotel clean-
ing. Pandox is aiming to reduce the amount
of harmful chemicals as they not only have
a negative impact on the environment, but
also on employee health. In 2018 Pandox
identified and listed all harmful substances
used within the business segment Operator
Activities. At Hotel Berlin, Berlin a pilot
project was implemented to reduce the use
of chemicals in cleaning processes. Within

WATER CONSUMPTION* (MEGALITRES)

2018 2017
Waler consurnption 530 304
Consumpllon of water rom
water sressed areas 1] 0
Waler i esily (htesAnd) 1,108 1,184

¥ Pandox's head office and the InterContinental Mentreal are
not included in the data Water 1s included 1n the rent tor
Pandox’s head office and there 14 therefore no data on the
number of htres of water consumed The IntecContinontal
Montreal pays an annual property tax for water treatment
and distribution This means that water eonsumiption in
Maontreal 1s free for the hotel, and there s therefors no
available data on the number of litres consumed

the praject, floors were instead cleaned
using microfibre mops that only require
water, The project resulted in a reduction in
chemicals use of around 67.20 litres and

a reduction in water use of 57,624 litres
during the period September—December.

Energy intensity®

00528
MWh/guest night

0.2685
MWh/m2

ied in the calculation s the use of
cooling and fuel.

Emission intensity*

0.0054
tCOzfe/SEK

0.0275
tCOze/m2

tensity dnt_é iy hased on Scope 1 2id Sand holels
{inthe business segmnent Operator Activities heceuse,

Totelnights aresiot

plicableto Pando{c's head office.
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Sustainable supply chains

Asalarge company Pandox has a responsibility to promote sustainability throughout
its supply chain. Pandox takes steps to ensure that goods and services are produced
in safe and fair working conditions and that environmental protection is respected.

g Sustainable supply

= chains

The UN Sustainable Development Goals

Short-tern goal

Set standards and monitor compharice with
regards to human ngats, labour nights, the
environment and ant1 corruption

Long-term goal

Proactive steps to increase resource efficlency
m the supply cham

Examples of actiens

Implement asystem to
gather supplier data [ ]

Include the Cade of Conduct 1or
Business Partners i new contracts
wi:h selected supphers [

Implement a supplier screen.ng oro

cess

Employee training i sustainable

supply chamng [ ]
Identily and imuale dialogue

with select supphers about

mprov.ng resource efficiency [ ]

® - Completed = Started notcor pleted
@ = Notstarzed @ = Ongaing

PANDOX'S SUPPLY CHAIN

Pandox’s operations are divided into two
business segments with two distinct value
chains. The Company therefore has alarge
number of suppliers. [n the business seg-
ment Property Management Pandox has
direct control over property-related sourc-
ing, such as in connection with renovation.
In the business segment Operator Activities
the degree of control depends on the type of
contract governing the operations. Pandox
has full influence over the sourcing process
for hotels under its own brands and a cer-
tain amount of influence over hotels under
franchise agreements. In management
agreements, on the other hand, Pandox has
less influence over the sourcing process.
This is mainly the responsibility of the hotel
operator. Within the business segment
Operator Activities Pandox’s focus is there-
fore on hatels under its own brands or
under franchise agreements, because they
offer the greatest possibility of influencing
the process.

RESPONSIBLE SOURCING AT PANDOQX
Pandox’s Code of Conduct for Business
Partners is based on the 10 principles of the
UN Global Compact and describes the

expectations that Pandox has of its suppli-
ers regarding human rights, labour rights,
the environment and anti-corruption, Qver
the past year, Pandox has continued the
implementation of the Code of Conduct for
Business Partners.

In 2015 Pandox will introduce a screen-
ing process to ensure that the Company’s
suppliers are meeting the requirements in
the Code of Conduct for Business Partners.
The process will include an internal risk
analysis to identify high-risk suppliers in
terms of corruption and human rights vio-
lations. Pandox will also implement a
self-assessment processio evaluate the sus-
tainability work of individual suppliers. To
increase internal knowledge and expertise,
relevant employees will undergo sustain-
able supply chain training in 2019.

INCREASED RANGE OF CERTIFIED
PRODUCTS

Pandox would like to give its hotel guests
more opportunities to make sustainable
choices when they stay at the hotels. The
goal is increased sourcing of eco-labelled
and Fair Trade alternatives in food and
beverages, and also welcome products.
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Responsible business

To Pandox, doing business responsibly means always applying
good business ethics and supporting international human
rights in all parts of the Company's operations.

Responsible

C”D* business

The UN Sustainable Development Goals

CEGENT WTIRK AND 16 PELLE L1 238TEE
ECOVAMIC SROWTH

st

Short-term goal

No cases of corniption in any cacrations

Respect and protect human sights through
OUL QU OXEANISALoN

Examples of achions

Antl-corrudneon training
Human nghts tramag

®=Competed =Started notcoms etez
& =Natatarted @=00gong

RUNNING A RESPONSIELE BUSINESS
Pandox’s way of doing business responsibly
is described in the Code of Conduct for
Employees and the Code of Conduct for
Business Partners. To ensure compliance
with the Codes Pandox has internal control
routines in place, such as the four eyes and
grandfather principles. Pandox also hasan
independent whistleblower system where
employees and external stakeholders can
report any irregularities. In 2018 no inci-
dents of corruption were reported.

ANTI-CORRUPTION

Free competition and good business ethics
are natural aspects of Pandox’s business.
No forms of corruption, such as giving or
taking bribes, money laundering or
improper actions to restrict competition,
are permitted.

HUMAN RIGHTS

Pandox supports and respects the UN’s
Core International Human Rights Instru-
ments. Pandox has zero tolerance for crimi-
nality, prostitution or sexual exploitation.

¥ Read more about Pandox’s internal work
on human rights as well as equality and
diversity under the heading “An atfractive
workplace” on page 62.

TRAINING

To prevent any violations of Pandox’s Codes
of Conduct, human rights and anti-corrup-
tion are important elements included in
Pandox’s Group-wide online training. More
in-depth content on anti-corruption and on
the prevention of human trafficking and
prostitution will be included in the training.
Relevant personnel will also receive further
training in anti-corruption.
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Attractive workplace

Pandox’s employees are the Company’s most valuable asset. Motivated and
talented employees are the key to success. Pandox therefore males every effort
to be one of the most attractive employers in the industry,

—

o®es Aftractive
AADN workplace

The UN Sustainable Development Goals

[szh ) DLCERT WURK AND
LQUALITY CCONINIC CROWTH

¢ | af

Short-term goal

10 REQUCED
HEQUALITES

-~

=)

h

Increase profess:onal development for
the employees

No cases of discnmeation or workp ace
harassinent/bullying

Pevelop adiversity and equality policy
Ensure fa.r emp.oyment cond.tions
Ensure healtn and safety at the workplace
Reduce staffturnove-

Examples of actions

Updare thebasic sus armability traming

Annual performance and career deve-
lopmnent reviews for all employces

Further ramming in disenminanaon and
workplace harassment/bullying

Health and safety training
Develop arecruitment stiategy

@-Completed = Started not comrpleted
# = Not sta~-ed @ = Ongoing

| N

SATISFIED EMPLOYEES

To attract and retain employees, Pandox
endeavours to create a positive and open
atmosphere with a corporate culture based
on trust, cooperation, pride and mutual
respect. The hotels in the business segment
Operator Activities are continuously mea-
suring employee satisfaction.

A DIVERSE AND INCLUSIVE
WORKPLACE

The Code of Conduct for Employees estab-
lishes guidelines for how to behave in the
workplace. As an employer, Pandox wants
to offer a workplace that is free from dis-
crimination and harassment where all
employees are treated equally and with
respect. Pandox provides training to pre-
vent discrimination and harassment. One
incident of discrimination was reported in
2018 and was handled according to the
hotel’s routines.

All employees are able to join a trade
union and participate in collective bargain-
ing. In 2018, 77 percent of the employees
were covered by a collective agreement,

The hotel industry is diverse industry in
which a large number of nationalities and
age groups are represented. The industry is,
however, facing a challenge in terms of the
low number of women in senior positions —
a challenge which Pandox is taking
extremely seriously.

PANDOX'S BOARD OF DIRECTORS AND EMPLOYEES BY GENDER AND AGE (%)

CAREER DEVELOPMENT

Offering personal development is critical in
order for Pandox to be an attractive
ernployer, The Company’s ambition isto
offer all employees training, carcer oppor-
tunities and career planning. In 2018, 693
employees had performance and career
development reviews. All new recruits go
through an orientation including topics
such as Pandox’s pohcres and an introduc-
tion to sustainability. In 2019 Pandox will
develop and mtensify the Group-wide
online training in sustainability.

HEATH AND SAFETY AT THE
WOREKPLACE

All employees are to have a healthy, safe
and secure work environment. Risk assess-
ments are conducted on a regular basis. The
risks identified are primarily linked to con-
struction sites during renovation, and phys-
ical risk associated with hotel operations —
such as fire. All emplayees receive annual
training, information and instructions in
occupational health and safety.

Pandox considers it important to main-
tain a work-life balance and believes that
physical activity promotes well-being and
improved performance. One initiative that
combines work and exercise is Pandox
Movement, where employees from different

.EFployment category Total number Women Men Age <30 Age 30-50 Age >50
Board of Directors ~ 7 42 9% 571% 0% o 429% . 571%
EXecUlve IManagernent team 8 250% 750% 0% 375% 625%
Genera. Manage s 10 102% 89 R% 0% 797% 203%
Hotel managers ) 4 7 250% 750% 0% T50% 7 - 250%
Gther managers at hotels 1 433% | 5eT% 169% 60 1% 230%
Hotel employees 1,026 470% 530% 28 8% 47 6% 236%
Managers at head ofice 2 500% 500% 0% 500% 50 0%

21 619% 3@ 1% 9 5% 76 2% 143%

Employees af head office
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parts of the organisation gather to take part
in various sports and other physical activ-
ity. Employees are encouraged to challenge
themselves and set ambitious goals
through, for example, registering for a
marathon or some other challenging pur-
suit to promote positive development.

PANDOX'S EMPLOYEES BY TYPE OF EMPLOYMENT CONTRACT

‘Women Men Total
C“ermanent employment contract 453 538 991
lal e 3480 507 897
Parr-t.me 63 31 94
SRS RS £ 2.0
557 646 1,203

PANDOX'S EMPLOYEES BY REGION AND EMPLOYMENT CONTRACT

Permanent  Ternporary

contract contract Total
Naordics 55 2 57
Europe 798 210 1.008
Caliadd 158 ¢ 144
Total ge1 212 1,203

EMPLOYEES WHOHAVE HAD APERFORMANCE AND CAREER DEVELOPMENT
REVILW (%)

Employment category Women Men
Execut.ve management team 100% 100%
{-eneral managers 0% 63 8%
Hote! managers 0% 86 7%
Other managers at hotels 76 1% BRV%E
Hote employees 64 K% 65 6%
Managers at head office 100% 100%,
Ernp ayees at head cllice 100% 100%

WORK-RELATED INJURIES

Total number

INNOVATIVE LEADERSHIP PROGRAMME AT HOTEL HUBERT

Every six months Pandox chooses a new hotel manager for Hotel Hubert based on
employee candidates nominated by the general managers within the business seg-
ment Operator Activities. The purpose of this leadership programme is to provide
employees with career development oppaortunities within the Company. The initia-
tive was launched in September 2018,

NEW EMFLOYEES AND EMPLOYEE TURNOVER BY GENDER,

AGE AND REGION
Total number of Emplcoyee
new employees (%) turnover (%)
Total number 300(25%) 262 {22%)
Waornen 158 (28%) 128 {23%)
Men 142 (22%) 133 {(21%)
Age <30 158 (497%) 134 {42%)
Age 30 50 124 {21%) 102 {17%)
Age =50 18 {6%) 25 {9%%)
Nordics 11{19%) 4{7%)
Europe 276 427%} 247 {25%)
Canada 13 (9%) 11 (8%}

The number of new employees and employee turnover are high in the age category <20. One
reason 15 the “instegsjobb” {entry jobs — Government-subsidised job placements) which are
common in the hotel industry for young people Ancther 1s that emplovees in this age category
are more mohile in the job market

AVERAGE NUMBER OF HOURS OF TRAINING

Employment category Women Men Total
I xecutve management team 12 13 44
General Managers a 261 261
Hotel managers 0 03 a3
Ot1e” managers at notels 251 250 457
Holelernployees 155 157 136
Managets at head office 100 280 180
Fruployees 4~ head aoffice 15 1 62

‘The average number of traming hours for men was 14 9 hours and for women 14 1 hours Train-
mg hours includes all types of work-related training

WORK-RFTATFDITI HEAITH

Total number

Emple *

- 1? yees m : 1 {per hours work(e]dn) Employees {per hours worked*)
atalities canse relate -

[ﬂ a ‘{"‘m}”“‘ ¢ )YWW( Fated nume 100 00001(": Fatalties caused by wore related TTheallty 4t0)
njuries w.th sign.tican’ conseguences 3 5 Measurable work-rela od il hea'ta 4000007

Measutable work relaled i unes

1435{0000715)

* Per hours worked 1s hased on 200,000 hours warked, which 1s equivalent to 160 employees
warking a full-time 46-hour week Cuts and minor burns ai e examples of common Injuries
Injuries with significant consequences are when an employee falls at work and sustains an
tjury that is s0 senous that the recovery time exceeds six months

* Per hours worked 1s based on 200,000 hours worked. whaich 1s equivalent to 100 emplovees
working 4 full-time 40-hourweek Cases of1ll health relates to hotcls in Germany where the
law does nal permal documenting the cause of 1}l health
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Guest experience

Within Pandox’s business segment Operator Activities the guests expect the hotels to deliver a safe
and memorable experience. The hotels are to be safe and the employees must have the right skills to
operate them in a safe and secure way. Taking geod care of the guests also involves Pandox offering
sustainable product options and encouraging the guests to be more sustainable in their behaviour.

e e (Glest
AGID cxperience

The UN Sustainable Development Goals

DEGENT witstx Al
ECONIVIC CROMT

Short-term goal

No cases nf hreaches of customer privacy or
loss of customer data

Ensure secure hotels

Long-term poal

Malke i~ easy for guests tomale sustainable
choices

Examples of actiong

Create a cornmurnication and

about sustanability among hotel
guests

and beverage options
hotes employees
guest privacy :’orhotek employeres

@=Completed = Started not completed
# = Notstarted @ = Ongomg

achion plan tencrease awareness @

Increase the range of sustanable food @
First a1d train.ng for .

Tramning in data secuntty and Py
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HOTEL SAFETY

Hotel safety is an area covered in Pandox’s
Code of Conduct for Employees. In addi-
tion, all hotels in Pandox’s business seg-
ment Operator Activities have emergency
preparedness plans and safety policies in
place. Safety is also a topic covered in the
Group-wide online training. In addition to
this training, the employees receive training
in first aid and ali hotels regularly perform
fire and evacuation drills. No deviations in
health and safety were reported for any of
Pandox’s products and services in 2018.

DATA SECURITY

Data security and protecting the guests’
personal data are critical for Pandox.
Pandox’s guidelines for privacy and infor-
mation security are contained in the Code
of Conduct for Employees. All hotels in the
business segtment Operator Activities have
guidelines and instructions for data secu-
rify and protecting guest privacy. To mini-
mise the risk of a data breach, training in
data security and guest privacy takes place
locally at each hotel as well as through the
mandatory Group-wide online training. To
protect the guests’ personal data Pandox

uses technical and organisational protective
measures, such as firewalls and password-
protected systems. The employees must
respect the guests’ privacy and ensure that
their personal data is treated confidentially.
No complaints of a breach of guest privacy
or loss of personal data were reported in
2018.

ENCOURAGE SUSTAINABLE BEHAVIOUR
Pandox wants to inspire and encourage its
guests to adopt new sustainable behaviour.
Pandox’s long-term goal is therefore to
create a communication and action plan
far hatels within the husiness segment
Operator Activities to increase sustainabil-
ity awareness among the guests and to
encourage changes in behaviour.

The environmental impact of hotel
operations is also linked to the guests’ con-
sumption and choice of products. Pandox
will therefore initiate and support projects
in 2019 to expand the range of sustainable
food and beverages. The objective is to
inerease the amount of eco-labelled and
Fair Trade produects offered to the guests at
hotels in the business segment Operator
Activities.

GUEST SATISFACTION
Pandox’s long-term goal is for guest satisfaction to exceed 80 percent for hotels
that have been included in the business segment Operator Activities for one year or
more. In 2018 guest satisfaction within Pandox’s business segment Operator Activ-
ities was 83 percent. Hotel Hubert was not included as the hotel was only
re-opened in September 2018.



Contribution to local
communities

Contributing knowledge, expertise and resources to local
communities where Pandox has operations is a natural aspect
of the Company’s responsibility to the comrnunity.

. LOCAL TIES European Handball Championship 2020
. . Pandox wants to contribute to the commu- AB, Stockholm City, Svenska Handbollfor-
< ) ® lc onfnbutzon tQ nities where the Company operates and in bundet {the Swedish Handball Federation)
ocal communities the areas where Pandox has expertise, skills and Stockholms Handbollsférbund (the
and interests. Pandox also encourages and Handball Federation of Stockholm).
The UN Sustainable Development Goals ey R . . . . . .
supports hotels within the business seg- The project is working with six schoolsin
el e ment Operator Activities that are pursuing Stockholm. The purpose of the project is to
. their own local initiatives. One example is encourage children and young people from
l!ﬂ l the Hilton Brussels Grand Place which, socioeconomig difficult areas to participate
among other things, is offering work experi-  in physical activity and team sports to pre-
ence for school students and young people vent poor health due to physical inactivity.

Short-term geal

with special needs.
The Code of Conduct for Employees con-  ENBACKASKOLAN PROJECT

To contribute tot 1e commumnies :nwh ch

we operare tains stipulations regarding Pandox’s com- Through Hand the Ball Pandox has expanded
Examples ofactions munity engagement. In 2019 the Company its project with Enbackaskolan in Tensta.
Iimolement a Group-wide sategy for & will further develop the overall community Pandox is providing transportation to
community engagement engagement strategy. outdoor activities and offering young people
Develop 'he ™ the chance go skiing and try other sports,
Enbackaslolan project . . . .
HAND THE BALL In addition to physical activity, the project
:: io':flf:i o ::ﬁgiigm omp etea Pandox has had strong ties to handball fora  is also giving the students an insight into
very long time and the Company’s values working life. In the autumn of 2018 Pandox
- are aligned with those of the sport. Hand- and Secandic Star in Sollentuna jointly
ball stands for fair play and gender equality,  organised a study visit at the hotel, where
as there are just as many female players as 23 students from 8th grade met employees
male players. Every member of the team is and management. The students were given
essential to achieve success and individual an introduction to the opportunities that
development strengthens the team asa exist within the hotel industry and had a
whole. Thanks to its close ties to the sport, chance to try different jobs at the hotel. In
Pandox has been invited to participate in a the spring of 2019 these students will also
sustainability project called “Hand the be offered work expericnee opportunities
Ball”, which is a joint project between the at various Scandic hotels.

PARTICIPALEIN INDUS 1 RY
INITIATIVES

Pandnx isa member of the Furapean
Public Real Estate Association (EPRA)
which, among other things, provides
animportant property index for the
capital market. The Director of Sus-
tainable Business is a member of Visi-
ta's sustainability reference group,
with the goal to to advance the sustain-
ability agenda throughout the tourism
industry in Sweden.

Tield trip tor Enbéckaskolan to Scandic Star Sellentuna.
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GRI Index

GRI Standard

Reporting Pagereference Degreemet Comments

ORGANISATIONAL PROFILE
102-1 Narne o the osgamsation Dage 36 L
102-2 Activities, brands, products and services pages 42-43 L4
107-3 I acanan of headquarters page 51 [ ]
102-4 Lo_c:.\t_lon ofop_erato_ns pages 12-44 L
102-5 Ownership and legal ‘orm page 46 .
102-6 Markets served page 42-46 e
102-7 Scale of the organisation page 62 [ ]
107-8 Information on emp'oyees and other workers page 62 L ]
102 9 Supply chain pages 55,60 » There havebeen 1o significant
changes to Pandox’s supply chan
102-10 Sign fieant changes ro the argan sation and its supply page 66 L]
chaim
147-11 Precautionary Princinle orapproach page 56 *
10712 Externa! ir:natves page 65 [ ]
102-1% Membership of associanons page 65 ®
STRATEGY
102-14 Statement fromn senor decision-maker page 50 ®
ETHICS AND INTEGRITY o ) o )
107-16 Values, principles, standards, and norms ofbehaviour page 56 | ]
GOVERNANCE
102-18 Governance structure pa-;-ge 56 ®
STAKEHOLDER ENGAGEMENT )
102-401.3t o7 stakeholder groups page53 L
107 41 Collect ve harga mng agreernents page 63 L J
102 12 [dennfying and selecting stakeholders pages2 ®
102-43 Approacii to stakeholder engagenent pages 52-53 e
102-44 Key topics and concems ra.sed page 53 ]
MATERIALITY ANA_LYSIS —REPORTING PRACTICE
107-45 kntimes mcluded 17 the consol dared page 51 ®
financial statements
102-46 Defining report content and opic Boundaries page 52 L4
107-47 15t oFmatenal tAPICS 7 page 57 ®
102-48 Restatements of information page51 L]
102-49 Changes in reporting page 52 .
102-50 Reportng penod page 51 [ ]
102-51 Date of maost recent repart page 66 * 16 March 2018
107-52 Reporting cycle page 51 ®
102 53 Contact ﬁoAnL for questions regarding tae report page 51 [ ]
102-54 Clams of reporting in accordance with page 51 ®
the GRI Standards
102-55 GRI content 1ndex pages F6-68 [ ]
102-56 Exteral assurance pages 51,58 ®
@ Met  Partlymet
Glossary
BREEAM Materiality analysis Visita

Industry and employer organisation for the Swedish

Building Research Establishment Environmental
Assessment Method (BREEAM) is the most widely
used environmental certification system for buil-
dings in Europe, The system evaluates and grades
the total environmental impact of buildings.

Global Reporting Initiative (GRI)

Standard for disclosing sustainability information.

The Standard is based on the principles and indica-
tors that organisations use to measure and monitor
their sustainahility work.

66 Pandox Annual Report 2018

Analysis to establish areas that are important for an
organisation to prioritise in its sustainability work.
The analysis is based on stakeholder dialogue with a
economic, environmental and social impact.

UN Global Goals

Part of Agenda 2030 and consists of 17 goals for sus-
tainable development adopted by the UN General
Assembly. The purpose is to end extreme poverty,
reduce inequality and injustice in the world, promote
peace and justice and solve the climate cr1sis by 2030.

tourism industry Its members includes restau-
rants, hotels and travel agencies.



GRIStandard Pagereference Degreemet Cominents

Matenal Topics

Pandnx's tnpirc; Proactive anti-corruption efforts
GRI 205; Anti-cortuption 2016

GRI103 Managenentepproacit  103-1te 103-5 Management Approach ) pdge; 61 [
GRIZ05 Antir-corrustion 205-3 Confirmed incdents of corruption and actions taken page-ﬁl

Pandux’s Lopie: Reduced energy consumphian and rarhon enssions

GRI 302: Energy 2016

GRI103 Managementapproach  103-1 to 103-3 Management Approach page 58 ®
GRIZ02 Encrgy 302-1 Frnergy consurnption wethin the o-ganisation page 58 L]
GRI302 Energy 302-3 Energy intensity page 59 ®
Sector D sc'osiures CRF1RBuwlding energy mtrensity page 59 L
GRI 305; Emussions 2016

GRI 105 Manageientapproach  103-11to 103-3 Manapement Approach p:igcs LY SLE] L ]
GRI305 Emussions 305-1Direct (Scope 1) GHG errussions pages 51,58 -
GRI 305 Lmissions 305-2 Indirect (Scope 2) CHG ermussons page-s 51,68 *
GRI 305 Ermussians 305-3 Other indirec (Scope 3} GHG errissions pages51,57-58 L]
GRIA05 Emussions 305-4 GHG ermussions mtensity page 59 [ ]
Sector Disclosures CRE3 GHG ermss onsinrensity page 59 L

Fuituw’s Lo Rrchiee witer consumption
GRI 303: Water and Effluents 2018

GRI 103 Management approach  103-1 to 103-3 Managernent Approach page 59 [ ]

GRI303 5 Watemand Effluess 303-5 Warer consumpt.on nage 59 L

Pandox’s top1c* Reuse and recycle matenals, and minimse waste

GRI 306 Fluents and waste 2016 [ ]

GRI 103 Managemment approach 103 110103 3 Management Approaci page 59 L

GRI 306 Eluents and wasle 30b-2 Weste by Lype and disposa me hod prage 9 Sepdrdiion of waste bhased on Lag
disposal me*hod cannot be repor-
led as there s o umorm sysiem
for pathenng such infermation

Duudux’s topres Snstmnahle supply cham

GRI 308: Supplier Environmental Assessraent 2016

GRI103 Managementapproacn  103-1to 103-3 Management Approach page 60 L]

@& Me:  Partly met
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GRI Standard eporting

GRL401: Employment 2016 _

GRI103 Managementapproacht 103 1to 103-3 Mahagemnent Approach
401-1 New employee ires and employes lurnover

Gr1401 Employment
Pandox’s topic: Employee health and safety

GRI1403: Occupational Health and Safety 2018
(GR1 103 Management approach

GRI403 Qccupaional Health
and Safety

GRI403 Occupatonal Healthand 403-10 Worke-related il health

Safety

Pandox’s lOPEC'TEMg andm pl:at:essioﬁal_dweldﬁrﬁ-eznt for employ-eé ’

GRI 404: Tralning and Education 2616
GRI103 Managernerntapproach
GRUA0G. Traruing and Fdueanion
GRI404 Traimng and Educa.lon

Pandox’s tapic Fawr emploent terms for emplaees

1035-1 t0 103-3 Management Approach

403-9 Worz-related mjunes

103-1to 103-3 Management Approach
404-1 Average howurs of “Tainmg per year Der employes
404-3 Percentage of employees recemingregular

Page reference Degreemet  Commments

pages 62 63
page 62

page 6%

page 63

page s’

page 63
page 63
page 63

performance and career developrment reviews
Pandox’s topic: Diversity, equality and non-discrimination

GRI 405: Diversity and Equal Oppartunity 2016
GRI 103 Management approach

GRL40S Diversity and
Fqua’ Qpportun-nr,y
GRI406: Non-Liscnmination 2016

GRI103 Managgn}gntapproach 105-1lo 103—5/Mar1agergentApprqach
406-1 inadents of discrrmnanon and corrective

GRI 406, Non-Dascnimunanon
actions talken

Pandox’s topic: Sustamable supply chain

GRI 414:Supplier Social Assessrnent 2016
GRI103 Management approach
Pandor'stopic Hotelsafety
GRI416: Customer Heaith and Safety 2016
GRI 103 Management approach

GRI416 Customer Health
and Sa‘ety

;’andcx:s topic: Ensure custorner privacy and protect custorner data

GRI 418: Customer Privacy 2116

GRI103 Management approachi 103-1 té 103-3 Manérgerrnenikppmacﬁ”

GRI418 Customer Privacy

103-1to 103-3 Managernent Approach
405-1 Diversity of governance bodies and emp.oyees

103-1 to_103—3 Management Approach

pages 62-63
page 62

pages62-63

page 60

103-1to 105-3 Managemenl Approach page 64
416-2 Incidents of non-comphance cencerming the ealth page 64
and safetyimpac:s of products and semvices

page 64
418-1 Substannated complamts concerming breaches of pape 64

custotner privacy and losses of custorner data

®iMet  Partly met

pages 62-635

[ ]
]
As Pandox has switched *othe new
GRIStandards for Occupational
Healthand Safety, tne Company s
focusing on developing asystem
for gathenng new .ndiwcatars Routl-
nes for gathenng informanon reia-
t.Ng so management requirements
will implemented next year
[ 2
®
L ]
[
[ ]
L
_. p—
®
L ]
L 2
[

Auditor's review of the Sustainab lhty report Tao the Annual General Meeting of Pandox AB {publ),

corporate registration number 556030-7885

ASSIGNMENT AND DIVISION OF
RESPONSIBILITY

The Board of Directors is responsihle for
the sustainability report for the year 2018
on pages 49—68 and for ensuring that it
has been prepared in accordance with the
Annual Accounts Act.

ORIENTATION AND SCOPE ORREVIEW

Our review was conducted in accordance
with FAR's recommendation RevR 12 The

68 Pandox Anmual Report 2018

auditor’s opinion regarding the statutory
sustainability report. This means that our
examination of the sustainability report
has a different focus and is substantially
smaller in scope than an audit conducted in
accordance with International Standards
on Auditing and generally accepted audit-
ing standards in Sweden. We believe that
our examination provides a reasonable
basis for our opinions below.

CONCLUSION
A sustainability report has been prepared.

Stockholm, 7 March 2019
PricewaterhouseCoopers AB

Patrik Adolfson Helena Ehrenborg
Authorised Authorised
Public Aecountant Public Accountant

Auditor-in charge
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Nextstop
Alrports

Increased international travel and increased demand for efficient
meetings in big cities is making airport hotels of interest. Pandox
currently has 16 hotel properties situated at international airports that
act as gateways to other national, regional and international markets.

Number of hatels

16 4,05

Characteristics

Airports are strong hubs of the global travel
and tourism industry. They share a role as
gateways to other national, regional and
international markets. This creates a
variety of hotel demand, for everything
from brief overnight stays while in transit to
meetings and conferences.

70 Pandox Annual Report 2018

Number of raoms

Share of total rooms

1 13%

Drivers

There are several strong drivers that make
airport hotels of interest, including
increased travel and increased demand for
efficient meetingplaces in big cities with
challenging transport systems, such as
London.

Examples of hotels

Pandox’s airport hotels belong to different
segments depending on location, demand
and product. Hilton London Heathrow
Airport T4 has 398 rooms and is a premium
hotel, while NH Hotel Vienna Airport with
its 499 rooms is a mnid-range hotel in the
upper segment. Pandox’s two mid-range
hotels at Helsinki Vantaa Airport belong to
the lower segment.
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Property porttolio
by country

. Share of 6% 3% 8% of
B elglum Pandoxtotal  Shotels 2474rooms market value

The Hoteal : : NH Brussels ;

Brussels Bloom : Brussels City
421 rooms IS ronmy . " LR FTUITTEY
thehotel-by 15 be ah-hatels.com 0 E Giltowpom

Crowne Plaza
Antwetp

262 rooms
ihg.com

Crowne Plaza L ] . Holiday Inn.
Brussels - - ' D Brussels Airport
Le Palace . i ) 310 rooms
354rooms v . E ihg,com

ihz.com R Lo
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Denmark

" ScandicHvidovre,
. Copenhagen

- 207 rooms

¢ scandislwielscom

Sc:mdic Copnnhagﬂu
486 roomi
scandichotels.com

Share of
Pandox total

.Copenihagén

‘205Yo0ms

firsthotels.com

5%
s hotels

A,
1.845r00ms

6% of
market value

 Utban House
Copenhagen -
by MEININGER

228r00ms

g urlmnhomc mc

Scandic ..-Iuseholmcn '

215 rooms

scandichotels.com
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) Share of 10% 10% Y of
F mland Pandoxtotal  14hotels  3,080rooms  market value

Hilton Helsinki ' Scandic Grand Marina
Kalastajatorppa v Helsinki

238 rooms 470 TOOmS

hilton.com seandichotels.com

TN W gy o gy
H 11 ETR

Hilton Helsinki
Strand

198 remind
hilton.com

Scandic Park o Scandic Tampere City
Helsinki ST 263 To0Ms

scandichotels.com
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Share of 1% 39%, 2% ot
Canada Pandox total 2holels 952 rooms  markel value

* InterContinental
Montreal” ;
357 rooms
montrealinter-
[LTTLIRCTER RU T

* DoubleTree by Hilton

-Momtreal .
rooms

! ?1?! 35310{;5&0;3

N .fl__[llillnup.f

Pandox AnnualReport 2018 75



Share of 1% 1% 2% of
N ether 1611’1(18 Pandoxtotal  1hotel 18%rcoms market value

Park Hotel
Amsterdam
. 189 roonis
¢ parkhotetnl

Share of 10% 8% 6% of
NO] W ay Pandox total 14 hotels  2,535rooms  market value

Scandic
Lillehammer
303 rooms
scandichotels.com

Scandic Hafjell Scandic Valdres
2EQ 10MS [ W 119 roomns
seandichotels.com gl o scandichatels.coem
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176 T00mS
scandichotels.com

. 248 ronins
wordicchoicehotels.se

Scandic Solli
Oslo .
236 rooms
scandichotels.com

KRR

* Scandic Bodg -
:, 135 rooins i
' seandichotels.com

e

.

Sl

L et v B

R
w0 B

Pandox Annual Report 2018

77



Share of 50% 8% 27% of
Swe den Pandox total 43 hotels  8869rcorms  market value

Scandic Malmen : . Scandic Jarva Krog

Stoclcholm , - i y 215 Thetns
[TUTTIEY e E 4 b \ ﬁcandichotc!s‘com

Scandic Kista s Hilton Stockholm
Stockholm R Slussen

149 rooms TR DR 289 rooms
scundichotels.com i hitton.com

Radisson Blu i Scandic Kalmar
Hotel Arlandia Vst
Arlanda . 150 S0

oI scandichatels.com
nbhu.com
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) Share of 1% 1% 1% of
Switzer 1a1’1d Pandox total 1hotel  206rcoms  market value

Radisson Blu
otel Basel
i RO% rOGMS
* radigsonhlu.com/en/
horgthasel

) Share of 1% 2%, 5% of
Austria Pandox total 2hotels  639rooms  marketvalue

NH Vienna Airpoéry
490 woms
nl-hotels.com

nnml
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Share of 18% 18% 17% of
Gerl’nany Pandoxtotal  26hotels  5748rocoms  market value

Leonardo Hotel . . Leonavdo Royal
. Ménchengladbach g : Hotel Frankturt -

' 138 rooms d o - 44 FOOImS

leanardo-hotels.com 3 P Lo e lecnarda-hotels.com

o
el
-
o
—
P
il
—
——
—
—
——
——
s

i
A

Ry

Leonardo Hotel
Hannover Airport
IR BT 2 b0
Teonardo-hatels comn

Leonardo Royal Hotel

Baden-Baden
- 121 yoons
leonurdo-hotels.com
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Radisson Bly

Dortmund

196 Tooms

radissonblu.com/en/
- hetel-doetmund,,

Radisson Blu Brem
_ u35T00mS P
radissonblu.com/en/

P01 TooImns .
* hotel-berlin.de-

 Holiday Inn
i Liibeck
. Ag3 Iqoms , ‘ 150 vosms -
radissonblwcom/enn/ : - ihg.gom
hotel-cologne ™ : B
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Share of 15% 16% 18% of
The UI< Pandoxtotal 21 hotels 5,286rooms  market value

Jurys Inn Manchester  _. @ i Jurys Inn Leeds
2b5 rooms ’ 218 rooms
furysinns.com/hotels/ .

Jarvaints.com/
manchester Farys "y

hotels/leeds

Jurys Inn Sheffield
250 rooss
Jurvsings.com/hatels/
sheffield

Hilton London Jurys Inn
Heathrow Airport Birmingham

L60 o 445 TROTY

hiltonhotels.com , Jaeysinns.comy
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Share of 2% 1% 3% of
Ireland Pandox total Tholels 445 rooms  marketvalue

. +-3
: jurysinns.
galwiy

T it

Jurys Inn Cotk
173 POHIS )
jmisinm,comﬂwtelsf

L
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Property portfolio 2018

At year-end 2018, Pandox’s property portfolio consisted of 144
{143) hotel properties with 32,268 (31,613) hotel rooms in 15 {15)
countries. The Nordic region made up around 46 (52) percent of

the market value of the property portfolio. A total of 128 of the hotel

properties are leased to third parties, which means that around

PORTFOLIO OVERVIEW BY SEGMENT AND COUNTRY, 31 DECEMBER 2018

85 percent of the market value of the property portfolio is covered
by long-term external leases. The remaining 16 hotel properties are
owned and operated by Pandox,
Pandox’s tenant base consists of reputable hotel operators with
strong hotel brands in their respective markets.

Number Market value {MSEK)
Praperty Management Hotels Rooms Per country As % oftotal Perroom
Sweden (SE) 43 8,869 14,240 27 17
Germany (GE) 22 4,463 7,393 13 17
Unired Kingdom (UK) 19 4675 8650 16 19
Finland (Fy 13 2924 35927 7 13
Norway (NO) 14 2,535 3223 & 13
Deamark (DK) 8 1845 3,495 6 19
Austna (AT p) 639 1407 5 22
Belgum (BE) 2 519 816 2 16
Ireland (Ik) 3 445 1,489 4 33
Swrzerland (CH) i 1 206 701 1 34
Netherlands (NL} 1 185 1.079 2 57
Total mvestment properties 128 27,309 47{139 B85 1.7
Operator Acthnties
Belgiurn (BE) 7 1,955 3380 [3 17
Germany (GF) 4 1785 2479 4 19
Canada (CA) 2 952 1,289 2 14
United Kingdom (UK} 2 611 830 2 15
Finland (FI) 1 156 21 0O 01
Total Operator Activities 16 4,959 8,058 15 16
:i‘otal 144 32,268 55,197 - 100 1.7
PORTFOLIO OVERVIEW BY BRAND, 31 DECEMBER 2018 Rooms by operator’brand, 31 Decembe 2018

Number
Brand Hotels  Rooms As % oftotal Countries M Scandic 342
Scandic . 51 11,002 34 SE, NO, FL, DK M jurys Inn, 14%
Jurysinn 20 4410 14 UK, IE W Leonardo, 11%
Leonardo i 18 3.547 11 . GE #F Hiwon ’%
Hilton ) 8 2,582 8 SE,PL UK, BE,CA ¥ Nordic Choice, 6%
Nordic Chence Hotels 1 1,800 & SE.NO % Radisson Blu, 6%
Radisson Blu ) 8 2,033 6 CH, GE. UK, NGO, SE NH Hotel Group, 5%
NH 7 1,681 5 AT,BE,GE Other. 16%
Crowne Plaza z 616 z BE
Elite Hotels 2 484 2 SF Lease imatutity profile, 31 Decembper 2018
Holiday Inn 2 469 1 BE,GE
Frest Hotels 2 403 1 DK MSEK %
InterContinental 1 357 1 CA 6ag 120
Metninger 1 228 1 DK S00 100
BostWesten o 10 0 ) | SE 400 ao
Independent brands 10 2553 & Sr.FLBEL,GFNL UK 3co 60
Total 144 32,268 100 151 200 40
" Includes the submarkets England, Scotland, Wales and Northern Ireland. - 100 20
0 202t 2029 2037 2045 205%
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Change in property value 2018

At year-end 2018 Pandox’s property portfolio had a total market
value of MSEK 55,197 (50,121), of which MSEK 47,139 (42,548)
was for investment properties and MSEK 8,058 (7,573) for
operating properties. During the year one investment property and
one operating property were acquired in the UK. One investment
property was divested in Sweden. Two hotel properties were reclas-
sified as investment properties. The market value of operating
properties is reported for information purposes only and is
included in EPRA NAV. Operating properties are recognised at cost
less depreciation and any impairment.

CHANGE IN VALUE INVESTMENT PRGPERTIES

MSEK
Investmen: properiles, opening balance {1 Jaquary 2018} 42,548
+ Acquustions 7 ) 1,215
+ INVes ments In ex1gT g portioan 434

Drvestments > 286

+/— Reclass.fications 2 621
~ Remeasurement for tne year of property, 2lantand equpiment 1n
comorehensive ncome 1 11+
-/=Chenge nwvalue, tnrealzed 1,429
+/-Change nvaue, vearsed ¥ 14
-/-Cnange nexchange -ates e Lpas
Investrnent properties, closing balance (31 De-cember2018-)“ B 47,139
CHANGE IN VALUE - OPERATING PROPERTIES,
REPORTED FOR INFORMATION PURPOSES ONLY

MSEK
Operating properties, open ng balance {1 January ?018) 74573
+ Acquisions 4 510
+ Livestmenls i exls ing portlolio 286
-Dvestments -
+/-Red ass fications =773
+/—Change nva ue, unreabsed 224
1/ Change nva e, calsed
v-Changemexcaangerales 238
(_)i)erat-fng proper{les. cl-osmg balance (31 December 2018) 8,058

U Mainly refers Lo reclassification of two hotel properties to Property Management 1o Q1 2018
2 Refers to acquisition of The Midland Manchester in Q4 2018

1 Relers to divestment of Scandic Ferrum m Q4 2018

4 Refers to acquisition of Radisson Blu Glasgow in Q4 2018 and acguisition adjustment

s own brand ., 1D

At the end of the period the carrying amount of operating proper-
tics was MSEK 5,800 (5,668).

At year-end 2018 the average valuation yield amounted to
5.51 (5.57) percent for investment properties and 6.74 (7.27)
percent for operating properties.

STABLE TRANSACTION MARKETIN 2018

The volume of the global hotel transaction market in 2018
amounted to USD 68 billion, which is largely the same as in
2017. Itis 20 percent lower than the peak volume of

USD 85 hillion in 2015. For Europe, the Middle East and Africa
(EMEA) transaction volumes fell by around 8 percent to

USD 23 billion in 2018.

Trends on the transaction market:

« Substantial capital available for investment

« More diversified property companies focusing on hotels
« Agian investors remain active

POSITIVE INVESTMENT CLIMATE IN EUROPE

The transaction market in Europe is expected to fall by 5—10
percent in 2019. The percentage of single-asset acquisitions
is expected to rise and the percentage of large portfolio
acquisitions is expected to fall. The UK, France and Italy are
particularly attractive markets.

Source' JLL Hotel Investment Outlock 2019.

[ Hotel Berlin, Berlin |

The Hotel.

BRUSSELS

tHotel tHubevt-

Grand Placa

HOTELLI
KORPILAMPAI
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Property list

Property Management

Environmental

ceruficanon/Environmental
Hotel City Location management system Type of agreementV
Saedan
Best Westemn Rayal star Alveo stockohm Congresscemtie Gieen Key o6
Clanon Grand, Helsirgborg Helsimgborg City centre 150 14001 oG
Clar .on Grand. Ostersund Ostersund City centre 15014001 G
Lhte Fark Avenue Hotel, Gothenburg Gothenbuig City centee Green Key 06
Elite Stora Hotellet, fonkoping _ Jonkoping City cent-e . Green Key QG
Hilton Stockhokm Slussen Stocchelin City centre 150 14001, LightStay, Green ey O
Moz Hote1&SHa Mora City centre 06
Ouality Ekoxen, Linkoping Linkoping City centre 15014001 OG
Ouality Grand, Bords Bords City cente 150 14001 QG
Quaiity Tuled Luled City centre 15014001 0G
Cuahty Pars, Sodertale Sodertal e City cente 150 14001 o
Quality Win, Gothenburg Gothenburg Ring road 15014001 oG
Radisson Blu Ar and a Hotel Stockbalm Arrport Green Key QG
Radisson Blu lolel, Ma o Malmo City centre Green Key G
Scandie Alik, Stocksolm Stockrolm Ringroad Mordic Swaz QG
scandic Backacdal, Got enburg Gathenburg, Ring road Morchic Swar o6
seandic Crow, Gotrerburg Gothenburg Oy cente Mordic Swam Q
Scandic Eirnla, jJonkoping jonkoping Congresscestie Nordic Swar o6
seandic Grand, Orebto Orebro City centre Nordic Swan o]
Scandic Halladia, Ha'mstad Ha mstad ity centre Nordic Swar o
Scandic Hasselbacken, stockhol Stocklalm City cent-e Nordic $wa~ OG
Scandic He.singborg Notd Halsingborg Ring road Nordic Swar oG
Scandic JarvaKrog Stockholm Stocktolm Ring -oad Nordic Swan O
Scandic Kalimar Vast Ka mar Acrpart Nordic Swar oG
Srandic Kista Stac<talm Gity cente Norehe Swet a
Scandie Kramer, Mamo halmo City centre Nordic bwar [s]
S¢andic Kurigens Kurva, Stockhiolm Stocarolm Rung read Nordic Swa oG
Scandic Linkoping Vast Tankoping Ring road Nordie Swar. oG
Seandic Luled Luled Ring road Nordie Swa” OG
Scandic Malmen, Stockholm Stocknolm City centze Notdic Swar fols]
Scandic Melndal, Gornesburg Gothenburg City centre Nordic Swa o
scandic Nonkoping Nerd Noirop'ng Ring road Nondic Swar oG
Scandic Park, Stockholm Stoccholm Qtycente Notrdic Swan e
Scandwc Plaza, Bords Bords Oty centre Nordic Swat )
Scandic Slcathiatme- Stoc <Folm Ringroad Nordic Swa 1 O
Scandic $t]orgen, Ma o Malmo City centre Mordic Swar oG
Seandic Segevdng, Malno hMalmo Ring road Nordic Swar QG
Scandle Star Sollentuna Stockrolm City centre Nordic Swar G
Scandic Sundsva 1 Nord Sundsvall Ringroad Merdic Swat OG
Scandic Sodertalje Sodertal|e Ring -oad Nordic Swar. oG
Scandic Winn, Katlstad Karlstad City centre Nordic Swas o}
Scandic Orebro Vast Qrebro . Ring -oad Nozdic Swar. G
WVildrmarkshote! et, Kolmdrdern Norrzap ng Hesort Nordie Swa oG
Noryay
Clation Co ection Azclicus Harslad Harstad R CQily centre 15014001 QG
Clar.on Collect.on Bastion, Osle Qs.o City centre IS0 14001 e]
Comfort Bgrspar<en, 0s o Os'o City cente 150 14001 oG
Camtort Holherg, Begen Bergen Gitycontre SO 14001 0G
Scandc Alexandra, Molde Molde ity centre 180140601 oG
Radisson Blu Hotel, Bodg . . Boda . City cente GreenKey R oG
Scandic Ko'estad _Bergen A “port Nordic Swan a
Scandic Boda Boda City centre Nordic Swar O
Scandic Hafjell . Oyer Resort Certthcanon 1 progress o
Scandic Tlleharnimer _ . Lllehammey . Clty centre Cernficahion I progress e}
Seandic Ringsake: . Haria: . Rungroad Nerdie Swazn OG
Scandic Soll, Ozla Cso City cent-e Nordic Swar QG
Scandic Sar.andet Krishansand Rasort Certification tn prograss O
Scandic Valdies Fageines Resoit Ce-uficaion inp ogress Q

11 Q = Revenue-based, 3G = Revenue-based with guaranteed munttawm rent level, OR = Revenue-based and profit-based, B = Profit-based, F = Fixed, 10 = International profit-based,
M = Management agreement, FR = Franchise agreement, AM = Asset management agreement
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Operator/Brand Number of rooms Brand Wall Of fam e
Private/Best Weslerm 105 Best Weslem S el ected awards
Nordic Choice Hotels/Claricn Hotel 154 Nord.c Choice Hotels
Nordic Choice Hotels/Clarion Hotel 197 Nord.c Chowce Hotels
. . EhmesEteHotels 17 Eate Hotels
Elite/ElLie Hotels 167 Elte Hotels
Hiltor/Hilton 239 H 1on
Prvate/Independent 135 Independent *
. __ NordicChoice Hotels/Quality Hotel 208 ~ord ¢ Choice Hotels E G E N C ' A
Nordic Choice Hotels/Quality Hotel 154 Nord.c Cholce Hotels
Nordic Chelee Hotels/Quality Hotel 220 Nord e Chowe Hotelz
Nerdic Cholce Hotels/Ouality Hotel 157 Nowd Choice Hotels THE HOTEL BRUSSELS
Nordic Chowce Hotels/Qualty Hotel 121 Nard ¢ Cnoce Hotels TOp 100 Hotels 2019
Radisson Hospuality/RadissonBlu 342 Radisso™ Blu
?ﬁdﬁz;‘;z;‘;‘f”’mmm = ;: R“'d“;:anlj: RADISSON BLU HOTEL GLASGOW
Scandw/Scandic 2:6 Scand ¢ Top 100 Hotels 2019
_ ScandefScande EEL] Scand ¢
scandic/scandic 254 scand ¢
Scandic/Scandic 224 Scand.c
Scande/Scandic 172 Scand.c
Scandic/Scandic 113 Scand. R
Scandic/Scandic 240 Scardc R
Scandic/Scand:c 235 Scardc f Efm‘ﬁgs \Aix
Scandic/Scand.c 150 Scand.c § .
Scandic/Scand.e 147 Seanda Y ;i'
Scandic/Scand.c 113 Scande ‘&x I
Scandic/Scandie 257 Scandc tripadvisor
Scandic/Scandic 150 scand ¢
Scandic/Scandic 160 scand o HIITON LONDON
e Sendefende . seendc HEATHROW ATRPORT T4
e ScandwfScande 206 Scend c
Scandic/Scandic 151 Scand ¢
Scandic/Scand.c 23] Scand ¢ URBAN HOUSE COPENHAGEN
Scandic/Scand.c 201 Scand.c BY MEININGER
o Seandie/Seande 20% cand ¢
Scandie/Scandic 28y Srard.c
Scandic/Scand.c Pz Scardc
Scandic/Scandic 270 scardc
__ _ Sandie/Seande 160 Scand.e
Scandic/Scand.c 13 Scand.c
Scandic/Scand.c 199 Scand.c
Scandie/Scandic 212 Scande
. Powate/independent 213 Independent
Nordic Chowe Hotels/Clanon Colleclion Hotel 75 Nurd © Chioice Holel:
Nerdic Chotce Hotels/Clanon Collection Hote. 5 Nord ¢ Cholce Hote's HILTON LONDON
Notdie Chowe Hatel/Comfort Hatel 243 Nord ¢ Choice Hotels HEATHROW AIRPORT T4
Nordic Chaers Hotel=/Camfor Hotel A Nord ¢ Chare Flokels Europe’s Leading A.irport Hotel 2018
Scandic/Scand © 165 Scand ¢
?d{sson I‘Iospualny/Radlsson Blu 191 Rachssor1Blu CROWNE PLAZA BRUSSELS - LE PALACE
Seareic /Scand o 199 Seand ¢ . . .
crandi Acad o 135 — Belgium’s Leading Business Hotel
SrandicsScand ¢ 213 Scand ©
Scandie/Scande 33 Scarde HILTON HELSINEKISTRAND
Seaidi Acand o I3 San e Finland’s Leading Hotel
Seand céscardic 220 Seard ©
seatidiesSeard ¢ 2°0 sScand ¢©
Sectdie Aeud 139 seand ¢
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Environmental
ceruficabon/Environmental

Hotel City Location managerment system Type of agreement!}
i aname

Scandic Sluseholmen Copenhagen Ringread (o]
First Mayfa.r Copennagen Copentiagen City centre GreenKey oG
Furst 1we-tyseven, Copeniagen Coperihagen iy wentre Green ey o0
Scandwe Copenhiagen Copenhagen City cente R Mordic Swar Q
Scandic G.ostrup Copenhagen Ring road Mordic Swan o]
Scandie Hvidovie _ Copenhagen Rung "wad _ Mordic swar _ 8]
Scandic Ko ding Kolding Reng road Nordic Swar. als]
Urban House Copenagen by Meimnge: Copenhagen City cente QG
1 bt

Aurport Hotel Bonus [n+, Vantaa Vantaa Arport EcoCompass 06
Alrport Hotel Poottr, Vantaa Vantaa A_port Q
Hilton THelsinla Kalastaratorppa Helsuk Ring road 150 14001, LightStay QG
Hilton Helmink Strand Helsinki City contre 150 14001, T1ghtStay G
Seandic Imatran Valtionhotzll R I'matra Qty centre G
Scandic Fspoo Espao Ring road Nordie Swa O
Scandic Grand Manna, Helanky Heluinky Cihy centze Motdic bwan s19)
Scandic Jyvasayla Iyrvaskyla City cente Nordic Swar el¢]
Scandic Kajanus, Kajaani Kajaam Congress centre Nordic Swar a
Scandie Kuopio Kuopw Clly centre Nordw swas. G
Scandic Park, Hels.mky Helsinka City centre Nordic Swar. oG
Scangchc Rosendah. Tampere Resort Nordic Swar o}
Scandic lampere Gty larnpere Ciy cernt-e Nordie Swa O
ARy

Holiday Inn Dusse.dorf Airpo-t Ratingen Dusseldof Aport 06
Leana-da Tra-kfu-t Ciry South Frankturt A -port aaq
Leona-do Aacren Aache~ City cent e QG
Leonardo Dusseldorf City Center Duszeldorf City centve 0G
Leonarde Hamourg Oty Nod Harmbu-g ity cente naG
Leonazdo Hannover Airport Har.zover Arpolt R 0G
Lecna-do Hannover Hannover City cente OG
| ecnardo Heidelberg Heidelberg ity centre oG
lLeonazdo He delbeig-Walldor 0 Hewdelberg Cily centze aG .
Leonarde Kar.sruhe Karlsrune City cent:ze oG
Lecnarde Keoln-Bonn Arrpott Co ogne A.rport 0G
Leonarda Mannheim City Center Manrhoum City contre G
Leonardo Monchengladbach Moncheng adbach City centre oG
Leonardo Royal Baden-Baden Baden-Baden City centve oG
Leonardo Royal Dusseldorf Komgsallee Dusseldof City cent-e . 06
Leana-do Royal kran<furt brankfurt City centre oG
Leonarde Reyal Koln am Stadtwald . Cologhe R City centre B G .
Leonarda Wolfsburg City Center Wolfsburg City cent-e 0G
NH Collection Hamburg Haribug City centie r
NH Frarikfurt Airport Frarkiurt A.rport oG
NH Mumuch Atport Muruch Arport 180 14001, Green 1eaders oG
Radsson Blu Hotet, Cologne Cologne Congresseesie Gieen Key 06

* Q = Revenue-based, OG = Revenue-pased with guaranteet mimimum rent level, OR = Revernse-based and profit-based, R = Profit-based, F = Fized, 10 = International profit-based,
M = Management agreement, FR = Franchise agreement, AM = Asset management agreement
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Operator/Brand Number of rooms Brand

Srardic/Seand ¢ 215 Scand ¢
First/Fust Hotels 203 First Hotels
First/barst Hotel: 200 First Totel:
candicsSeand © EEL Seandic
Scandic/Scandc 120 Srand.c
Seanid/Seand.c 207 Scandi.
Scandic/Scand.e 188 Seand.c
Me n'-ger/Me Tinger 273 Mewninger
Private/Independent 214 mndepende—t
Prrvate/Indepence-t 112 Independe=t
Sernd.c/Hilo 23R .t
Seend e/H o 180 H_tor
Seandic/scand.e 137 Scand ¢
Srandic/Scard.c 96 Scand ¢
Seandi /Seard.e 440 Seand.c
Scandic/scard ¢ 150 Sczndc
Seardic/Seand ¢ 151 scand ¢
Sedrdic/seand o 137 seand ¢
Scardic/Scand ¢ 523 Scand ¢
Scardic/Scand ¢ 213 Scand ¢
Sear dic/Seand ¢ PLL Seand ¢
Fatta /Lecnardo 199 Lzonardo
Tatta /L eonardo 295 1earardo
Fatta /Lecnarda a3 Leorardo
Fatta /Leonatda 134 Leorardo .
_ ) anclie Glostrup. Copenhagen
Fatta /1 eonardn 147 learardo
Fatta/Leonardo 234 leorarao
Fatta./Leonardo 175 Leorardo
Fatta./T eonardo 169 T zonardo
Falla /Leanardo 161 Leorardo
Fatta./Leonatdo 147 Leonardo
Fatta /Leandrdo 177 Leonardo
tatta Aconarde 143 Leonatdo
Tellu M vonado 125 Leonardo
Fatta./Leonardo 121 Leonerdo
Tecl b undes Toyml 7?53 . 1 eonardo
Pralle yLewtardo Royal 449 Leonatdo
FaTta /Leddiu koyd) 1Ly [ Frnzrin
Fatta /Lecnardo Royal 343 I 2onardo
NH/NH Co.ecton 129 NH
NH/NH 158 NH
NH/NIH 230 NH
Radwson [ospilaaty'Radisson B 292 Radissum Blu

Leomardo Hannover
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Environmental
cerficanon/Environmental

Hotel City Location managernent system Type of agreement?
AEY

England

Hilten London Heathrow Anpoit T4 Londor Aupart 15014001, LightStay a
[urys lnn Birmingham Birrmngha:m Lity centre Green lountsrn Gold oG
Juyz Inn Bradford Rradford ity cent-e Green Touvism Gald aG
Jurys Inn Boghton Waterfront Brghton Oty centre Green Tourlsm Gold oG
Jurysinn Cheftennam Chelte.narn City centre . Cernficanionin progress oG
Jusys Inn Fast Midlande aarport Derby A rport Green Tourssm Gold OG
Jurys Inn Hine<ley [s.and Hine<.ey Ring -0ad Certification i progress QG
Juys Inn Leeds . Leeds ity centre Green Tourism Gold oG
JuysInn London Croydon Croydon City centre Green Tourism Gold oG
Turys lon Marchester l\lf-mr_heslen Ciy centre Green Tounsm Gold aG
Jurye Inn Mudd.esbrough Middlesbrouga City cente Ceification m progress QG
Jurys Inn Oxford Oxford Ring -cad Certification in progress oG
Jutys Inn $helfed Shefteld Clty contre Greer loumsm Gold O
Jurys Inn Swindon Swinder City centra Green Tounsm Gold OG
The Midland Manchester Manchester ity centre Green Tounism Gold fole)
Scotland

Jurys Inn Glasgow Glasgow City cent-e Gieen Tou ism Gold QG
Jurys Inn [nverness Irverness Qity centre Certification in progress oG
Wales

Jurys Inn Cardut Carddf City centre Certificanon tn progress e}
Northemn ireland

Jurys Inn Belfast Belfast Clty centre Green Tounsm Gold 6
ireland

Jurys Inn Cork Cork City centre Green tounsm Gold oG
Jurys Inn Dublin Chnstclurch Dublul City centre Green Tounstn Gold G
Jurys Inn Galway Galway City centre Green Tourism Goid 06
[BIHIEN

Belgium

NH Brussels EU Betlaymont Brussels City centre Green Key oG
NH Brussets B'oom Brugsels City centve Green Key QG
Netherlands

Park Hotel Amsterdam Amsterdarm City centre Green Globe . OG
Switzerland

Ragdisson Bly Hotel, Basel Bazel City centre GreenKey QG
Austria

NI Salzbung City Saizburg ity centre [ol]
MH Vienra Alrport V.ennd Alport 150 14001, Green Leaders OG

1 Q = Revenue-based, OG = Revenue-based with guaranteed minimum rent level, OR = Revenue-based and profit-based, R = Proht-based, F = Fixed, 10 = Inteinational profit-based,
M = Management agreement, FR = Franchise agreement, AM = Asset management agreement
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Operator/Brand Number of rooms

Brand

Hiltow i w1
Fatta/Jurys -~
Tatta./iurys 1~
Fatra /jurys =~
Fatta /urys Iz
Fatta/Juryslo.r
batta Aurys I
Fatta Aurys1-—
Fatta./furys iz
Fatta./urysIr -
Fatta /urys [~
Fatta /urys ==
latla7fueys i
Fatta./[urys Iz

=t findaner dert

Fatta Jurys -
Fatta /Jurys -~

Fatta Aurys ==

bFatta /urys -

Fatta./urys Ir-
Fatta/murys 0
Fatta furys = -

NH/NH

NHYNH

Crand City Hotels/Independe-it

Radissan Hospitaity/Radisson B

NENTT
NH/NH

794
445
198
214
122
164
362
245
240
205

112

270

133

1z2

H 1on
Jurys Inn
JurysInn
Jurys Inn
juryslnn
Jurys Inn
Jurys Inn
JurysInn
Jurys.nr
Jurys.bl
JurysInt.
Ju—ys "o
Jurye v
Jurys (i

Independert

Jurys Inn
Jurys nn

Jurys Inz

Jurys Inn

Jurys Inn
Jarys Ian
Jarys Inn

NI

NH

Independe:t

Rachs. o2 Blu

NH
NH

Park Hote
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Operator Activities

Environmental

certification/Environmental
Hotel Crty Location management system Type of agreement !
Fonlard
Hotel Korplamp, Fspoo Espoo Resoit Greerni Key 10
Balpaet,
Crowne Flaza A-twerper. Antwerp Ring road IHG Green Engage . FR
Crowne Plaza Brussele - Le Palace Brussels City centre IHG Green Engage FR
Hillon Bryssels City Brussels Cily cent-e 150 14001, Lightstay, Green Key PR
Helton Grand Place _ Brussels City centre 10 14001, Lightsiay. Green Key =~ M
Holiday Inn Brussels Awrport _ Brussels . Aport R IHG Green Engage, GreenKey ~ FR
The Hotel, Brussels __ Brusseks . Citycentre Certification 1n progress ple]
Hotel Hubert ; Brusels Cuty centre Green¥ey 0o
UK
Ergiand
[—mtoq Ga-den (nn London Heat}'uow Lopdon Aurport ISC 14801, L'ghts_lay FR .
Seotland
Radis:on Blu Hotel, Glasgow Gla.gow City centre Green Toursm Silver M
Goeimany
Ho.day Inn Lubeck Lubecx Ring -oad IHG Green Engage FR
Tiotel Ber in, Berlin Rerlin ity cente Groen Key (8]
Radisson Blu Hotel Bremen Bremen City centre Green Key FR
Rachsson Blu Hotel, Dort:mund Dortmuad Corigress certre Green ey FR
Canada
DoubleTree by Hilton Montreal . Montreal City centre Green Key FR
I-rerCo-tinental Montreal hiontreal Lty centze. Gresn Key b
External management agreements
Hotel City Location Type of agreement’*
Norway
Clar.on Col.ection Hotel Folceteatiet . Cs.0 City centre AM
Claron Colecton Hotel Gabelshus* R Os.0 } Gty centve _ AM
Grand Hotet Gsioby Scardic o0 Oy centre AM
Scandic Hesfyr* L o Osio _Ringroad o R AN ;
Scandic Holberg* Os.0 City centre AM
Scandic Holmenkollen Parle* GOslo Resort AM
scandie Oslo Ciry* [8:%.] City cente AM
Scandic Victona® Oso City centre AM
Scandic Gardermoen* Oslo Aport AM
Bahanzas
pelican Bay, Grand Bal.ama Island** Lucaya _ _Resort o AM

*0Owned by Eiendotnsspar AS, whichis a principal shareholder in Pandox Pandax is paid based on a percentage of hotel rental income
*QOwned by Sundt AS, a related party of Helene Sundt AS and CGS Holding AS, a pnncipal shareholderin Pandox Pandox s paid based on a percentage of the hotel’s revenues

1 0 = Revenue-based, OG = Revenue-based with guaranteed mimmum rentlevel, OR = Revenue-based and profit-based, R = Profit-based, F = Fixed, 10 = International profit-based,
M = Management agreement, FR = Franchise agreement, AM = Asset management agreement
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Operator/Brand Numberof rooms Brand

Pandox/[dependent 156 Independent
Pandax/Crowne Plaza 262 Crowne Plaza
Fandox/Crowne Plaza 354 C.rowne Pla‘a
Pandox/H:llon 2gd Hilton
Hilton/Hilgn 224 Hilton
Pandox/Helday nn 310 HabdayI-.n
Pandox/Indeperndent 421 Indeperndent
Pardox/Independent 1co independent
Pandox/Hilton 360 Hilton Garden (-1
Radissen Hospitahty/Radisson Bl 2a7 Radisse Blu
Ba~dox/Hol day Inn 158 Holiday I~.n
T s T dop odnd 2 - Indrperder t
Fd o fgalse0 . Biu 234 o Radisaa Blu

2 dox/Radiszo”. B pali] Radrsson Bl
Pardox/H. ton 595 Doub elrecby H ton
HE/IrterCorhinent 31 3E7 InterContnental
Operator/Brand Number of rooms Brand
Nord:c Cnonce Hotels/Clanon Collection 100 Nohic Choice Hoel:
Nord:c Choice Hotels/Clanon Collection 114 Nordic Chowce Hotels
Seandic/Scad © 283 Scandie
Seand ¢/scand.g 253 Scand.c
scandic/seend ¢ 124 Scand ¢
Scand.c/Scand.c Fa3 Scandic
Scandic/Scand o 178 Scand ¢
Scendic/Scand ¢ 159 Scandic
Seand o/Scand.c 135 Scand ¢
Surct as/Adependant 156 Independemt

Grand tHotel Qslo
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Risks and risk management
A systematic process
with clearroles

A number of factors affect, or could affect, Pandox’s operations — either directly or
indirectly. Pandox works continuously and in a structured way to identify business risks,
in order to manage these as consciously and effectively as possible.

During the year and within the framework
of the Company's strategy and business
planning processes, Pandox updated its risk
assessment based on the Group’s current
operations and goals.

Pandox’s risk

process

SENSITIVITY ANALYSIS

The sensitivity analysis to the right
describes the financial effects of
changes in certain key parameters
linked to risk. In terms of financial
reporting of both income and financial
position, it is mainly fluctuating interest
rates, changes in RevPAR and valuation
yields that have the greatest impact.
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Pandox defines risk as a factor of uncer-
tainty that may affect the Company’s ability
to reach its goals. It is therefore of the
greatest importance that Pandox is able to
identify and assess these uncertainties. The
Board of Directors has overall responsi-
bility for risk management, while opera-
tional work is delegated to the CEQ, CFO
and those responsible for the various busi-
ness areas within Pandox. Pandox’s strat-
egy is to invest in hotel properties with
revenue-based leases with the best hotel
operators, and also to be able to run hotel
aperations itself when necessary. Given this
strategy, Pandox has classified risks into
five categories (regardless of priority and
materiality):

# Strategy risk: Access to specialist
expertise for acquisitions, investments

and operations, financial strength and
the confidence of the world around us
are factors that may affect Pandox’s
ahility te implement its strategy and
reach its goals. Pandox’s management
and Board of Directors monitor and
evaluate the Company's strategy risk
continuously, to ensure that the strategy
allows the goals to be reached.

Operational risk; Factors that affect
Pandox’s ability to realise its strategy,
such as the organisation’s structure,
effectiveness and capacity to create
profitable growth and value for Pandox’s
stakeholders. This includes compliance
risks, which relates to Pandox’s ability to
live up to external requirements, rules
and laws. Management of these risks is
regulated in various policies adopted by

FINANCIAL EFFECTS OF CHANGES IN CERTAIN KEY PARAMETERS. AS OF 31 DECEMBER 2018

Investment properties, effect on fair value

Change Effect on value, MSEX

Waluat on yield
Changem exchange rates
Net operating iricome

Investrment properties, effect onrevenues

+/~ 05D ~3,918/14,700
/1% +/-322
-1% 454

Change Revenue effect, MSEK

RevPAR (assqmmg a?O/EO sphtbetwgen occupancy and m_te) i +/- 1% X +/-24

Qperating properties, effect on revenues

Change Revenue effect, MSEK

RevPAR (assurning a 50/50 splitbetween occupancy and rate) +/-1% +/-19

Profit Before changes
Financial sensitivity analysis, effect on earnings Change n yalue, MSEK
Tnterest expense with current fixed interest, change Innterest rates +/-1% -/+102
Interest expensewitha change in the averagemrerest rate /1% /e 281
Remeasurement of1nterest rate denvalives following shift m yleid curves +/- 1% ~/1 801



RISK MATERIALITY ANALYSIS

High

[

%
"
i
o«
a

Low
Unlikely

Likehhood

the Company’s Board of Directors and in
other governing documents and instruc-
tions. Pandox’s management and the
Company’s control functions
continuously monitor and evaluate the
Company’s operational risk manage-
ment and value creation.

# Financial risk: Factors such as fluctu-
ating interest rates and exchange rates,
inaccurate property valuations, refinan-
cing risk, liquidity risk and counterparty
risk. These risks are mainly regulated in
Pandex’s Financial Policy, which has
been adopted by the Company’s Board of
Directors, and other policy docuinents.

o External risk: External factors such as
the economice cycle, hotel supply,
changed business models, geopolitical

Likely

events and terrorist attacks can have an
effect on the travel market and thus hotel
demand. Pandox’s Board of Directors
and management regularly monitor and
evaluate external risk and the opportuni-
ties created by changes in the external
environment,

Sustainability risk: Strategic and
operational risk attributable to the envi-
ronment, human rights, social and
HR-related factors, as well as corruption.
The risks are regulated in codes of
conduct for employees and suppliers
adopted by the Board of Directors,
Pandox’s Envirenmental Policy, the
Company’s values and the Company’s
own active monitoring and control in
Operator Activities and in partnership
with tenants in Property Management.

e Exarnples, Fluctuation in interest rate levels before and after risk
management

Pandox’s business activities are assoclated wath certain risks
Pandox works 10 2 structured and proactive way to map, analysc
and manage risk. Identified nsks are mapped 1n a nskmatnx based
on expected impact and hkehhood. By taking active steps the
potential effects of nsks on the business can be reduced. One
example of such a riskis interest rate fluctuation. This risk s
managed primanly through Pandox’s Finaneial Policy and internal
expertise m treasury and nsk.

Pandox assesses each risk based on the
expected impact (from insignificant to very
significant) if the event that triggers the risk
should occur, and the likelihood (from very
low to very high) of the risk then being
realised. This assessment then forms the
basis of an cvaluation of how the risk should
be prioritised, whether it requires specific
action or if it can be managed as part of
Pandox’s normal administration. The
effectiveness of existing measures to
mitigate risk is asscssed on a scale ranging
from low to high control.

PANDOX'S BIGGEST RISKS

A summary of Pandox’s 10 biggest individual risks before (gross)
and after (net) mitigating factors is presented below. As the table

shows, Pandox’s higgest net risks are external risks — which the
Company mainly mitigates through its strategy and business model.

Pandox's 10 biggest nsks, gross Type of risk Pandox’s 10 biggest nisks, net Type ofrisk
Fluctuzaions ininterest ra.es Financal Econotnic dowriiumn Externdl
Depedence on key ndnaduals Ope-ational Disrupive bus.ness maode s Fxternal
Grow.h throt:gh acquisriots Strdreg ¢ Geonol teal events Fxremal
Refinanc.ngtsk Financial Overexpans.on of “otel roanis Exlernal
AccpssTo e Ignr competencles Operahional AccessTotherngh compriendios Ope-ational
Leonarnie down um Friema Dependence onkey d.viduals Operationa?
Certlication arul aulhornsation Ferng il Growih lirough acqu it ons Overaional
Disruptive bus.ness mode’s Exlerna Fluctualios rnteresi ra ey Financial
Geapoh ca.events Exterma. Certification and authonsation Financia
QOviexpdris ono” hote' rooms Fxterna b rnanicialreportiing Financia'
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1. STRATEGIC

Growth through
acquisitions

®©

Major investments
in the existing
portfolio

Impact of
digitalisation

Dependence on key
individuals

®

Accesstothe right
compefencies

®

Tenants’ business
and financial status

Integration
of acquusitions

Own operating
activities at hotels

RISK

Risks attributable to acquisitions are mainly the risk of paying

too much for assets, the risk of incorrect assumptions as
regards future earnings of the acquired asset/business,
the risk of taking over leases or other agreements that are
unfavourable, and the risk of management time and other

‘There is a risk that the costs of investments may be higherthan |
expected and that the return is therefore lower than expected

* resources being spent on zequisitions that are not completed.

because of inaccurate costings, unprofessianal procurement

orinefficient project implementation

Pandox’s ahility to develop its or

tion and its processe:

to take into account new digital opportunities is a decisive
factor in the Company’s long-term competitiveness.

High dependence on individuals in key positions can pose
arisk of daily duties not being abie to be performed with

adequate efficiency and quality.

The risk that Pandox is unable to find the right competencies
in new markets or to replace lost competencies in existing
markets, or is wnable to do so sufficiently quickly.

The risk that tenants underperform and/or are unable to pay

their rent.

Commercial, techmeal and accounting risks that arise ahead of

and after an acquisition or business takeover.

Pandox is exposed to certain risks that commondy oceur within
hotel operations, such as increased operating costs that cannot

be fully offset by increased room rates or increased prices for
other hotel services, the costs of compliance with laws and
regulations, the ability to forecast occupancy and average
rooim rates and to plan staffing, the quality and reputation of
hotel brands used, an inability to keep pace with technical
developments, faults in or damage 10 IT systems, as well as

, risks and costs associated with protecting the privacy of guests

personal data and praviding for their physical safety.

® One of Pandax’s top 10 nisks

96 Pandox Annual Report 2018

H

.

>

.

’

.

.

Pandox’s long-term focus on hotel properties as a class of asset has gen-
erated extensive specialist expertise

An active Board of Directors and active principal shareholders,
experienced managetment and a sound basis for decisions

Pandox has a well thought-out strategy in which the country, city, type
of hotel, form of cooperation and yield are continually and consistently
evaluated

Tried and tested due diligence processes supported by internal and
external specialists reduce the risk of incorrect acquisitions.

Pandox's way of warking (the Pandox Method) increases cash flow and
limits risk for the hotel in question.

Extensive specialist knowledge of the identification, evaluation and
implementation of investments in the existing hotel property partfolio.
Long-term investment management of measures implemented in the
propexty portfolio.

Capital expenditure in excess of MSEK 10 is referred to the Board

of Directors for a decision

Monthly review of all investment projects.

Follow-up and cateudation of actual costs and outcomes for completed
investment projects,

The Board of Directors has been supplemented with a member with digital
expertise,

Pandox works proactively at an operational level to gather know-howon
strategic digitalisation matters.

“‘Work on targeted initiatives is in progress within varicus parts

ofthe Company.

Plan forlong-term talent supply

Good knowledge of external individuals in senior roles for recruitment.
Strong external network with supporting specialist expertise.
Remuneration Committee that ensures competitive levels of
remuneration

Clear personal jncentives and long contract terms.

Procedures and process descriptions for key functions to reduce
dependence on individual personnel.

As part of operational HR work, recruitment needs are reviewed
regularly at both the central and local level

Strong external network with supporting specialist expertise.
Attractive workplace with great personal freedom in professional roles
and good opportunities to develop.

Individual business plans for each hotel property.
Each tenant’s resulis are foliowed up monthly, as are ongoing
wnvestment projects.

Many years of experience of integrating acquisitions in numerous
geographical markets

Clear project organisation and allocation of roles.

Internal specialist expertise in property, finance, tax, valuation, law
and communication.,

Clear work methods and processes.

Exttensive external network with specialist expertise.

Strategic and operational wosk ta ensure each hotel is optimally
positioned in each market.

Strong local management and an effective organisation.

A Group-wide Revenue Management Centre for distrbution,
Modern systems for revenue forecasts, staffing and produetivity.
Ongoing benchmarlang and analysis of each hotel's performance
in relation to its immediate competitors.



3. FINANCIAL RISK

Fluctuations
in interest rates

®

Refinancing and
liguidity risk

Currency risk

Certification and
authorisation

Financial reporting,

Property valuation

Interest expense is, and has historically been, Pandox’s largest
itemn of expenditure Interest expense is affected by market
interest rates and by credit institutions’ margins, as well as by
Pandox's strategy as regards fixed interest. The majority of
Pandox’s credit facilities have a variable rate of interest. There
15 a risk that Pandox's interest expense will increase if market
interest rates rise, or that Pandox will fix its interest rates at a
level that is higher than the market interest rate.

Refinancing risk is the nsk that financing cannot be obtained
or renewed upon matnring, or only at significantly higher
COosts.

Liquidity risk refers to the rnisk that Pandox will be unable to
meet its payment commitments due to a lack of liquidity

Currency risk 1s defined as the risk of the consahdated income
statement and consolidated statement of financial position
being negatively impacted by exchange rate fluctuations This
risk can be divided up into transachion exposure, 1 e. the net
amount of operating and financial (interest /principal
repayment) flows, and translabion exposure associated with
net investments in foreign Group companies.

Authonty to take decisions, approval matrix and payment
processes.

Errors in or inconsistent quality of both internal and external
reporting, such as errors in rent accounting and property
valuation.

Risks also include late reporting or reporting not being in com-
phanece with the Group’s accounting principles

Individual and systematic errors un the valuation process, such
as incorrect assumptions regarding growth, profitability and
valuation yield.

@ Oneof Pandox's top 10 nsks

.

Interest rate derivatives are used — mainly interest rate swaps — 1n
order to manage interest rate risk and increase the predictahility of
Pandox’s earnimgs.

Variable interest rages are partially swapped through interest rate
swaps, giving Pandox fixed interest rates

Pandox has a Financial Policy that regulates risk mandates and is
approved annually by the Board of Directors.

Internal specialist expertise in treasury and risk.

Close copperation with external financial expertise

Pandox has access to long-term financing Pandox’s Financial Polgy
specifies mimmum levels of unutilised credit and loan-to-value ratio.
Pandox has a liquidity reserve to ensure that the Company 1s able ta
mect ongoing payment obligations at all times.

Pandox has good access to long-term credit facilities.

Foreign operations generally report both income and expenses in: their
local currency, which means that currency expesure resulting from
current flows, i e. transaction exposure, islimited. Inview of the
limited risk, Pandox does not currency-hedge these flows unless there
18 a particular reason to do so.

Equity is currency-hedged as needed ahead of acquisitions, invest-
ments and divestments to avoid changes in the value of equity.

Pandox reduces its currency exposure associated with net investments
1n foreign Group companies by taking out loans inlocal currencies,

An approval matrix established by the Board of Directors.
Well-defined levels of authority in internal systems.

Special verfication fer payments and orders above a certain level in the
approval matrix.

Pandox aims to have uniform procedures and checks for financial
reporting that are adapted to and support its operations across the
Group.

Manuals, instruciions, schedules and reviews with the subsidiaries
n the Group to ensure consistent and timely reporting.

An Audit Conimittee appointed by the Board of Directors reviews
the Group’s financial reporting and risk management.

The valuation model consists of an accepted and proven cash flow
model, where the future cash flows the hotel properties are expected to
generate are discounted.

The valuation is based on the business plan for the hotel concerned,
which 1s updated at least twice a year and takes into consideration,
among other things, developments in underlying operator activities,
market developments, the contract sitaation, operating and
maintenance issues and investments aimed at maximising the hotel
property’s cash flow and yield in the long term.

External valuations of all properties are carnied out annually by
independent property appraisers. The external appraisers complete a
more n-depth inspection at least every three years or in conjunction
with major changes to the properties. These external valuations
provide an important reference point for Pandox’s internal valuations.
Pandox always uses the valuation yicld provided by external property
appraisers.

Quarterly review of valuations hy management, Andit Committec and
Board of Directors before publication of each financial report.
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RISK

4, EXTERMNAL

Economic downtorn

®

Disruptive business
maodels

®

Geapolitical events

®

Qverexpansion of
hotel rooms

®

Economic actwity is a primary driver of both business and
leisure travel, and a weakened economy can therefore have
a negative effect on demand.

Pandox’s busingss model may be challenged by the entergence
af new husiness models, swch as anline travel agencies (OTAs)
and so-called hgme-sharing services. If Pandox is unable to
keep up with the competitdan, this could have a negative
impact on revenues and earnings

Security and geopalitical events can have significant effects
ontravel patterns and demand in the hotel market.

New capacity in the form of new hatels and hotel rooms could
have a significant adverse impact on RevPAR in individual

. markets.

AINABILITY RISK

The portfolic consists of a large number of sizeable hotel properties
with a good gengraphical spread and a good balance between dotmestic
and international demand.

Thehotel properties are predominantly full-service hotels in the upper-
mid segment, which has historically been more stable in earnings than,
for example, the high price segment

Pandox works with nearly 20 different hotel operators and hotel
brands, This gives Pandox a unique position as regards information
and knowledge of market changes and also helps to spread commereial
risk.

Pandox’s working methods are based on optimising revenues taking
intg account the distribution landscape and fts impact on revenue and
costs, neluding through the support of a Group-wide Revenue
Management Centre.

Long leases, most agreements with external hotel operators have
provisions specifying a guaranteed minimum rent level and general
deductions for commission are not usually permitted.

A well thought-out strategy and business plan exists for each individual
hotet property and geographical atea. The ability to continually
moniter econamic conditions for each individual hotel property creates
a readiness to make quck husiness decisions when needed.

Ongoing market analysis is carried out for each geographical area of
operations and hotel property, which means that changes in the market
are detected early on and measures can be intiated without delay.

Environment

Human rights

Employees

Health and safety

Anti-corruption

Data security

The risk of impact on the climate and environment through

" the use of energy, water, chemieals and materals, and through

pallution and waste disposal

Climate change, which could over time resultin increased
costs for materials and energy.

- Shortcomingsin the supply chain that result in infringement

of human rights, and 1isk of prostitution in the hotels.

The risk of Pandox being perceived as an unattractive
employer and having difficulty retaining existing employees
and recrinting new ones.

Shorteomings in policies, routines and ongoing procedures rela-

ting to the health and safety of emnplayees, gliests and suppliers.

The risk of corvuption in cotinection with sourcing of goods and
services ete., bribery and partiality when signing agreements
associated with praperties, ar the risk af internal irregularities

Shortcomings in data security, information management and
personal privacy

@ One of Pandox’s top 10 nisks
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Asaminimum, Pandox runs its business in accordance with the laws,
regiilations and rules that apply in each country i which it operates.
Pandox has an overall Environmental Policy.

Within the Property Management segment Pandox works with its
tenants on measures to make environmental improvements.

Within Opetator Activities Pandox 1s working on various climate-
improving projects and certifications relating to both properties and
hotel operations,

Code of conduct for employees and suppliers
Contingency plans and security policies at all hotels,

Code of conduct, clear basic values and respect for the individual. The
emplayees’ own health and fitness efforts are generausly accommaodated.
Varied work at a fast pace with great opportunities to have an
influence.

Ongoing opportunities for specialisation and further training.
Continual development reviews and annual pay revision,

Regular fire inspections and fire drills at all hatelg, as well as at head
office.
Trawning in CPR and installation of dafibrillators.

Code of conduct for employees and suppliers as part of new contracts of
emplayment and supply contracts.

Web-based internal training in the code of conduct for all employees.
External and independent whistleblower service for reporting
irregularities

Fair Play lays dewn strong basic values, as described in more detail in
Pandox’s Sustainability Report.
Clear guidelines on data security and customer privacy.
Mandatory, Group-wide online training,



Ililton Grand Place, Brussels
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From the CFO
Hard work pays off

Pandox reported strong and profitable growth
for 2018. The focus during the year was on
integration of previous acquisitions, refinancing
of portions of the hotel property portfolio, as
well as internal efficiency and the
organisational structure. We also completed
two add-on acquisitions in the UK,

GOOD GROWTH AND PROFITABILITY
2018 was a strong year for Pandox, with
considerable growth and good profitability.
Both of the Company’s business segments
developed well.

INTEGRATION, REFINANCING AND
EFFICIENCY

The main emphasis during the year was on
the substantial portfolio of hotel properties

in the UK and Ireland which Pandox took
over in December 2017. Pandox
subsequently implemented a relatively
time-consuming legal reorganisation of the
portfolio to separate the property assets
from the operator’s assets. This process was
concluded in August 2018.

Pandox has a larger and more diversified
loan portfolio than before, which requires a
greater degree of ongoing follow-up and
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analysis. We therefore reinforced our
treasury department further during the
year. Major events were the creation of 2
commercial paper programme with a frame-
work amount of MSEK 3,000 in September
and the refinancing of 14 hotel properties in
Germany, Austria, the Netherlandsand
Belgium with Aareal Bank in November.

The acquisition of The Midland
Manchester in the Property Management
segment and Radisson Blu Glasgow in the
Operator Activities segment are also worth
mentioning.

THE FUTURE

Pandox is now an international enterprise.
It is therefore important to develop the
organisational structure as well as the
Company’s capacity to support its new
position. Process develepment, elimination
of bottlenecks and digitalisation of the work
processes are important areas here.
Sustainability is also a prioritised area,
where Pandox ~ in cooperation with its
business partners — must find new ways of
sharing risk and returns on environmen-
tally sound investments.

Stockholm, March 2019
Liia Néu



How to read the financial statements

From a financial perspective Pandox oper-
ates two businesses, which are reported as
distinct business segments. The largest is
Property Management which, taking into
account the nature of hotel properties, 15
fully comparable to most other property

INCOME STATEMENT

@ et sales. Consists of both rental income from
Property Management and revenue from Qperator
Actvihes and 18 therefore less useful as an aggre-
gate measurement Revenue from the respective
business segments should be assessed separately

# Nelaperafingineoine Foracompanson
betweern: the business segments, depreciation 1s
added to gross profits for Operator Activities

@ Changesinovalue Three different types of
changes in value are recognised under tins
heading: \
1 Unreahsed changes 1n value of praperties refers

to the change (increase fdecrease) in the market

value of investment properties Remember that

operating properties are not measured at market

value gecording to IFRS They areinstead

recogmsed at cost Pandox does, however, assess

the market value of operating properties on an

ongoing basis and reports the value for information
purposes. This value 15 also included in EPRA NAV,

2 Realised changes in value of properties 1s the dif-
ference between the properties’ boak value and the
value reahsed upen chvestment.

3 Unreahsed changes i value of derivatives refers
to the change (increase/decrease} in the market
value of interest-rate derrvatives used to reach a
desired interest maturity profile

@ Ian, Consists of currenttax which is the tax on
aperating activities pawd by Pandox, and deferred
tax whicty, simply put, 1s equivalent te the change
in the difference between the fair value and the
adjusted taxable value ot the properties

@ Cashearnings A key measurement of
Pandox’s financial value creation and the basis for
valuation of the hotel propertics The nem cash
earnings consists of EBITDA minus financial
expense (normaily sigmificant) plus financial
meome (normally marginal) 4and current tax

Cash carmings are more volatile Lhan nel operating
ncome hecause they include more cost tlems,
wihich may also vary from quarter to quarter

companies. The second is Operator Activi-
ties where Pandox, in addition to owning,
the hotel property, also runs the hotel oper-
ations in the property. This combination
means that Pandox’s earnings at the aggre-
gate level are not fully comparable with

BALANCE SHEET

& Noti-caree ntasseis. Here operating proper-
ties {Lhe sum of operating properties and equip-
ment/intenors) are recognised at cost and invest-
ment properties at fair value (market value)

B Befeniedtax asoets This consists of the
carmyng amount of tax loss carryforwards which
Pandox expects to be able to utilise in future finan-
<ial years, and temporary measurerment differ-
ences for interest rate dervatives The loss carry-
forwards are maialy in the Nordie markets

& Dicforred tas habiinies Theselaigely con-
s1st of temporary differences between the fair value
and adjusted taxable value of investment proper-
t1es, and lemporary differences between the
carnying amount and taxable value ol operating
Ppraperties

@& Tl Cassets tatwy The equnty/assets ratio
15 a common method of measunng a company s
financing situation and1ts ability to withstand
financial difficultics and losses A company's actual
equuty fassets ratio may, however, deviate sigmfi-
cantly from the teported equily/assets ratio
because it does not lake into account so-called "
tdden reserves. 1 ¢ asselsthat are not included or

may be undervaluedinthe balance sheet In Pandox s

those of other property companies and that
Pandox’s two business segments are not
fully comparable with each other either,

For a better understanding of Pandox’s
financial statements and to facihitate finan-
cial analysis, we have explained a few
important items below.

¥ See page 109 for more
comments on Pandox’s
performance.

case EPRANAV 1§ a mot e accuiate measure of * See page IIIfOF'
equity because 1t includes the market value of all more comments on
properties, dernatis es, as well as deferred tax N .
assels and tax liabilites Growthin EPRA NAV s Pandox sﬂnanc:al
also how Pandox measures return onthe share- position.

holders' combined equity in the Company
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Administration Report

The Board of Directors and Chief Executive Officer hereby submit the Annual Report
and consolidated accounts for the 2018 financial year for Pandox AB {publ), corporate
registration number 556030-7885, Box 15, 101 20 Staockholm, Sweden, street address

Vasagatan 11.

Figures in brackets refer to the correspond-
ing period the previous year. The financial
statements are presented in whole millions
of Swedish kronor (MSEK), which means
that there may be differences in certain
tables due to rounding off. The Board of
Directors proposes that the income state-
ment and balance sheet in the Annual
Report be adopted by the Annual General
Meeting on 10 April 2019.

With respect to the Company's financial
results and position in general, please refer
to the financial statements and comments
that follow.

OPERATIONS
Pandox is listed on Nasdag Stockholm’s
Nordic Large Cap list. Pandox is one of
Europe’s leading hotel property companies,
with a geographical focus on Northern
Europe. Pandox’s strategy is to own sizeable
hotel properties in the upper-mid to
high-end segment with strategic locations
in key leisure and corporate destinations.
Pandox is an active owner with a business
model based on long-term leases with the
best operators in the market. In the ahsence
of these conditions Pandox has many years
of experience of operating hotels itself,
which creates business opportunities
throughout the hotel value chain.

At the end of 2018 Pandox’s hotel prop-
erty portfolio contained 144 (143) hotels

Conttibution of business segiments to prefit

with a total of 32,268 (31,613) hotel rooms
in 15 countries, with a market value of
MSEK 55,197 (50,121). Ofthe 144 hotels,
128 (126) were leased on a long-term basis
to well-known tenants with established
brands, providing income stability and
lower investment costs and risk for Pandox.
Within the Property Management business
segment, one hotel, The Midland Manchester,
was acquired during the year and one hotel
property, Scandic Ferrum, was divested.
Within the Operator Activities business
segment, one acquisition, Radisson Blu
Glasgow, was completed during the year. In
addition, two hotels were reclassified from
Property Management to Operator Activi-
ties as a result of new leases. The weighted
average unexpired lease term (WAULT) for
investment properties was 15.7 (15.6) years.
The remaining 16 (17) hotel properties are
owned and operated by Pandox under vari-
ous brands. Pandox also has management
agreements for 10 hotels.

In 2018 Pandox conducted its business in
line with the Company’s established strategy
and business model, Development in Pan-
dox’s prioritised hotel markets hasin gen-
eral been favourable and the Company has
benefited from stable demand, the positive
effects of acquisiions, and a good return
on investments made within both Property
Management and Operator Activities.

MSEK 2018 2017 2016 2015 2014
Property Management

Profit before changes in value 2,517 1,882 1,495 1,280 1,186
Unrealised changes.nvaiue 1,428 1,625 1,301 1,387 906
Realised chahges nvalue 67 6 159 12 291
Property Management contribution 4,012 3,513 2,855 2,679 2,383
Operator Activities

Profit hefore changes in value 377 324 292 279 211
Un;céllgcd chan:ges n vahie 7 7
Reahsed changesin value — 283 — — —
Operator Activities contribution 37 607 292 279 211
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REVENUE AND PROFIT

Group

Profit for the year attributable to the Parent
Company’s shareholders amounted to
MSEK 2,820 (3,140). The reduction is
mainly explained by the fact that unrealised
and realised positive changes in the value
of properties and derivatives were lower in
2018 than in 2017, which is due to a combi-
nation of higher cash flows and a lower
valuation yield within the comparable port-
folio. The Group’s net sales totalled MSEK
5,124 (4,269), an increase of 20 percent.
Adjusted for currency effects and comparable
units, sales increased hy 4 percent.

Property Managetnent

Revenue from Property Management
amounted to MSEK 2,971 (2,202}, an
increase of 35 percent, mainly explained by
acquired growth in the lease portfolio and
positive market growth, and helped by
reclassifications. For comparable units,
revenue increased by 2 percent adjusted for
currency effects.

Net operating income from Property
Management amounted to MSEK 2,517
(1,882), anincrease of 34 percent. For
comparable units, net operating income
increased by 1 percent, adjusted for cur-
rency effects.



Operator Activities

Revenue from Operator Activities
amounted to MSEK 2,153 (2,067), an
increase of 4 percent, The increase is
explained by the acquisition of Hilton
Heathrow Garden Inn in December 2017
and Radisson Blu Glasgow in October 2018
and good development in Brussels, which
more than compensated for the loss from
the reclassification in February 2018 of the
hotels now called NH Brussels EU Berlay-
mont and NH Brussels Bloom. For compa-
rable units, revenue and RevPAR increased
by 6 and 7 percent respectively, adjusted for
currency effects.

Net operating income from Operator
Activities amounted to MSEK 540 (494), an
increase of g percent. The improved results
are mainly explained by contributions from
acquisitions, the reopening of Hotel Hubert
Grand Place, Brussels and positive market
growth.

For comparable units, net operating
income increased by 10 percent, adjusted
for currency effects.

The Group’s EBITDA, financial
expense and changes in value
EBRITDA amounted to MSEK 2,909 (2,252),
an increase of 2¢ percent, which is
cxplained by improved underlying net oper-
ating income for both Property
Management and Operator Activities.
Financial expense amounted to MSEK
-804 {—534). The raise is explained by
mereased interest-bearing liabilities follow-
ing acquisitions that increased debt in for-
eign currencies. Pandox has also decided to
hedge a larger share of its loan portfolio
than previously, resulting in higher costs for
interest rate derivatives.
Profit before changes in value amounted
to MSEK 1,943 (1,563), an increase of 24
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percent. Unrealised changes in value for
investment properties amounted to MSEK
1,428 {1,625). The changes in value are
explained by a combination of higher cash
flows and a lower valuation yield in the
comparable portfolio. Realised changes in
value totalled MSEK 67 (289} and relate to
the divestment of Scandic Ferrum in the
fourth quarter and the reversal of guaran-
tees for past divestments. At the end of the
period Pandox’s property portfolio had a
total market value of MSEK 55,197 (50,121),
of which investment properties accounted
for MSEK 47,139 (42 548) and operating
propertics for MSEK 8,058 (7,573). The
market value of opcrating properties is
reported for information purposes only and
isincluded in EPRA NAV. ¥ Complete
information on changes in the value of
properties can be found on page 85.

Asof 31 December 2018 the average
valuation yield for Pandox’s investment
properties was 5.51 percent {5.57) and for
operating properties 6.74 percent (7.27).

Unrealised changes in the valuc of deriv-
atives amounted to MSEK 25 (173). The
change is mainly explained by a decrease in
the market interest rate.

CURRENT AND DEFERRED TAX

Current tax amounted to MSEK —216(—73).
Most of the increase relates to the acquisi-
tion of Jurys Inn at the end of 2017. In the
comparable pericd in 2017 a reversal of an
extra tax expense in Germany and Sweden
isincluded in the total amount of MSEK 47.
Deferred tax expense amounted to MSEK—
424 (—429). The total tax expense rep-
resents a tax rate of 18.5 {13.8) percent.

CASH FLOW AND CASH EARNINGS
Cash earnings amounted to MSEK 1,890
(1,660). In the comparable period in 2017

Loan bt vae
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Atthe end of 2018 the netloan-to-value ratio
was 49 7 percent

positive non-recurting items totalling
MSEK 60 were included. Cash flow from
operating activitics before changes in work-
ing capital amounted to MSEK 1,975
(1,693). Taxes paid amounted to MSEK
—178 (~73) The change in working capital
affected cash flow in the amount of MSEK
—265 (0). Cash flow from investing activities
affected cash flow in the amount of MSEK
—2,190 (—10,970) and is mainly explained
by the acquisitions in the UK of The Mid-
land Manchester and Radisson Blu
Glasgow. The divestment of Scandic Ferrum
in Sweden is a positive item. The cash flow
from financing activities amounted to
MSEK 158 (9,756). Larger items include
loans taken out in connection with acquisi-
tions, repavment of loans following divest-
ment and dividends paid. Cash and cash
equivalents at the end of the period
amounted to MSEK 674 (999).

FINANCING
As of 31 December 2018, the loan-to-value
ratio after deduction of eash and cash equi-
valents was 49.7 percent (50.8). Cash and
cash equivalents, including long-term credit
facilities, amounted to MSEK 2,500 (3,319),
of which unutilised long-term credit facili-
ties amounted to MSEK 1,826 (2,321).

At the end of the period the loan portfo-
lio amounted to MSEK 28,095 (26,473).
The average fixed interest period was 3.0
(2.6) years and the average interest rate,
corresponding to the interest rate level at
the end of the period, was 2.6 (2.6) percent,
including effects of interest rate swaps. The
average repayment period was 3.1 years (3.3).
The loans are secured by a combination of
mortgage collateral and pledged shares.

in order to manage interest rate risk and
increasc the predictability of Pandox’s earn-
ings, interest rate derivatives are used,
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Profit for the yearin 2018 was lower thann
2017, which s due to lower changes in value and
higher tax
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mainly in the form of interest rate swaps.

At the end of the period Pandox had net
interest rate derivatives amounting to MSEK
17,129, Around 56 percent of Pandox’s loan
portfolio was thereby hedged against inter-
est rate movements for periods longer than
ongyear. Thisis an increase compared with
2017. On 31 December 2018 the net market
value of Pandox’s financial derivatives
amounted to MSEK —538 (—563).

EQUITY AND NET ASSET VALUE

Equity attributable to the Parent Company’s
shareholders amounted to MSEK 21,378
(18,845) and EPRA NAV (ntet asset value)
was MSEK 24,476 (24,211). EPRA NAV per
share was SEK 164.04 {144.54).

ACQUISITIONS, SALES AND
RECLASSIFICATIONS

On 13 December 2017 Pandox entered into
an agreement within the Operator Activities
segment to lease Hotel BLOOM! (NH Brus-
sels Bloom) and Hotel Berlaymont (NH
Brussels EU Berlaymont)to NH Hotels
Group as of 1 February 2018.

On 31 October 2018 Pandox concluded
the acquisition of Radisson Blu Glasgow,
UK for the equivalent of MSEK 458. This
hotel isinthe Operator Activities segment.
On 1 November 2018 Pandox concluded the
acquisition of The Midland Manchester, UK
for the equivalent of MSEK 1,201. This hotel
is in the Property Management segment. On
3 December 2018 Pandox concluded divest-
ment of a hotel property in Kiruna, Sweden
for the equivalent of around MSEK 286.
This hotel was in the Property Management
segment.

INVESTMENTS IN EXISTING

HOTEL PROPERTIES

In 2018 investments in existing hotel prop-
erties amounted to MSEK 720 {714), of
which MSEK 434 (425) was for investment
properties and MSEK 286 (289) was for
operating properties. At the end of the
period investments had been approved for
future projects in an amount equivalent to
around MSEK 1,250 (870).

Major investment projects include
Crown Plaza Brussels, Hilton Brussels City,
Hotel Berlin, Berlin, The Midland Manches-
ter, Vildmarkshotellet, NH Brussels Bloom,
Clarion Collection Arcticus Harstad,
DoubleTree by Hilton Mountreal, Radisson
Blu Basel, NH Vienna Airport, Park Amster-
dam, as well as the joint investment pro-
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gramme with Scandic Hotels Group for 19
hotel properties in the Nordic region.

PARENT COMPANY

Administration for activities within
Pandox’s property-cwning companies is
provided by staff employed by the Parent
Company, Pandox AB (publ). The costs of
these services are invoiced to Pandox’s
subsidiaries. The invoiced amounts during
the period January—December 2018
totalled MSEK 106 (101), and profit for the
period before tax was MSEK 728 (—86). The
increase is explained by large dividends
from subsidiaries as well as capital gains
from the divestment of subsidiaries. Inter-
nal lending increased in 2018, resulting in
the internal interest income bheing higher
than in 2017. At the end of the period the
Parent Compainy’s equity amounted to
MBSEK 4,553 (4.556) and interest-bearing
debt to MSEK 7,098 (6,638), of which
MSEK 4,305 (5,803) is in the form of
long-term debt.

SHARES AND OWNERSHIP

The class B shares of Pandox AB (publ) were
listed on Nasdaq Stockhoelm on 18 June
2015. Pandox’s share capital at the end of
the year amounted 1o MSEK 419 {419)
distributed among a total of 167,499,099
shares, of which 75,000,000 are class A
shares and 92,499,999 are class B shares.
The shares are denominated in SEK and
each share has a quota value of SEK 2.50.
According to the Articles of Association,
holders of class A shares are entitled to con-
vert all ar part of their holding in class A
sharesto class B shares. The Articles of
Association stipulate limitations on the
transfer of shares and on voting rights for
class A shares. All class B shares are trans-
ferable without restriction. Each class A
share in Pandox entitles the holder to three
votes at sharehclders’ meetings, while each
class B share entitles the holder to one vote
at shareholders’ meetings. No pledges been
made to the employees regarding share-
holdings.

Certain of the Group’s major financing
agreements contain a conventional Change
of Control clause. This means that in certain
circumstances, the lenders have the right to
demand renegotiation of the terms or to call
for early repayment in the event of a change
of contral aver the Company.

The following shareholders have direct or
indirect ownership representing 10 percent

or more of the voting rights for all sharesin
the Company:

Holding on 31 December

2018 % of votes
Eiendomsspar Svenge AB 381
Chnsnan Sund: AR 183
Helene Sundt AB 189
ASSET MANAGEMENT

Capital structure

Pandox’s target is a loan-to-value ratio of
between 45 and 60 percent, depending on
the market environment and opportunities
that exist. This key ratio is defined as
interest-bearing liabilities divided by the
sum of the market value of investment
properties and operating properties. b See
the multiyear summary on page 164.

Dividend

Pandox’s target is a dividend pay-out ratio
of between 40 and 60 percent of cash earn-
ings, with an average pay-out ratio over
time of around 50 percent. Cash earnings is
defined as EBITDA plus financial income,
less financial expense and current tax.
Future dividend pay-out and the size of
such dividends depend mainly on Pandox’s
future performance, financial position, cash
flows, working capital requirement and
investment plans.

Debt management

Pandox seeks to achieve the lowest possible
financing costs while simultaneously limit-
ing interest raie, currency and borrowing
risks. Pandox’s Financial Policy describes
in more detail how financial risks are to be
managed. » For more information see
Note 18.

RISKS AND UNCERTAINTIES

Risks and uncertainties that impact
Pandox’s earnings and cash flow from oper-
ating activities are mainly related to
changes in rental income in the Property
Management segment and changes in reve-
nue and costs in the Operator Activities
segment. The primary operating risks con-
sist of a weakening of the hotel market and/
or increased competition, a fall in occu-
pancy rates and thereby lower revenue,
unfavourable cost development and lower
productivity. » Pandox’s risks and risk
management are described in detail on

page 94.



Rental income in Property Management is
largely linked to the hotels’ revenue and
normally involves a gnaranteed minimum
rent, making it possible to have increased
rental income in an improved market as
well as downside protection in a weaker
market. In some cases, however, the mini-
mum rent is at a significantly lower level
than the current revenue-based rent. Also,
it is the hotel operator that has operational
responsibility and thereby has the greatest
ability to impact the hotel’s results, The
division of maintenance costs and invest-
ments between the tenant and the hotel
property owner distinguishes hotel proper-
tics from other real estate because the
tenant bears a greater responsibility.

» Thisis deseribed in deiarl on page 44.

Within the Operator Activities business
segment Pandox has operational and invest-
ment responsibility, and is thereby fully
exposed with respect to operations and
profits. & This is described in detail on
page 46.

Pandox has a substantial loan portfolio
and interest expensce is the Company’s larg-
cst expense item. Pandox is exposed to
changes in interest levels as a result of
changed market interest rates and/or inter-
est rate margins from Pandox’s lenders.
Refinancing risk is the risk of not being able
to obtain or renew financing when a loan
matures, or being forced to borrow at a
significantly higher cost. Liquidity risk is
the risk that Pandox will not have sufficient
funds to meet its payment obligations at any
pointin time. ® Financial risks are de-
scribed in detail on page 97 and in Note 18.

TAX SITUATION

At the end of the period deferred tax assets
amounted to MSEK 465 (613). These repre-
sent tax loss carryforwards which the Com-
pany expects to be able to use in upcoming
fiscal years, and temporary measurement
differences on interest rate derivatives.,
Deferred tax labilitics amounted to MSEK
3,430 (3,026) and rclate to temporary
differences between fair value and the tax-
able value of investment propertics, as well
as temporary differences between the carry-
ing amount and the taxable value of operat-
ing properties.

WORK OF THE BOARD OF DIRECTORS
The work of the Board of Directors is
described in the Corporate Governance
Report.p See puge 154.

EMPLOYEES

As of 31 December 2018 Pandox had 1,161
(1,130) full-time cimployees, of which 1,120
(1,096) arc employed in the Operator Activ-
ities business segment and 41 {34) in the
Property Management business segment
and in central administration. The average
number of employees in 2018 was 1,11t
(1,214), of which 582 (624) are men and 529
{590) are women. When Pandox takes over
operations or enters into new leases for
hotel properties, the hotels’ employees are
also transferred to the party taking over.

EMPLOYEES AND SUSTAINABILITY
Pandox’s sustainability work is governed by
a strategy called Pandox Fair Play. In 2018
Pandox overhauled its sustainability work,
resulting in an updated materiality analysis
and sustainability strategy which have the
full support of the Board of Directors and
executive management team, Pandox’s
updated focus areas arc: (1) Green proper-
Hes, (2) Green operations, (3) Sustainable
supply chains, (4) Responsible business, {5)
Attractive workplace, (6) Guest experience
and (7) Contribution to local communities.
In 2018 the goal of increasing the share of
renewable energy by 50 percent within
Operator Activities was reached. Pandox
reports annually on its climate work to CDP
(formerly the Carbon Disclosure Project). In
2018 Pandox improved its score from Cto
B. Previously Pandox’s sustainability focus
was on the Operator Activitics scgment.
Going forward the Property Management
scgment will be included in 2a more proac-
tive and structured way in the Company’s
sustainability efforts. A new sustainability
system was implemented during the year to
support this. The system makes it possible
to monitor, analyse and validate complex
sustainability data from Pandox’s opera-
tions. Pandox is currently reviewing its sus-
tainability goals. This process will be con-
cluded in 2019. In 2018 a decision was
made to obtain BREEAM certification for a
number of select properties. The certifica-
tion process will begin and be evaluated in
2019. b Pandox’s sustainability work is
described in detail on pages 49-68.

GUIDELINES FOR REMUNERATION AND
OTHER EMPLOYMENT TERMS FOR THE
EXECUTIVE MANAGEMENT TEAM

The total remuncration for scnior execu-
tives is to be in line with market norms and
competitive in order to attract, motivate

and retain key individuals. The objective is
to create incentives for senior executives to
execute strategic plans and deliver strong
results, as well as to align the interests of
the senijor executives with those of the
shareholders. Remuneration for senior
executives is to consist of a fixed salary,
short-term variable remuneration and long-
term share- and performance-hased incen-
tive schemes (LTI programmes), in addition
to pension and other customary benefits.
The guidelines for remuneration and terms
for 2018 are largely in line with the pro-
posed guidelines for remuneration for
senior executives which will apply as of the
date of the Annual General Meeting,

10 April 2014.

B The proposal is presented in Note 9 along
with information on the average number of
employees as well as salaries and other
ferms for semior executives.

EXPECTATIONS REGARDING FUTURE
DEVELOPMENT

The maost important drivers of cash earn-
ings for Pandox are the growth of the hotel
market, acquisitions and the organic growth
the Company generates itself through cash
flow-driving investments in the existing
portfolio. In a climate of positive economic
growth, Pandox’s well-diversified portfolio,
with balanced demand and positive contri-
butions from the acquisitions Pandox that
made in 2018, there is potential for some
growth in 2019.

APPROPRIATION OF PROFIT

A, he disposal of the Annud: Genera. Meeling
Retamed earn 1gs

3,390,427,301
Profitfortheyear T33eba 141

SEK 4124,091, 4d

Lhe Board ot Disectors prozoses Lhal the edimings
beallocated as inllnws

Davidend to saareholders,
SEK & 70 pe-share 787,249,995

Carrnied forward 4.456,841448
SEK 4,124,091, 444

STATEMENT BY THE BOARD OF DIREC-
TORS ON THE PROFOSED ALLOCATION
COF EARNINGS

Reasoned statement

Group equity has been calculated in accor-
dance with the IFRS standards adopted by
the EU and their interpretations (IFRIC IC),
and in accordance with Swedish legislation
through the application of Swedish Finan-
cial Aecounting Standards Council recom-
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mendation RFR 1 (Supplementary Account-
ing Rules for Groups). Parent Company
equity has been calculated in accordance
with Swedish legislation and applying
Swedish Financial Accounting Standards
Council recommendation RFR 2 (Account-
ing for Legal Entities). The Board finds that
after distribution of the proposed dividend,
there will be full coverage for the Company’s
restricted equity. The Board of Directors
finds that the proposed allocation of earn-
ings is justifiable taking into consideration
the criteria mentioned in Chapter 17, Sec-
tion 3, second and third paragraphsofthe
Swedish Companies Act (the nature and
extent of the business and its risks, consoli-
dation requirements, liquidity and position
in general). In regard to this the Board
wishes to emphasise the following:

The nature and extent of the business

and its risks

The Board considers that following the
nropased dividend, Pandox’s equity will be
sufficient — with a good margin — for the
nature and extent of the business and its
risks, taking into consideration, among
other things, the Company’s financial posi-
tion, historical and budgeted development,
investment plans and economic situation.

Consolidation requirements, liquidity and
position in general

Consolidation requirements

The Board has made a comprehensive
assessment of Pandox’s and the Group’s
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financial position and their ability to dis-
charge their financial ebligations. The
proposed dividend represents 2.9 percent
of the Group's EPRA NAV, 3.7 percent of
equity attributable to the Parent Company
shareholders, 17.3 percent of the Parent
Company’s equity and 41.6 percent of the
Group’s cash earnings for 20i8. Planned
investimenis were taken into account when
determining the proposed dividend. The
dividend is of no material significance for
the Company’s and the Group’s ability to
make further investments for which there
is a business case in accordance with plans
adopted.

Liquidity

The proposed dividend will not affect the
Company’s and the Group’s ability to meet
payment obligations on time and to deal
with any variations in liquidity and other
unexpected events. Pandox has good access
to liquidity reserves in the form of cash and
cash equivalents as well as long-term credit
facilities.

Posinon in general

The Board has considered all known cir-
cumstances that could be of significance for
the Company’s and the Group’s financial
position and that have not been taken into
account above. No circumstances have
emerged that might make the proposed
dividend unwarranted.

» See also Note 31 Allocation of earnings.

EVENTS AFTER THE CLOSING DAY

No events or transactions of significance
have taken place since 31 December 2018
that in any way affect the financial state-
ments provided for the Pandox Group for
the 2018 financial year.
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Consolidated statement
of comprehensive income

MSEK Note 2018 2017
Revenue, Praperty Management
Rentalincome ) ) 2,513 2809 2121
Other property sevenue 2,13 162 81
Revenuye, Opearator Activities _ 2 2,153 2,067
Net sales 5124 4,269
Casts Property Man;gement 2, 5‘77, &9 454 -321
Costs Operator Actvities o . e i . 25789 o TLme 0 -174%
Gross profit 2,894 2208
- of which gross profit, Property Management ? 2,517 1,882
of which gross profit, Operator Activities 2 377 324
Central adm._ms=ration 2,479 ~148 -124
Fnandlal incorme 2,10 1 15
Financial expense 2,10 -804 -534
Profit before changes in value 1,943 1.563
Changes in value
Proper.es, unreahsed 2,13 1,428 1624
Properaes, realised 2,13 67 289
Detvatves, inreallsed 2,18 25 173
Profit before tax 3,463 3.650
Current tax 2,12 =216 ~73
Deferred tax 2,12 —424 429
Profit for the year 2823 3,148
Other comprehensive income
Rems that may not be reclassified to profit for the year
This yearsrevaluation of fixed assets " 117 112
Tax atinbutab e totems tha: may notbe reclassified to profit ‘orthe year » -35 -25
82 87
Items that have been or may bereclassifiedto profit or loss
Net nvestrent hedge foreign operatons, net after tax ) 87 -88
Translanon differences, realisatiot of foreign operations 316 -184
383 =272
Other comprehensive income for the year 465 ~185
Comprehensive income for the year 3,288 2,963
Profit for the year acnbutable 1o the shareholders of the parent company 2820 3,140
Profit for the year atinibutabie to non-control.ing .nteress 3 8
Tetak comprehensive income for the year attnibutabte o the shareholders of the parent company 3,278 2950
Total comprehensive income for the year attrnibutable 1o non centroling interests 10 13
Per share data. . ) . 12
Weighted average number of snares owtstanding : : 167,499,999 ~ 157856,163
Tetal earnings »er share, before and after d:lution, SEK 1683 1089

1+ Change of Fair value due to reclassification of hotel properties from Qperator Activilies ta Property Management

See comments next page
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Comments

Consolidated comprehensive income

Net sales

Revenue from Property Management
amounted to MSEK 2,971 {(2,202), an
inerease of 35 percent, mainly explained by
acquired growth in the lease portfolio and
positive market growth and helped by
reclassifications. For comparable units,
revenuc increased by 2 percent, adjusted for
currency effects.

Revenue from Opcrator Activitics
amounted to MSEK 2,153 (2,067), an
increase of 4 percent. Adjusted for currency
effects and comparable units, revenue
increased by 6 percent and RevPAR by
7 percent,

The Group’s net sales amounted to
MSEK 5,124 {4,269). Adjusted for currency
effects and comparable units, sales
increased by 4 percent.

Net operating income

Net operating income from Property
Management, which corresponds to gross
profit, amounted to MSEK 2,517 (1,882),
an increase of 34 percent. Adjusted for
currency effects and comparable units, net
operating income increased by 1 percent.
Property costs amounted to MSEK —454
(—321) and include operating and mainte-
nance costs, B See Note 5 for details.

Net operating income from Operator
Activities, which corresponds to gross profit
plus depreciation included in Operator
Activities’ costs, amounted to MSEK 540
(494), an increase of 9 percent. Adjusted
for currency effects and comparable units,
net operating income increased by 10 per-
cent. Total net operating income amounted
to MSEK 3,057 {2,376), an increase of
29 percent.

» Detatls of Operator Activities’ costs
can be found in Note 6.

Central administration

Central administration costs amounted to
MSEK —148 (—124)}. These include costs for
corporate governance, administrative
personnel, IT and office rents, The increase
is mainly explained by strengthening of
group functions and geographical expansion.

Financial incorme and expense

Financial expense amounted to MSEK
—804 (—534). The change is mainly
explained by increased interest-bearing lia-
hilities following acquisitions that increased
debt in foreign currencies.

Pandox has decided to hedge a larger
share of its loan portfolio than previcusly,
resulting in higher costs for interest rate
derivatives.

Financial income amounted to MSEK
1(15). In the comparable period 2017,
income from the sale of shares in Norway of
MSEK 13 is included.

Changes in value
Unrealised changes in value amounted to
MSEK 1,428 (1,625) for investment proper-
ties and are mainly explained by a combina-
tion of higher cash flows and a lower valua-
tion yield in the comparable portfolic.
Realised changes in value amounted to
MSEK 67 (289) and relate to the divestment
of Scandic Ferrum and the reversal of guar-
antees for past divestments. Unrealised
changes in the value of derivatives
amounted to MSEK 25 (173).

Current and deferred tax

Current tax amounted to MSEK — 216
(—73). Most of the increase relates to the
acquisition of Jurys Inn at the end of 2z017.
In the comparable period 2017, a tax rever-
sal of MSEK 47 in Germany and Sweden is

included. Deferred tax expense amounted
to MSEK —424 {—429).

Profit for the year

Profit for the year amounted to MSEK 2,823
(3,148) and profit for the period attributable
to the Parent Company’s sharcholders
amounted to MSEK 2,820 (3,140), which
represents SEK 16.83 (19.89) per share
before and after full dilution.

Other comprehensive income for the year
Other comprehensive income for the year
includes translation differences for foreign
operations and remeasurement for the year
of property, plant and equipment and
related hedging in respect of net assets in
foreign operations.
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Consolidated statement
of inancial position

31 Dec 31 Dec
MSEK Note 2018 20174
Assets
Non-current assets
Qperating properties 15 5326 5,246
Equ:pmenulmenora 14 484 423
Investment. properties 13 47139 42,548
Deferred tax assets 12 465 13
Dervativest 18,18 12 i1
Cther non-current recevah.es 11,19 31 26
Total non-current assets 53,457 48,867
Current assets
Invenones 10 10
Current lyx assels 29 4l
Trade accounts recevable 16,19 326 167
Prepa.d expenses and accrued income 20 305 220
Ozher cu~ent recervab.es 215 67
Cash and casn equivaients 674 999
Assets held for sale 29 — 1367
Total curtent assets 1,559 2,870
Total assets 55,016 51,737
EQUITY AND LIABILITIES
Equity 17
Share capita. 419 419
QOrher paid-in capital 4556 4,557
Reserves 215 -243
Retained eanings, including profit for the year 16,188 14112
Total equity attnbutable to the owners of the parent cnmp;];y 21,378 18,845
Non-controling interests e 160 182
Total equey 21,538 18,027
Liabilities
Non-current ligbilities
Non-current m-erest-bearing hab:lities? 3 18,19 14,469 25593
Othernon current liab.lines 18 248
Dervatives!) 18,19 550 574
Prowisions 21 100 134
Deferred tax Latalities 12 3430 3,026
Total non-current liabilities 23,567 27,575
Current liabilities
Provisions 21 1 2
Current nterest-beanng liabiities? 9 18,12 8,448 2,705
Tax habilities 109 83
Trade accounts payable 19 286 250
Orther cuzrent habuities 411 284
Accrued ejq-sensesand p}epald meome 20 656 444
Liab:liies relating to assets held for sale 29 — 1,367
Total current labilities 9,911 5,135
Total liabilities 33,478 32,710
Total equity and habiities 55016 51,737

Y The fair value measurement belongs to Level 2 inthe fair value lnerarchy in [FRS, 1 e.1t is based ot inputs that are observable, either directly or indirectly

2) The carrying amounts of interest-bearing habilities and other financial nstruments constitizte a reasonable approximation of ther fair values.
" Arrangement fee of approximatly MSEK 178 (175} have reduced interest-bearing liabilines.

4 Pandoxis applying IFRS g and IFRS 15 from 1 January 2018 The application of these new accounting standards does not result in any changes or restatements in the finaneial statemenits. The conso-
Tidated balance sheet as of 1.January 2018 with these new reparting standaids applied is unchanged from the balance sheet as of 31 December 2017 prepared according to the previaus standards.

See comments next page
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Comments

Consolidated statement of financial posilion

NON-CURRENT ASSETS

Operating properties

The 16 (17) properties within the Operator
Activities segment are classified as operat-
ing properties and are reported at cost less
depreciation and impairment losses. The
carrying amount including equipment/
interiors amounted to MSEK 5,810 {5,669).
During the year, two hotels were reclassified
as Property Management and one hotel in
UK was acquired.

Investment properties

The number of investment properties at

the end of the year was 128 (126). They are
reported at fair value (market value) and
amounted to MSEK 47,139 (42,548). Dur-
ing the year, one acquisition wags made in
UK and one property in Sweden was handed
over. In addition, two hotel properties were
reclassified to Property Management. Unre-
alised changes in the value of investment
properties for the year amounted to MSEK
1,428 (1,625). Realised changes in value
amounted to MSEK 14 (6).

Investments in the existing portfolio
during the year, excluding acquisitions,
amounted to MSEK 720 (714), of which
MSEK 434 (425) was in investment proper-
Lies and MSEK 286 (289) was in operating
properties and and MSEK 1 (0) refers to
Parent Company.

Deferred tax assets

At the end of the period deferred tax assets
amounted to MSEK 465 (613). These
represent tax loss carryforwards which the
Company expects to be able to utilise in
future financial years, and temporary
measurement differences for interest rate
derivatives, » See Note 12,

CURRENT ASSETS

Trade accounts receivable

Pandox's trade accounts receivable consist
of rent receivables and trade accounts
receivable in the Operator Activities seg-
ment. Qutstanding amounts at the end of
the year are mainly revenue-based rent that
has not been paid in advance.

Cash and cash equivalents

Pandox’s cash and cash equivalents of
MSEK 674 (999) are mainly managed by the
Parent Company through a central accounts
structure at a bank, with cash being depos-
ited in a joint interest-bearing account. Any
surplus may over time be deposited ina
time deposit account at the bank. Pandox
has unutilised credit facilities totalling
MSEK 1,826 (2,321).

EQUITY AND LIABILITIES

Financial position and net asset value

At the end of the period the loan-to-value
ratio was 49.7 percent (50.8). Equity
amounted to MSFK 21,538 (19,027) and net
asset value (NAV) as defined by EPRA was
MSEK 27,476 (24,211). EPRA NAV per
share was SEK 164.04 (144.54).

NON-CURRENT LIARILITIES
Interest-bearing liabilities

Atthe end of the period the loan portfolio
amounted to MSEK 28,095 (26,473). The
average fixed interest period was 3.0 years
(2.6) and the average interest rate, corre-
sponding to the interest rate level at the end
of the period, was 2.6 (2.6) percent, includ-
ing effects of interest rate swaps, The aver-
age repayment period was 3.1 years (3.3).
The loans are sccured by a combination of
mortgage collateral and pledged shares.

Derivatives

In order to manage interest rate risk and
increase the predictability of Pandox’s
carnings, interest rate derivatives, mainly
interest rate swaps, are used. At the end of
the period Pandox had interest rate swaps
amounting to a gross amount of MSEK
22,153 and a net amount of MSEK 17,129,
Around 56 percent of Pandox’s loan portfo-
lio was thereby hedged against interest rate
movements for periods longer than one
year. The market value of the derivatives

is measured each quarter and the change
in value is recognised in profit or loss. On
31 December 2018 the market value of
Pandox’s financial derivatives amounted

to MSEK —538 (-563).

Provisions

Provisions of MSEK 101 (136) refer to incen-
tive schemes for senior executives, pension
provisions and rental warranties for sold
hotel properties.

Deferred tax liabilities

Deferred tax liabilities relate to temporary
differences between fair value and the
adjusted taxable value of investment prop-
erties and temporary differences between
the carrying amount and taxable value of
operating properties. The amount was
MSEK 3,430 (3,026). ¥ See Nole 12.

CURRENT LIABILITIES
Interest-bearingliabilities

The portion of the debt that matures within
oneyear.

Other current liabilities

Liabilities include prepaid rent, accrued
interest expense and trade accounts
payable.
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Consolidated statement of changes in equity

Atmbutable to owners of the parent

Other Retained earnings, Non-

Share paidin Translation Revaluation including profit controlling Tatal
MSEK capital capital reserves reserve % for the year Total interests equity
Equity, opeming balance, 1 January 2017 394 3,122 53 - 11,618 15,081 177 15,258
Profit for the year 2017 — — — — 3,140 2140 8 3148
Qther comprenensive income 2017 — — =277 87 — -190 5 -185
New share 1ssue 20171 25 1,435 — — — 1,460 - 1,460
Transaction regafd\né non-controlhig interest™ — — — — — ) -8
Dwndend20t? 646 646 648
Equuty. closing balance, 31 December 2017 - 419 4,557 ~330 a7 14,112 18.845 182 18027
Equity, openingbalance, 1 January 2018 419 4,557 ~330 87 14,112 18845 182 16,027
Profit for the year 2018 — — — — 2820 2.820 3 2823
Other comprehensive income 2018 — — 376 82 - - 458 7 465
New share 1ssue 20187 — -1 — — — -1 — -1
‘Transactions regardmg nen-controll nginterest® — — — — -7 -7 -32 -39
Dividend 2018 - - —_ -737 —737 737
Equity, closing balance, 31 Decemnber 2018 412 4,556 46 169 16,188 21,378 160 21,538

1 The new share 1ssue amount 1s reparted net after deduction of transacnon cost MSEK 18, 2017

<) Proceeds from directed share issue refers to transaction costs of MSEK 1, 2018
1 Acquusition and dissolution of non-controlling interest regarding Austna and Germatyy and guarantee dividend minonty
4} Change of Fair valne due to reclassification of hotel properhies from Qperator Activities to Property Management

2047
alrstanding shares atyear-end 167,499,999
2018

Quistanding shares atyear-end 167,499,999

The share guota value1s SEK 2.50
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Consolidated statement of cash flow

MSEX Note 2018 2017
OPERATING ACTIVITIES

profil before tax 5465 3,650
Reversal ol depreciation 163 170
Real:sed changesm value, imvestinent properties -68 -289
Unrealised changes.nvaluenives_ment sroperies -1,429 -1,625
Unreased changes .n value, dervatives 24 173
O her temis nolinciuded i cash flows 27 %b 45
Taxes paid o e o _ o -178 -73
Cash flow from operating activities before changes in worlang Capltal T T {55:75 R 16_93
Inerease/decrease in operat.ng recevables 243 102
Lcreasedlecrease moperal ng”ablles o o -2 102
Changes in workang capital -265 0
Cash flow from operating activities 1,710 1,693
INVESTING ACTIVITIES

Acquisiions of non-control..ng ntevests -29 —
Investments "t nvestnent properies -434 =425
Investments noperating properues =221 -161
Investments:n equipmen A1 erors -5 128
Dresten: of hotel praperties, net effect on hiquidity 27 286 356
Acquastion of hotel oroperties, neteffecs on quidity 27 -1.725 10,609
Acquisrion of financia’ assets -11 24
DIVGSH_TIE-.'I', offmanczal assets e 9 21
Cash flow from investing activitias 7 ) -2,190 -10,970
FINANCING ACTIVITIES

New share 1ssue — 1,480
Transaction cost -1 Al
Newloans 7,164 13,138
Amort sation of debt -6258 4,188
Guarantee d vidend minonty -10 8
Paid dividend o o . o B -7 —616
Lash flow from financing activities 158 9,756
Cash flow for the year -322 479
Cash and cash equivalents at beginnimg of year 948 517
Exchange raze differerices m cash and casn equuivalents -3 3
Cash and cash equivalents at year-end 674 999
Information on Interest paid

Interes: recerved amounted to 1 2
Interest paid amoeunted to -723 -508
Information on rash and cash equivalents at year-end 674 999

Cashand cdsoequvd ents consisl of ban ¢balances

Commernts
Cash flow

Cash flow from operating activitics before
changes in working capital amounted to
MSEK 1,975 {(1,693). The increase is due to a
combination of acquired and organic growth
in the business.

Changes in working capital amounted to
MSEK —265 (0).

Investing activitics affected cash flow
in the amount of MSEK -2,190 (~10,970).
During the year two hotel properties were

acquired in the UK. Acquisition of the prop-
erties affected cash flow in the amount of
MSEK —1,725 (-10,609). During the year the
Group divested one property in Sweden,
with a positive effect on cash flow of MSEK
286 (356). Investments in properties and
non-current assets amounted to MSEK —720
{—714). Financing activitics affected cash
flow in the amount of MSEK 158 (9,756).
The significant change is explained by new

loans of MSEK 7,164 (13,138) and debt
repayment of MSEK —6,258 {—4,188). A tar-
geted share issue injected net proceeds of
MSEK 0 (1,460). Dividends paid affected
cash flow in theamount of MSEK ~747

(—-654).

Cash flow for the year amounted to
MSEK —322 {479). Cash and cash equiva-
lents at vear-end amounted to MSEK 674

(999).
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Parent Company income statement

MSEK Note 2018 2017
Net sates P 106 101
Admin:étratwc Costs 4,9 190 166
Operating profit -84 -65
Profit irom participations in Group cormpanes 10,26 760 200
Orher mere:s[mcome!‘and 51m11-a; préﬁt/lossnemﬁ 10,26 ’ Aé? 140
O:herinterest expense and similar profit/loss iternst 10,26 555 609
Profit after financial ftems h T B 583 -334
Year-end approprations 145 248
Profit before tax 728 -86
Tax on profit for the year 12 0 _
Deferred tax 127 & _ 115

B 734 30

Profit forthe year

o Of which —43 (=357) MSEK unyealised changen value of interest rate denvates.

The Company has not presented Other comprehensive income gince the Company has no items reported as Other comprehensive income.

Comirimerts

Parent Company’s financial statements

Administration for the activities of Pandox’s
property-owning companies is provided by
staff employed by the Parent Company,
Pandox AB {publ). The costs of these ser-
vices are invoiced to Pandox’s subsidiaries.
The total amount invoiced in the period
January — December 2018 was MSEK 106
(101). Profit from participations in Group
companies of MSEK 760 (200) refers ta
dividends received from Group companies
and capital gain due to divestment of sub-
sidiaries, Year-end appropriations are the
net reported amounts of Group contribu-
tions paid and received. Profit for the year
amounted to MSEK 734 (30).
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Tax on profit for the year is MSEK o (0) due
to non-taxable revenue and the utilisation
of existing tax loss carryforwards. During
the year the Company recognised tax assets
for its tax loss carryforwards as well as tem-
porary differences in the value of interest
rate derivatives amounting to MSEK 121
(116). & See Note 12.

The Parent Company’s assets consist
mainly of shares and participations in
subsidiaries and receivables fram Group
companies.

At the end of the period the Parent Compa-~
ny’s equity amounted to MSEK 4,553
{4,556). External interest-bearing liabilities
amounted to MSEK 7,069 (6,602), of which
MSEK 4,276 (5,767) was in the form of non-
current interest-bearing liabilities, A divi-
dend was paid to the shareholders in the
Parent Company in the amount of MSEK

737 (646).



Parent Company balance sheet

31 Dec 31 Dec
MSEK Nate 2018 2017
ASSETS
Non-current assets
Property, plant and equipment
Equipmen: A o 14 _ 1 1
Total property, plant and equipment T - 1 1

Financal non-current assets

Shares and partic12ations in Groun comparles
Recevdbles fron Groun coniparnies

Orher non-cumrent recevabies

Deferred tax

Total finanmal non current assets
Total non-current assets

Current assets

Otherrecewvables

Prepaid exp?e}lzg and accrued income

Cash and bank balances o e

Total curtent assets . . o )

Total assets 17.396 17,726
EQUITY AND LIABILITIES

Equity 17

Share capita’ 419 419
Sta-utory reserve 10 10
Snare premnun eserve a 1,435
Retained earnings 3,390 2,662
Profif tor the yea~ 734 30
Total equity 4,553 4,556
Provisions 21 100 B2
Non-current liabilities

Non-current inzerest-bearing hab.htieso 28 4,276 5./67
Dertvatives o - e 451 3h8
Total non-current Lizbilities o i o o T o MWW 6,125
Current hahilities

Currentinterest beanng Liabt itiest 26,28 2,793 835
Trade accoun:s payable 6 H3
Liab lities, Group compan.es 26 5145 6,011
Ocher cure 1t lab'ities 18 15
Accrued expernses and arepdld ncorme 20 b4 44
Total current habilities T 8,016 6,963
Total habihties o - _ o - 12,843 13,170
Total equity and habilities T o 17,396 17,726

"1 Arrangement fee of approvamatly MSEK 29 (37) have reduced interest-bearing liabilites
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Statement of changes in equity
for the Parent Company

Restricted equity Non-restnicted equity

Share Statutory  Share premium Retained Profit Total
MSEK capital reserve reserve CAINIMES for the year equUIty
Equity, opening balance, 1 January 2017 394 10 984 1,886 438 3712
Appmp‘mto-n of pi_'oﬁ‘r ’ ’ ’ ’ — — —qéa 1,427 —438 -
Proft ror the year 7 30 30
Dividend — — — —646 — 646
Newsharewssue® = 1435 _ T 1460
Equity, dlosing balance, 31 December 2017 ’ 419 T 1435 2,662 30 4,556
Equity, opening balance, 1 January 2018 419 10 1,438 2662 30 4,556
Appropriat.on of prodt — — 1,435 1,465 -3G —
prﬁt for the yeart — - — — F3h T34
Dridend - - . 737 - 737
Newr share 1ssue? - — -1 — — 0
Equity, closing baiance, 31 December 2018 419 10 0 3,390 734 4553

1 The Company has not presented Other comprehensive income since the Company has noitems reported as Other comprehensive mcorme.

<t The new shareissue amaount 15 reported net atter deduction of transaction cost MSEK 1{20)

2017
m::nding shares at year-end
2018

Outstanding shares at year-end
The share quota value is SEK 2 50
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Staternent of cash flow for the Parent Company

MSEK 2018 2017
OPERATING ACTIVITIES

Prolil before lax o i 583 -334
Reversal o: depreciaiion 4] 0
Orher fems notincluded in cash flow 5 422
Cash flow from operating activities before changes in wotldng capatal 588 88
Increzse/decrease 1n operan.ng -ecervabies —#5 264
Increase/decrease m operaﬁgi@lﬁl}ief e e o A1 25
Changesmmworlangcapttal _ o185 289
Cash flow from operating activities -577 377
INVESTING ACTIVITIES

Investineln. eguiprieni 0 -1
Acquisiiion of financial assats -310 —4,846
ngesimgn;ofﬁngﬂ&eﬁgssets - e 203 86
Cash flow from investing activities - ) o 107 -4l
FINANCING ACTIVITIES

New share Issue — 1,480
Transac horn cost -1 =20
Group cortrbutions receved 169 269
Group contrbutions ;)rovﬂed —24 -20
Newloans 3,108 404
Amort.sat.on of debt -1,848 -3,153
Faid dindend o o 737 6548
Cash flow from finanang activities oo 667 4,314
Cash flow for the year -17 =70
Cash and casn equiva’ents at beginning of the yea- o o 01 1
Cash and cash equivalents at year-end T | o 84 101
Information on wnterest paid

Interest receved 324 140
Interest pad 313 211
Information on cash and cash equivalents at year-end 84 101

Castrand cas.1 equivaleits consist of ban <balances
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Key ratios

Key figures not defined according to IFRS

A number of the financial descriptions and measuresin this year- nies calculate financial measurements in the same manner, these are
end report provide information about development and status of not always comparable to measurements used by other companies.
financial and per share measurements that are not defined in accor- Hence, these financial measures should not be secn as a substitute
dance with the IFRS (International Financial Reporting Standards). for measures defined according to the IFRS. Unless otherwise stated,
The alternative financial measurements below provides useful the table below presents measures, along with their reconciliation,
supplementary information to investors and management, as they which are not defined according to the IFRS.
facilitate evaluation of company performance. Since not all compa- ¥ The definitions of these measures appear on page 166.
RECONCILIATION ALTERNATIVE RECONCILIATION ALTERNATIVE
PERFORMANCE MEASUREMENTS (MSEK) 2018 2017 PERFORMANCE MEASUREMENTS {MSEK) 2018 2017
r Equity to assetsratio, % [ Net aperatingincome, Property Managernent
Sum equity 21,538 19,027 Renlal1mcome 2,808 2,121
Total assets 55,016 51737 Otner property income 162 81
Equity to assetsratio, % 39.1% 368% Coats, excl property adnumstration -328 -228
Net interest beanng debs ?;Itn?gle;;uélg;ln come, before property 2,643 1574
Nan-current interest bearing habiities 18,469 23,593 Property adm ms-rahon 196 _a3
Current mterest bearing labiltites BA448 2,705 Net operating income, Property Management 2517 1882
Arrangement fee for loans 178 175
Cash and cash equivalent 574 999 Net operating income, Operator Activities
Net interest beanng debt 27421 25,474 Revenues Operator Activ-hies 7153 2,067
Costs Operato~ Activines -1,776 -1,74%
Loanto value, net, % Grass profit 377 324
Netmterest bearing debt 7421 25474 Add Deprecation includedin costs 163 170
e g Market value properties 55197 50121 e 4 Netoperaungincome, Operatar Activities 540 494
Loanto value, net % 49 7% 50 8%
EBITDA
Interest cover ratio, times Gross profil Tom respeclive operaing segrent 2,894 2,206
Profit befare changes in vatue 1,943 1563 Add Depreciation includedin costs
Interest oxpenses 7hG KO8 Operator Activities 163 170
bépreaa_lon 163 170 less Centra. admrnstra.aon, excluding
Interest cover ratio, times 3.8 44 desreaanion 148 124
EBITDA 2,909 2,252
Average mterest on debt end of period, %
Average interest expenses 725 684 Cash earnings
Non-current interest heanng habuiiies 19,469 23,583 BRITDA 2.909 2252
Arrangement fee forloans 178 175 Add Financial income 1 15
Currentinterest heanng habihties 8448 2,705 Less Financial cost 804 -3
Average interest on debt, end of peniod, % 26% 26% Less Current tax —216 73
See No'e 18 paée 136-1 4Qfora chomplezé reccencikation . Cash earnings 1830 1.660
Investments, excl Acquisitions 720 714 EPRANAV
. T - Equuty attributable to the shareholders of the
Parent Company 21,378 18,845
Add Revauation of operating propert es 2248 1,506
Add Fairvalue o1 financial denvaves 538 563
Less Delerted lax asseis relaled lo detivalives =118 -129
Add Deferred tax habilit-es related to properties 3,430 3,026
9 ) EPRA NAV 27476 24211
Growth in EPRA NAV, annual rate, %
EPRA NAV attributable to the shareholders of
the Parent Campany, opemingbalance 24211 19,88%
EPRA NAV attnbutable to the sharcholders ot
the Parent Company, closing balance 27,476 24,211
Drrdend added back, current year 737 646
Excluding proceeds from new share 1ssue 0 __ 1180
EPRA NAV, annual rate % 165% 17.7%
L
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CONT.RECONCILIATION ALTERNATIVE

PERFORMANCE MEASUREMENTS, PER SHARE I’ 20138 2017
Total comprehensive income, per share, SEK

Total comprehensive incorme for the perod

attnbutable “o the shareholders of the Parent

Ceomdany, MSEX 3,278 2,950
Weighted average numiber ofshare,

befoze and azler diution 167,455,999 157856,163
Total comprehensive income per share, SEK 1957 1869
Cash eatrungs per share, SEK

Cash earmings at .nbutable to the shareholders

of the Parent Company. MSEK 1887 1.652
Weighted average unber of share,

before and ater dihut'on e 167,459,998 157,856,163
Cash earnings per share, SEX. 1126 1046
Net asset value (EPRA NAV) per share, SEK

EPRA NAV MSEK 27476 24,211
Number of snares at the end of the penad 1674499998  167499,9%9
Net asset value (EPRA NAV) per share, SEK 164.04 144 54
Dividend pet share, SEK

Dmndend, MSEK 787 737
Numnber of shares at dividend 167499999 167,499,999
Dindend per share, SEK o 570 ’ 440
Weighted average number of shares

outstanding before and after dilution 167455829 157,856,163
Nurmber of shares at the end of penod 167,439,999 167,495,999
PROPERTY RELATED KEY FIGURES

Number ofhotels end of penod? 144 143
Number of rooms, end of per od? 52268 31,613
WAULT, years ; o 157 156
Totalina-<et value propert.es, MSEK o 55197 30,121
Market va'ue investment properties, MSEK 47,139 42,548
Maket va'ue aperatg prapert es, MSFK 5058 7573
RevPAR {Cperator Activit.es) for coimparable

units at comparable excaange rates, SFIK 854 806

'+ Total number of outstanding shares after full dilution amount ta 167.499,4949 of which
75,000,000 A shares and 92,499,999 B shares Forcompanson tatal number of shares

15 used for the caleualbion of key ratios
4 Pandox's owned hotel properties

W For 2008 proposed dividend and for 2017 actual dividend 15 mdicated

1

EXPLANATIONS

Financial risk

Pandox owns, manages and develops hotel properties
and aperates hotels. The level of risk-taking is expressed
in a loan-to-value ratio of between 45 and 60 percent,
depending on market development and the opportu-
nities that exist. In addition to the loan-to-value ratio,
equity/assets ratio, interest cover ratio, average cost
of debt and interest-bearing net debt are other
relevant measurements of Pandox’s financial risk.

Growth and profitability

Pandox’s overall goal is to increase cash tlow and
property value and thereby enable Pandox to have
the resources for investments to support the Group's
continued expansion. Since Pandox both owns and
operates hotel properties, multiple indicators are
needed to measure the Company’s performance in
relation to goals in this regard, Growth in cash earn-
ings is Pandox’s primary focus and this is also the
basis for the dividend paid annually to the sharehold-
ers, 1.e. 40-60 percent of cash earnings with an average
dividend share of 50 percent over time. Measuring net
operating income creates transparency and contpara-
bility between the Company’s two operating segments
and with other property companies. EBITDA mea-
sures Pandox’s total operational profitability in a uni-
form way.

Net asset value (EPRA NAV) and equity

Net asset value (EPRA NAV) is the collective capital
Pandox manages on behalf of its shareholders. Pandox
measures long-term net asset value based on the bal-
ance sheet adjusted for items that will not yield any
paymentsin the near future, such as derivatives and
tax liabilities. The market value of operating proper-
tiesis included in the caleulation. Return on equity is
used to supplement growth in EPRANAV.
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NOTE 1 AccounTING PRINCIPLES

Introduction

The consolidated accounts cover Pandox AB (the Parent Company) and its subsid-
iaries (the Group) The Parent Company, Pandex AB (publ), is a Swedish company
(company reg no 556030-7885) and has its registered office in Sweden at Vasa-
gatan 11, SE-111 20 Stockholm Pandex was formed in 1995 and the Company's B
shares have been listed on Nasdaq Stoeckholm since 18 June 2015. For disclosures
concerning the ownership structure see the section on Pandox shares on page 36
The financial reports as per 31 December 2018 were approved by the Board of
Directors and CEO on 14 February for adoption at the Annual General Meeting on
10 April 2019

1 Accounting basis

1.1 Conformity with standards and laws

The consolidated financial statements have been prepared in aceordance with the
Swedish Annual Accounts Act and with the International Financial Reporting Stan-
dards (IFRS) issued by the International Accounting Standards Board (IASB) as
adopted by the EU. The Swedish Financial Reporting Board's recommendation
RFR 1 Supplementary Accounting Rules for Groups has also been applied,

1.2 Basis for valuation

Imvestment properties and derivative instruments are recogrsed at fairvalue on an
angoing hasis. Other assets and habilities are recognised at historic cost or, where
applicable, at amortised cost in the case of non-derivative financial liabihities and
finaneial assets.

1.3 Functional currency and reporting currency

The functional currency of the Parent Company 15 Swedish krenor (SEK), which is
also the reporting currency of the Parent Company and of the Group The financial
statements are therefore presented in Swedish kronor. All amounts are in millions
of Swedish kronor (MSEK) unless indicated otherwise,

1.4 Classification

Non-current assets and non-current liabilities consist of amounts expected tobe
recovered or paid after 12 months have passed since the balance sheet date. Current
assets and current habilities consist of amounts expected to be recovered or paid
within 12 months of the balance sheet date.

2. Judgments and estirnates

‘When preparing financizl statements it 15 necessary to make judgments in the
application of accounting principles and estimates with respect to the value of
assets, habilities, revenue and expenses Estimates and assumptions are based on
past expertence and other factors deemed relevant and reasonable Estimates and
assumptions are reviewed regularly and compared with the actual outcome Also
see Note 22.

3. Changed accounting pninciples
Changes effective from 2018 have not had any material impact on the consolidated
accounts

TFRS 15 Revenue from Contracts with Customers is to be applied from 1 January
2018 IFRS15 replaces IAS 18 Revenue and 1AS 11 Construction Contracts, IFRS 15
is based on the principle that revenue 1s recognised when control ov er the goods or
serviees 15 transferred to the customer — which replaces the previous prnciple of
recognising revenue when the risks and benefits have been transferred to the pur-
chaser. Companies can choose between full retrogpective application or prospec-
tive application with additional disclosures Pandoxintends to apply the standard
with tull retrospective effect To estimate the quantitative effect of the new rules on
the financial statcments, in 2017 the Group assessed the effect of the new standard
The standard 13 not assessed to have any matermal impact on the finaneial state-
ments other than increased disclosure requirements, und therefore no adjustments
of the opening balance or comparatiy e figures were done.

[FRS ¢ Financial Instruments is to be applied from 1 January 2018 and replaces
IAS 39 Financial Instruments. Recagnition and Measurement IFRS g classifies
financial assets into three different categories, The asset is classified upon initial
recogmtion, based on the characteristics of the asset and the company’s business
model The second part relates to hedge accounting Inlarge part, the new prinei-
ples provide the conditions for reporting a truer picture of a company’s manage-
ment of financial rsk involving financial instruments Finally, new principles have
heen introduced regarding impairnent of financial assets using a model based on
expected losses. One of the aims of the new impairment model is that provision for
credit losses will be made at an earlier stage. The standard is not expected to have
any significant effect on the Group’s or the Parent Company’s financial statements.
There will ther efore be no adjustiment of the opening balance of provisions for
credit losses or measurement of derivatives

New IFRS standards that have not yet begun to be applied

TFRS 16 Leases will be introduced on 1 January 2019. It replaces IAS 17 Leases and
the associated interpretations IFRIC 4, SIC-15 and SIC-27. Early adoption is per-
mitted Pandox is not planning to adopt IFRS 16 early. The standard requires assets
and liabilities atiributable to all leases to be reported as a hability and an asset in
the balance sheet, unless the lease term is 12 months or less or the underlying asset
is of low value. This reporting is based on the approach that the lessee has a nght to
use an asset for a specific period of time and at the same tune a liability to pay for
this right, For the lessor, recognition will be essentially unchanged The new stan-
dard on leases impacts Pandox’s financial statements since the Group has operat-
ing leases for premises as well as site leaseholds. See also the impact on the Group
1n Nate 30 Transitional effects of IFRS 16 Leases For an idea of the size of the
Group's lease commitments see Note 8 Operating leases.

4. Operating segment reporting

An operating segment is a unit in the Group with aperations from which revenue
can be generated and costs incurred, and for whnch independent financial informa-
tion is available. An operating segment’s performance is monitored by the Compa-
ny’s chief operating decision-maker {CEO) to evaluate performance and to be able
to allocate resources to the operating segment Pandox has two segments. Property
Management and Operator Activities. See Note 2 for a more detailed description of
the chvision and presentation of operating segments.

5. Consoelidation principles
5.1 Controling mterests and the acquisihon method
Subsidiaries are companies that are under the direct or indirect control of the
Parent Company A controlling interest exists if the Parent Company directly or
indirectly has a controlling interest aver the investment object, 1s exposed to or has
the right to varable returns from 1ts holding in the investment object and can use
itsinfluence over the investment object to affect the size of its returns

The acqusition method of accounting is used for subsidiaries. With the acquisi-
tion method, a subsidiary 15 regarded as a transaction through which the Group
indirectly acquires the subsidiary’s assets and assumes its habilities The fair value
on the date of acquisition of the 1dentifiable assets acquired and liabilities assumed,
as well as any non-controlling interests, are established 1 an acquisition analysis.
Transaction fees, with the exception of transaction fees relating to any equity
instruments or debt instruments issued, are recognised directly in profit or loss for
the vear Seesection 5 3 for treatment of transaction experises in connection with
asset purchases

5.2 Changes n ownership

Acquisitions made on several occasions which increase ownership of a company are
reported as step acquisitions Once a controlling interest has been achieved,
changes 1 ownership are recognised as a transfer in equity between owners of the
Parent Company and non-controlling interests In the case of a reduction of owner-
ship to the extent that the controlling interest 12 lost, the subsidiary's assets and
linbilities — and, where applicable, non-controlling interests — are derecognised, at
which point the capital gain or loss s recogrused through profit ot logs combined
with any gain or loss on remaining holdings measured at fair value, with chunges
invalue recognized through profit orloss.
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5 3 Asset purchases

An acquisition of a company can be regarded cither as an asset purchase or asa
business combination. In an asset purchase, the transaction is not covered by
IFRS 3.

If the main pwrpose of the acquisition is to acquire the purchased company’s
properties, and where no administrative organisation exists, the transaction is
reported as an asset purchase. An acquisition of a company wheve there is an
admnistrative organisation is reported as a business combination.

When the acquisition of subsidiaries involves the purchase of net assets that do
not conshtute a business, the acquisition costs of the individual identifiable assets
and labilities are divided up based on their fair value at the date of the acquisition.

In asset purchases, no separate deferred tax is recogmsed at the time of acquisi-
tion, instead the asset is recognised at cost, which corresponds to the fair value of
the asset after deducting any discount for non-tax-deductible costs. Transaction
expenses are capitalised and added to the acquisition cost.

6. Foreign currency

6.1 Foreign currency transactions

Foreign currency transactions are translated into the functional currency at the
exchange rate prevailing on the transaction date. Functional currency is the
currency of the primary economic environment where the companies conduct their
business. Monetary assets and liahilities in foreign currencies are translated to the
functional currency at the exchange rate prevailing on the closing day. Exchange
rate differences that arise on translation are recognised in profit for the year.
Non-monetary assets and liabilities recognised at historic cost are translated at

the exchange rate on the transaction date. Non-monetary assets and liabilities
recognised at fair value are translated 1o the functional currency at the rate 1n effect
on the date of fair value measurernent

6.2 Financial statements of foreign entihes
Assets and liabilities of foreign entities and consolidated surpluses and deficits are
translated from the foreign entity’s functional currency to the Group’s reporting cur-
rency (Swedish kranor) at the exchange rate prevailing on the closing day. Revenue
and expenses in a foreign entity are translated to Swedish kronor at an average
exchange rate, which is an approsamation of the exchange rates prevailing on each
transaction date Translation differences arising in currency translation of foreign
entities and net investments or other financial instruments designated for hedging
of such investments are recognised in other comprehensive income and accumu-
lated in a separate component of equity, called the translation reserve. When a
controlling interest ceases to exist for a foreign entity, the cumulative translation
differences relating to the entity are realised, at which point they are reclassified
from the translation reserve in equity to profit or loss for the year Inthe case of a
disposal where the controlling interest still exists, a propartional percentage of the
curmulatve transiation differences is transferred from the translation reserve to
non-controlling mterests.

The Company has decided to state the cumulative transtation differences
attributable to foreign entities at zero at the time of the transition to IFRS,

7. Revenue

7.1 Rentalincome

Rental income from Property Management is recognised on a straight line basis
according to the terms and conditions in the leases {rental agreements). Rental
income relates to the leased space in hotel operations and other minot rental
income from offices and retail outlets.

7 2 Other property revenue

Other property revenue consists mainly of charges for heating, electricity and prop-
erty tax and is recognised on a straight line basis based on the terms and conditions
inthe leases (rental agreements).

7 3 Revenue from Operator Activities

Revenue from Operator Activities relates to the hotel operations operated under
management agreeinents and franchise agreements as well as hotels operated by
Pandox. The revenue comes mainly from accommodation, food and beverages, as
well as conference activities, Revenue from Operator Activities is recognised in the
period in which the activities are performed

122 Pandox Annual Report 2018

7 4 Revenue from property sales
Revenue from property sales 1s normally recognised on the occupancy date unless
the risks and benefits have been transferred to the purchaser on an earlier occasion.
Control of the asset may have been transferred on a date earlier than the occupancy
date; 1n which case, the property sale 15 reported as income at this eatlier date.
When assessing the date at which incorne is recognised, consideration is grven
to what has been agreed between the parties concerning risks and benefits, as well
as involvement in day-to-day management In addition, consideration 1s given to
arcumstances beyond the seller’s and/or purchaser’s control that could affect the
outcome of the transaction.

In the sale of properties where rent guarantees exist, the present value is
caleudated of the likely outflow of guarantee payments, and this s recognised
as a provision

8. Leases

Leases are classified either as finance or operating leases Finance leases exist
when the economic risks and henefits associated with ownership are in all material
respects transferred to the lessee, When this is not the case, the lease is an
operating lease.

Expenses relating to operating leases are recogmsed in profit or loss for the year
on a straight line basis over the term of the lease The operating leases are mainly
siteleaseholds. Benefits received in connection with s1gning a lease are recognised
in profit or loss for the year as a reduction 11 the lease payments, on a straight line
basis over the term of the lease Benefits received 1n connection with signing a lease
are recognised through profit or loss as a reduction in the total cost of the lease, on
a straight line hasis. Variable payments are recognised in expenses in the periods
when they arise. Pandox's leases are for company cars, office equipment and for
offices and other premises Although these are by definition finarice leases, as they
are not deemed of material significance, they are recogrsed as operating leases.

All leases for premises are classified as operating leases. See “Rental income”
section above.

The Group has no finance leases where the Group is the lessor.

9. Financialincome and expense
Financial income consists of interest income on invested funds. Interest income is
recogmsed using the effective interest method, as the income is earned

Financial expenses are interest, charges and other expenses arising when
Pandox takes on interest-bearing liabilities, These expenses are included in the
interest expense that is recognised according to the effective interest method

Exchange gains and losses are recognised as net amounts

Derivatives are used to hedge the interest nsk that the Group is exposed to.
Interest payments for interest rate derivatives (interest rate swaps) are recognised
as interest expense in the period to which they relate. Other changes in the fair
value of interest rate derivatives are recognised on a separate line in profit or loss
for the year.

Dvidend revenue is recognised when the right to receive dividends is estab-
lished at the respective subsidianes’ annual general meetings.

10 Change in value of investment properties and unrealised

changes in value of denvatives

Unrealised and realised changes in the fair value of investment properties and
unrealised changes in the value of interest rate dervatives are recognised through
profit or loss in separate items after the financial iterns under the heading. Changes
invalue,

11, Taxes

Income taxes consist of current tax and deferred tax. Income taxes are recognised
1n profit or loss for the year, except when the underlying transaction is recognised
in ather comprehensive income or in equity, in which case the aceompanying tax
effect 15 also recognised in other comprehensive income or equity.

Current tax is tax to be paid or received for the year in question applying the tax
rates that have been enacted or substantively enacted as of the closing day. Current
tax also includes adjustment of current tax that 1s attributable to earlier penods.

Deferred tax is calculated according to the halance sheet method based on
temporary differences arising between reported and fiscal values of assets and
liabilities. Temporary differences are not taken into account 1n consolidated
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goodwill, nor are differences arising on initial recognition of assets and abihties
that are not business combinations and that on the transaction date affect neither
recopnised nor taxable profit — such as 1n the case of asset purchases. Also not taken
into account are temporary differences attributable to shares in subsidiaries and
assoclated companies that are not expected to be reversed in the foreseeable future
Deferred tax is measured based on how the undetlying assets or liablities are
expected to be realised or paid. Deferred tax is calculated applying the tax rates and
tax rules that have been enacted or substantively enacted as of the closing day.

Deferred tax assets related to deductible temporary differences and loss carry-
forwards are only recognised to the extent that 1t is probable they will be utihsed
The value of deferred tax assets 1s reduced when it 1s no longer deemed probable
that they can be utilised

‘When shares 1o subsidiaries are acquired, the acquisition is classified as exther
a business tcombiaation or an asset purchase. In business combinations, deferred
tax 1s recognised as a nominally applicable undiscounted rate according to the
principles above. In asset purchases, no deferred tax is recognised; instead the
value of the property 1s reduced by the amount that, at the time of purchase, related
to deductions attributable to deferred tax on the assets However, deterred tax is
recognised on changes in the value of investment properties during the year,

12 Properiies

12 1 Investment properties

Investment properties are properties owned for the purpose of ohtaining rental
income, an appreciation in value or a combination of both Investment properties
include buildings, land, land improvements and property equipment Properties
under construction and reconstruction that are intended for usc as investment
properties once work is completed are also classified as investment propertics

Investment properties are recognised at fair value in accordance with account-
ng standard IAS 40 Investment properties are initially recognised at cost includ-
ing expenses directly attributable to the acquisition

Fair value is based on the market value and represents the estimated amount
that would be received in a transaction on the appraisal date between knowledge-
able parties who are independent of each other and whe have an interest in ensuring
that the transaction is executed following customary marketing, where hoth parties
are assumed to have acted knowledgeably, prudently and without compulsicn

Fair value is established through an internal valuation model which is described
in Note 13 The valuation model used is a combination of the location price methed
and the yield-hased method. The valuation model consists of a cash flow model in
which future cash flows that the investment properties are expected to generate are
discounted. In addition to the internal valuation, the investment properties go
through an annual external valuation process. A detailed inspection is conducted
at least every three years or 1n conjunction with major changes te the property.

A description of the valuation methods applied, sigmficant input data in valae
assessments and thelevel of the properties in the fair value hierarchy can be
foundn Note 13

Both unreahised and realised changes invalue are recognised itz profit or loss
for the year Realised changes in value are changes in value from the most recent
quarterly report up to the divestinent date for properties divested during the
period, after taking into account capitalised investment expenses during the
period Unrealised changes in value are other changes in value not arising from
acquisitions or capitalised investment expenses

Property sales and property purchases are recognised when the risks and
benefits associated with ownership are transferred to the buyer from the seller,

See section 7.4 Revenue from property sales,

Further expenditures are only added ta the recogmised value for investment
properties 1f it 13 probable that the future ecotiemic benefits associated with the
expenditure will acerue to the Company and the cost can be rehably caleulated. All
other further expenditures are expensed in the petiod when they arise Expenditure
relating to the replacement of identified components and the addition of new com-
ponents is added to the carrying amount if it mects the above criteria Repairs and
maintenance costs are expensed as they arse

12.2 Operating properties and equipment/interiors

The properties used in Operator Actraties ate classified as operating properties,
Operating properties are recognised at cost minus depreciation and any impair-
ment losses

The operating properties consist of a number of components with varying uscful
lives. The main division is into buildings and land There is no depreciation of the
jand component as its useful lite is deemed to be unlimited The buildings consist
of a number of components whose useful lives vary.

Further expenditures are added to cost only if it is likely that the future eco-
nomic benefits associated with the asset will accrue to the Company and the cost
can be reliably calculated. All ather further expenditures are expensed i the perod
when they arise.

A further expenditure is added to cost if the expenditure is related 1o replace-
ment of identified components or parts thereof, In cases where a new component
is created, this expenditure 1s also added to cost. Any undepreciated carrying
amouznts for replaced vomponents, ar parts of components, are disposed of and
expensed at the time of the replacement. Repairs are expensed on a continuous
basis. Depreciation periods are between three and 200 years, depending on the
component

The following main groups of eompanents have heen1dentified and form the
basis for the depreciation of buildings, the straight line method of depreciation

being applied-

—~ Frame 150—200 years
- Roof 50 vears

- Facade 50 years

- Interior surfaces 20 years

- Installations 25 vears

— Bathrooms 25 years

- Special adaptations 50 years

— Fixtures and fittings 15—25 years
- Land improvements 28 years

- Equipment/interiors 325 years

The depreciation methods, residual values and usceful lives used are reassessed
at the end of each year.

Qperating properties that are reclassified as investment properties are recog-
niged at fair value on the date of reclassification The difference betiveen fair value
and earryving amount on the date ot reclassification is posted to the revaluation
reserve via other comprehensive income atter deducting deferred tax.

13 Property, plant and eguipment which are not operating preperties
Property, plant and equipment are recognised within the Group at cost munus aceu-
mulated depreciation and any impairment losses. Cost includes the purchase price
plus expenses directly attributable to the asset 1n order to bring it to the location
and condition to be used in the manner intended when it was purchased Account-
ing principles for impairment losses are described below. The carrying amount of
aproperty, plant and equipment item 1s removed from the statement of financial
position when an item is disposed of or divested, or when no further economic
benefits are expected from the use or disposal/divestment of the asset Gainsor
losses arising from divestment or disposal of an asset consist of differences between
the selling price and the asset’s carrying amount minus direct costs ta sell.

Depreciation principles

Depreciation occurs on a straight line basis over the estunated useful life
of the asset’

— Machinery and equipment 3-15 years

Further expenditures

Further expenditures are added to cost only if it is likely that the future economc
benefits associated with the asset will acerue to the Company and the cost can be
reliably calculated. All other further expenditures are expensed in the period when
they arise

14 Financal instruments

On the asset side, financial instruments recognised 1n the statement of inancial
position include financial investments, cash and cash equivalents, loans receivable,
rent receivables, trade accounts receivable and derivatives The liabilities include
trade accounts payable, loan liahilities and derivatives,
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14.1 Recogmition in and derecognition from the statement

of financial position

A financial asset or financial liability is recognised in the statement of financial
position when the Company becomes a party to the contractual provisions of the
instrument, A receivable is recognised when the Company has performed and there
is a contractual obligation for the counterparty to pay, even if an invoice has not yet
been sent. Trade accounts recejvable are recognised 1n the statement of financial
position when an invoice has been sent. A liability is recognised when the counter-
party has performed and there is a contractual obligation to pay, even if an involce
has not yet been received. Trade payables are recognised when an invoice is
received,

A financial asset is derecognised from the statement of financial position when
the contractual rights are realised, expire or the Company loses control of them,
The same applies to a portion of a financial asset. A financial liability is derecog-
niged from the statement of financial position when the contractual abligation
is fulfilled or atherwise extingwmshed. The samne applies to a portion of a financial
liability. Offsetting of financial assets and financial liabilities oceurs and the net
amount is recognised in the statement of financial position only when the Company
has a legal right to offset items against each other and intends to settle these items
i a net amount or simultaneously realise the asset and settle the liability.

Acquisitions and divestments of financial assets are recoghised on the transac-
tion date, which is the date the Company undertakes to acquire or divest the asset.

14.2 Classification and measurement
Financial instruments are intially recogrused at cost, equivalent 10 the instru-
ment’s fair value plus transaction costs for all financial instruments except instru-
ments in the categories of assets or Habilities at fair value through profit or loss,
which are recognised at fair value exclusive of transaction costs A financial instru-
ment is classified upon initial recognition based, among other things, on the pur-
pose for which the instrument was acquired The cdassification determines how
the financial mstrument is measured after initial recognition, as described below.
Cash and cash equivalents comprise cash and immediately available deposits
at banks and equivalent institutions, plus short-term liquid investments with a
maturity from the acquisition date of less than three months and which are subject
to only an insignificant risk of fluctuations in value,
For the 2018 financial year IFRS g is being applied This involves different clas-
sification than in previous vears. The relevant categories for 2018 are as foliows:
+ Financial assets/liabilities measured at amortised cost
» Financial assets/liabilities measured at fair value through profit orloss
« Financial assets/liabilities measured at fair value through other comprehenstve
income

Financial assets (and habiities) measured at amortised cost

This category refers to non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. Examples of assets in this cate-
gory wnclude trade accounts receivable, cash and cash equivalents, trade accounts
payable and interest-bearing liabilities. These assets (and liabulities) are measured
at amortised cost applying the effective-interest method. Rent receivables and
other receivables are recognised at the amounts that are expected to be received,
i.e. after deductions for doubtful receivables.

Financal gssets (and habilities) measured at fair value through profit or loss
Financial instruments in this category are measured on an ongoing basis at fair
value with changes in value recognised though profit orloss This category includes
derivative instruments with a positive fair value. Pandox does not use the option to
measure other financial instruments at fair value.

Financial assets {and liabilities) measured at fair vailue through ather
comprehensiveincome

Financial instruments in this category are measured on an ongoing basis at fair
value with changes in value recognised through other comprehensive income, At
present Pandox has only liablilities in this category.

Since 1t has been determined that the new standard will have no significant
mpact on the Group’s or the Parent Company's financial statements, the Group has
decided not to restate comparative figures. Thus the comparative figures far 2017
have been reported according to the earlier accounting principles in IAS 3o, which
had the following categories:
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+ Financial assets/liabitities measured at fair value through profit orloss
for the year

+ Loansand receivables

« Other liabihities

Financial assets/liabilities measured at fair value through

profit or loss for the vear

Financial instruments in this category are measured on an ongoing bas:s at

tair value with changes in value recognised though profit ot loss This category
includes derrvative instruments with a positive fair value, Pandox does not exercise
the option to measure other financial instruments at fair value.

Loans recervable and trade accounts receivable

The category of loans receivable and trade accounts recevable consists of financial
assets that are not deiivatives, that have established or determinable payment
amounts and that are not listed on an active market. These assets are measured at
amortised cost applying the effective interest method. Rent receivables and other
receivables are recognised at the amounts that are expected to be received, 1.e after
deductions for doubtful receivables.

Other inancial habihties

Loans and other financial liabilities, e.g. trade accounts payable, are included in
this category. The liabilities are measured at amortised cost applying the effective
interest method

Derivatives and interest rate risk

Interest rate swaps are used for financial hedging of forecast interest flows from
borrowing zt variable interest rates; in these, the Company receives variable inter-
est and pays fixed interest, Interest rate swaps are measured at fair value in the
statement of financial position. The interest coupor portion is recognised in profit
for the year cn an ongoing basis, as a component of interest expense. Unrealised
changes in fair value on interest rate swaps are recognised through profit orloss
after the financial items on the line for changes in the value of derivatives,

Hedging of netinvestment

Hedging of net investrent in foreign operations under IFRS g The hedging rela-
tionship exists during a quarter, with the hedged item and the hedging instrument
being 1dentified and linked at the start of the quarter The r1sk hedgedis the risk
that changes in exchange rate of the foreign operation’s local currency against
Swedish kronor will cause changes in the value of the Group’s net investment when
the investment 1s translated to SEK in the consolidated financial statements. Pandox
uses loans in foreign currency, corresponding to the reporting unit, that are 1n the
same carrency as the net investment in the respective currency. Only loans external
tothe Group are used as hedging mstruments, The effective portion of the currency
remeasurement of the hedging instrument is recognised in other comprehensive
ineome and accumulated in the translation reserve 1n equity. The ineffective portion
1s recognised under financial items in the income statement.

The amount recognised in other comprehensive income and aceumulated in the
translation reserve that is attributable to the hedging relationship 15 to be reclassi-
fied through other comprehensive mcome to profit or lass when Pandox fully or
partly divests subsidiaries

15 Inventornes
Inventories are stocks of consumables in the hotel operations.

Inventones are measured at cost or net realisable value, whichever 1s lower.
The cost of inventories is calculated using the first-in, first-out (FIFO) method and
ncludes expenditures that have arisen frem the acquisition of inventory assets
and from bringing them to their present locanon and condition

Net realisable value is the estimated selling price in the course of operations less
the estimated costs far completion and the estimated costs necessary to make the sale

16. Impairment

The assets carried 111 the Group are tested on each closing date for indications of
mpairment. IAS 36 is apphed to the impairment of assets other than financial
assets which ace recogrised according to TAS 30 (financial year 2017)/ IFRS o
(financial year 2018), 1nveniories, deferred tax assets, assets arising in connection
with employee benefits {IAS 19) and investment properties carried at fair value
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(IAS 40). For the assets excluded above, the carrying amounts are determined
according the respective standard.

16.1 Impairment of property, plant and equipment
if there 15 an indication of impairment, the recoverable amount of the asset is caleu-
lated as described below Ifit is not possible to determine the largely independent
cash flows for an indmidual asset, and its fair value less costs to sell cannot be used,
the assets are grouped for the purpose of impairment testing at the lowest level at
which 1s it possible to 1dentify targely independent cash flows — a so-called cash-
generating unit

An impairment loss is recognised when an asset’s or a cash-generating unit’s
carrying amount exceeds its recoverable amount. Impairment losses are expensed
through profit or loss. The recoverable amount 1s fair value less costs to sell orvalue
in use — whichever is higher, When calculating value in use, future cash flows are
discounted using a discounting factor that takes into account risk-free interest
and the nsk associated with the specific asset.

16.2 Impawrment of financial assets
At each reporting date the Company assesses whether there is objective evidence
of impainnent of a financial asset or group of assets. Objective evidence consists of
an observable circurnstance that has arisen and that has a negatrve umpact on the
ubility to recover the cost of the asset.
The Company reviews which rents are unpaid by the tenth day of the next month
The Company classifies rent receivables and other receivables as doubtful based
onindividual assessments in connection with the monthly reviews Impairment of
the recervables is established based on past experience of bad debt losses with simm-
lar receivables. Receivables where there is indication of impairment are recognised
at the present value of future cash flows Receivables close to their due date are not
discounted.

16.3 Reversal of impairment losses
Empairment losses on assets covered by IAS 36 are reversed if there is both an indi-
cation that the impairment loss no longer exists and there has been a change in the
assumptions on which the caleulation of the recoverable amount was based. An
impairment loss 15 reversed only to the extent that the carrying amount of the asset
after the reversal does not exceed the carrying amount that the asset would have
had, minus depreciation/amortisaton where apphcable, if no impairment loss had
been recognised.

impairment losses on leans receivable and trade accounts receivable that are
recogmsed at amortised cost are reversed f the past reason for the impairment loss
no longer exists and the corresponding payment 1s expected to be received from
the customer

17 Employee benefits

17 1 Defined contribution pension plans

Defined contribution plans are plans for past-cmployment benefits where a com-
pany pays fixed contributions to another company (normally an insurance com-
pany) and has no legal abligation or informal obligation to pay any additional
amount, even if the other company does not meet 1ts commitments. In such plans
the size of the employee’s pension depends on the contributions the company pays
into the plan or to an insurance company, and on the return on capital those contri-
butions provide Consequently, it 1s the employee who bears the actuanal risk that
the benefits will be lower than expected and the investment sk, 1. that the
invested assets wall he insufficient to proside the anticipated benefits The Compa-
ny's obligations with respect to contributions to defined contribution plans are
expensed through profit orloss as they are earned when the emplovees perform
services for the Comipany over a period of time

Endowment pohcies for employees

The Company has defined contribution endowment pohicies far etnplayees who have
a pension premium exceeding 10 price base amaunts {SEK 455,000 for 2018).
Under the Company’s pension policy, the portion wlich exceeds 10 prce base
amounts is invested 1n an endowment policy. The premium is defined as a percent-
age of salary taking 1nto account the employee's salary and age, and the endowment
policy is pledged to the employee Endowment pohaes are recognised as a ianhty
at the calculated liahility, with a corresponding asset owned by the Parent Company

Incentive scheme for employees

A share-related incentive scheme exists for senior executives and key individuals
Pandox’s incentive scheme i reported according to IFRS 2. The schetne gives rise
to a commitiment to the scheme participants that 1s measured at fair value and
reported as an expense, with a cortesponding increase in provisions. Fair value is
caleulated as of the end of each reporting period The expense is distnibuted and the
liability accumulated over the scheme’s vesting period Payroll overheads attribut-
able to the 1ncentive scheme are expensed and recogrused as a provision in the
same way — 1.6 over the vesting period and based on the fair value of the shares as
of each 1eporting date For more information see Note g Salaries, other remunera-
tion and payroll overheads.

17.2 Short-term benefits

Shart-term benefits to employees are calculated without discount and expensed
when the related services are performed A liability is recognised for the anticipated
cost of bonus payments when the Group has a valid legal or informal obligation to
make such payments because services have been performed by employees and the
obligations can be reliably calculated

17.3 Termunahion benefits

Benefits associated with the termination of employment are expensed at the earlier
of the date that the Company can no longer withdraw the offer to the employee or
the date that the Company recognises restructuring costs. Benefits that are
expected to be paid after a period of 12 months are recognised at their present
value Benefits that are not expected to be pand in full within 12 months are recog-
msed as long-term benefits.

18 Provisions
A provision differs from other habilities in that there 1s uncertainty concermng the
time of payment or the sum required for settlement. A provision is recognised in
the statement of financial position when there is an exdsting legal or constructive
obligation as a result of a past event, it is probable that an outflow of economic
resources will be requured to settle the ebligation and a reliable estimate of the
amount can be made. Provisions are made 11 the amount that represents the best
estimate of funds needed to settle the existing obligation on the closing day. A
provision for a loss-making contract is recognised when the anticipated benefits
the Group 1s expected to receive from a contract are lower than the unavoidable
costs to meet the obligations under the contract.

In the sale of properties where rent guarantees exist, the present value is
calculated of the hkely outflow of guarantee payments, and this is recognised
asa provision.

19 Non-current assets held for sale

The significance of a non-current asset or a disposal group that has been classified
as held for sale is that its carrying amount will be largely recovered through the sale
of the asset and not through itsuse An asset or dispozal group is classified as held
for sale if it is available for immediate sale in its existing condition and it1s very
likely that a sale will take place. These assets or disposal groups are reported ona
separate line as current assets or current hahilities in the statement of financial
position. For depreciable assets, depreciation stops after is it classified as an asset
held for sale.

Tmmediately before classification as held for sale, the Group determines the
carrving amount of the assets and all the assets and liabilities 1 a dispasal group
in accordance with the applicable stundards. Upon imtial classification as held
for sale, non-current assets and disposal groups are recogrused at their carrying
amount or fair value, whichever 1s the lower, less costs to sell, Certain assets —
individual assets or assets in a disposal group — are exempted from the measure-
ment 1ules described above, such as financial assets and deferred tax assets.

20 Contingenthabihities

A contingent liability is recognised when there is a possible abligation arising from
past exents and the event is only confirmed by ane or more uncertain future events
that are outaide the Group's control, o1 whete there is an obligation that is not
recogmsed as a hability or provision because it is not likely that an outtlow of
resources will be requited or this eannot be estimated with sufficient reliability.

Pandox Annual Report 2018 125




L3 Nole 1,cont

21. Non-centrolling interests

Non-controlling interests, which consist of the share of Group companies’ profit
orloss and net assets not accruing to the Parent Company’s shareholders, are
reported as a special item within equity In the consolidated statement of compre-
hensive income the share attributable ta non-controlling interests is included in
comprehensive income for the year,

22. Distribution of capital to shareowners

22.1 Dividend

Dividends are recognised as habilities after the dividend 18 approved by the Annual
General Meeting,

23, Earnings per share
The earnings per share calculation is based on the Group’s profit for the year attrib-
utable to the ovners of the Parent Company and on the weighted average number
of shares outstanding during the year. At this time there are no potential ordinary
shares that could result in dilution

With a view to making earmings per share comparable over time, the average
number of shares outstanding and earnings per share have been adjusted for the
2015 split as if the split had been implemented hefore the start of the historical
periods,

24, Parent Company accounting principles

The Parent Company's annual accountis are prepared in accordance with the
Swedish Annual Accounts Act (1995:1554), Swedish Financial Reparting Board
recommendation RFR 2 (Accounting for Legal Entities) and the statements issued
by the Swedish Financial Reporting Board (UFR) RFR 2 requires the Parent Com-
pany to apply all EU-adopted IFRS standards and statements as far as this is possi-
ble within the framework of the Swedish Annual Accounts Act and the Swedish
Pension Obligations Vesting Act, and taking into account the connection between
reporting and taxation. The recommendation states the exceptions from and
additions to IFRS that must be made. These are described below.

Differences between the Group’s and the Parent Company's

accounting principles

Classification and presentation

The Parent Company’s annual accounts include an income statement and balance
sheet in accordance with Chapter g of the Swedish Annual Accounts Act. They are
presented according to the presentation schedule in this Act The differences
between the Parent Company’s income statement and balance sheet and the
Group's financial statements mainly relate to reporting of financial income and
expense, non-current assets and equity, and the listing of provisions as a separate
heading in the balance sheet.

Subsicharies

The Parent Company recognises participahons in subsidiaries accordmg to the
cost method, whereby transaction expenses are included in the carrying amount
of holdings in subsidiaries. Contingent consideration is measured based on the
likelthood that the consideration will be paid. Any changes i provisions/recerv-
ables are added to/subtracted from cost The value of shares in subsidiaries is
reassessed if impairment is indicated.

Financal instruments and hedge accounting

Due to the connection between reporting and taxation, the rules for inancial
instruments and hedge accounting in 1AS 39 {financial year 2017)/ IFRS g (inan-
c1al year 2018) are not applied to the Parent Company as a legal entity.

The Parent Company's non-current financial assets are measured at cost less
arty impairment losses, and current financia! assets are measured according to the
lowest cost principle. The cost of interest-bearing instruments 1s adjusted for the
accrued difference between the amount originally paid after deducting transaction
costs and the amount paid on the maturity date (premiun: or discount).
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Interest rate swaps that effectively hedge cash-flow risk in interest payments on lia-
bilities are measured net of the acerued receivable for variable interest and aceruwed
liabilty for fixed interest. The difference is recognised as interest expense or inter-
est income. Hedging is effective if the financial substance of the hedge and the lia-
bility are the same as if the hability had instead been recognised at a fixed market
interest rate when the hedging relationship was entered into Any premium paid
for the swap agreement is accrued as interest over the term of the agreement

Anticipated doadends

Anticipated dividends from subsidianes are reported in cases where the Parent
Company has the sole right to determine the size of the dividend and the Parent
Company has taken a decision on the size of the dividend before publishing its
financial siatements

Operating segment reporting

The Parent Company does not report segments with the same breakdown and to
the same extent as the Group, but instead discleses the breakdown of net sales by
the Parent Company's business streams.,

Property, plant and equipment

The item property, plant and equipment for the Parent Company is recognised at
cost after deducting accumulated depreciation and any impairment losses in the
same way as for the Group, but with the addition: of any appreciation.

Non-current assets heid for sale and disconhnued operations
Non-current assets held for sale and discontinued operations are not disclosed 1n
the Parent Company's income statement and balance sheet since the Parent Coni-
pany complies with the income statement and balance sheet format set out in the
Swedish Annnal Accounts Act Information regarding non-current assets held for
sale and discontinued operations is disclosed in the notes instead, Depreciation
and amortisation are applied in accordance with the Annual Accounts Act

Leased assers
The Parent Company recognises all leases aceording te the rules for operating
leases.

Group contributions
Group contributions are recognised as year-end approprations in the income
statement for the Parent Corrpany,

Provisions and financial guarantees

Provisions are recognised on a separate line 1n the balance sheet for the Parent
Company. The Parent Company applies the easing rule in RFR2 inits recognition
of financial guarantees, which means that IFRS g Financial Instruments is not
applied. The Parent Company’s financial guarantees mainly consist of sureties in
favour of subsichares and are reported as contingent liabilines. Where a comrait-
ment exists for the Parent Company, the financial guarantee is instead recognised
as a provision.

EXCHANGE RATES
The exchange rates used were obtained from the Riksbank (Sweden’s central bank),
www rikshank.se.

Utamo Average Ulomo
Currency code 31 Dec 2017 Jan-Dec 2018 31 Dec2018
CAD 6564200 6710300 6592200
CHE T mazmiss | 8883060 T 9099257
DKK ' o 1322850 1376179 1376011
FUR 9849700 10756700 10275300
GBP 11104500 11532800 11343200
NOK 1001050 1068710 1024475
SEK 1000000 1600600 1000000



NOTTE 2 OPERATING SEGMENTS

Pandox’s operating segments consist of Property Management and Operator Activ-
1ties, The Property Management segment owns, improves and manages hotel prop-
erties and provides external customers with premises tor hotel operations, as well
as other types of premises adjacent to hotel properties. The Property Management
segment also includes eight management agreements for externally owned hotel
properties. The Operator Activities segment vwns hotel properties and operates
hotels in such owned properties. The Gperator Activities segment also includes one
hotel with a long-term lease that is operated by Pandox, as well ag a management
agreement for an additional externally owned hotel property. Non-allocated items
are any items that are not attributable to a specific segment or are common to both

segments. The segments have been established based on the reporting that takes
place internally to executive management en financial outcomes and position
Segment reporting applies the same accounting principles as those used in

the annual report 1n general, and the amous reported for the segments ave the
same as those for the Groug. Scandic and Fattal are tenants who each account for
morethan 10 per cent of revenues. [n 2018 the rental income from Scandic
amounted to MSEK 1 036 (972) and the management revenue from Fattal
amaunted to MSEK 829 (314), which is equivalent to 36.9 {45.8) and 29.5(14.8)

percent respectively of total hotel rental income.

GROUP
2018
Property Operator Group-wide and

Operating segrments, MSEK Management® Actnntiest) non-allocated itemns Total
Revenue, Property Management

Rentat_ncome and other property revenue 2971 — 2,971

Revenue, Operator Activies — 2,153 2,153
Revenue 2,971 2,153 — 5124
Casts Property Management —454 — —454
Costs Opcerator Actwvilles™) - -1776 - -1,776
Gross profit 2,517 377 — 2,894
Central adm.niszration — — -148 -148
Financial ncoime — - 1 1
Financial expense I - - oo-Bg4 -804
Profit before E@es_lp_valug ety e e e e 2517 377 ent 1,943
Changesin value
Properties, unrealised 1,428 — — 1,428
Properties, realised 67 — - 67
Dervatives, unreahised — 25 25
Profit before tax 4,01% 377 } -926 3,463
Current tax -216 -216
Deferred tax — — —424 —424
Profit for the year 4012 377 -1,566 2,823
2018
Geographical markets Sweden Denmark Norway Finland  Germany Belglum UK Other Total
Revenue

I'roperty Managoment 410 229 2172 294 460 46 627 184 2971

Operdlor Actvilles — — — 57 401 98> 160 470 2,153
Praperiles, aricet value 7 14,940 3,495 3,223 3,843 9,872 4,225 11,028 4471 55,197
Tnvestrments i1 propertes % 199 29 53 31 63 141 66 132 720
Acquisition of properties — — — -— 7 — 1,718 1,725
Realsed cnange invalue, propertios 14 — — 14
Kool vale operallig properbies — — — 26 1492 2444 888 9by 53808
Tatzl non-curren: assets excl deferred "ax 20407 2,090 2,100 3.039 443 3,132 10,840 3,941 52992

1+ Expenses for Operator Activities inelude depreciation of operating propertres at MSEK 163

<1 Alsoincludes fair value of operating properties at MSEK 8,058
¥ [ncludes investments in equipment/inlertors of operating properties al MSEK 65
4 Management revenue 1s recognised over time and fixed fees are received i advance Vanable fees within Property Management are settled on a six-monthly or annual basis, as agreed [n Operator

Actiwities revenue 1s recogmised and payments ate recerved at the tume of delivery of the senace and/or product
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GROUP
2017
Praperty Operator Group-wideand

Operating segments, MSEK Management Activities & non-allecated items Total
Revenue, Property Management

Rental income and otaer property revenue 2,202 2,202

Eievenué. Operator ;\CilVIUeS ] - 2,067 — 2,-0-67
Revenue 2202 2067 — 4,269
Costs Pronerty Management 321 - — -3
Costs Operator Acthvities!? 1743 <1743
Gross profit 1,882 324 — 2,206
Central adrministration — - =124 =124
Finaagal income — - 15 15
Finannal exper?se — — —5%4 -53%4
Profit before changesinvalue 1,882 324 ~644 1,563
Changes in value
Properties, unrealised 1,625 — — 1,625
Properties, realised & 283 — 289
Dernvatives, unrealised 17z 173
Profit before tax T 3513 607 T hm 3,650
Current tax — - -73 -73
Deferredtax -— — 429 -429
Profit for the year 3,513 807 -573 3148
2017
Geographical markets Sweden Denmark  Norway Fuland Germany  Belgum UK Other Total
Revenue

Property Management 888 201 184 277 441 6 27 179 2,202

Operato” Activitles 23 22 119 31 455 943 1 473 2,067
Propertes, markst value 2 14,539 2345 3037 31553 2,875 3785 2,847 4180 50121
Investirents m propertes 3 212 25 g1 2b 185 92 — 87 714
Acquesiion of propertle§ — — — — — 324 8399 109 8832
Real:sed changein value, properties - — 6 — — 283 — - 289
Book value operating properties — — - 26 1411 2,945 388 898 5,668
Total nen- current assets exc: deferred tax 18,546 2,032 2,030 2918 7.168 2,945 2853 3764 48,254

1 Expenses for Operator Activities incdude depreciation of operating properties at MS EK 170
2 Also includes fair value of operating properties at MSEK 7,573
» Includes investments in equipment/interiors of operating properties at MSEK 128

41 Management revenue 15 recognised over time and fixed fees are receivedin advance Variable fees within Properly Management are settled an a six-monthly or ancual basis, as agreed In Operator
Activities revenue is recognised and payments are received at the time of delivery of the service and/or product

NOTE 3 revenue

Pandox’s revenue is attributable to the segments Praperty Management and Oper-
ator Actrvities. Revenue from Property Management consists of rental income and
asmaller element of other property revenue. Rental income relates tolong Jeases
with reputable hotal operators. The leases are generally linked to the hotels® sales of
rooms, conference rooms and food and heverages, and usually invalve a guaranteed
minunum rent — making it possible to have increased income as well as downside
protection. Contractual rental income has been translated at the exchange rate on
the closing day. Total variable rental income accounts for MSEK 1,234 (942) of the
total rental income of MSEK 2,809 (2,121) in 2018. Within the Property Manage-
ment segment is a smaller business segment, Asset Management, in which Pandox
manages hotel properties on behalf of external owners, This currently encompasses
around 2,000 hotel rooms spread across 10 companies. The Operator Activities
segment generates revenue from hotels that are operated by Pandox itself. Inthis
segment the hotels' revenue from sales of rooins, conference rooms, food and
beverages etc. accrues entirely to Pandox, Total revenue from Operator Activities
amounts to MSEK 2,153 (2,067). All leases relating to the rental of premises are
classified as operating leases. The operating Ieases are non-cancellable. The aver-
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age remaining lease terms at the end of the financial year amounted to 15.7 (15.6)
years for the current portfolio, The matunity structure of the future rental income as
of the closing day is presented in the table below.

ggb?’?:L INCOME, MATURITY STRUCTURE OF CONTRACTUAL RENT

MSEK 2018 2017
Rental income

Maturmg within one year ) B B 2,689 2526
Maturingin 1-5years o 12,565 12005
Matunng aftermore than 5 years 26,145 24774
Total 41,389 38,305

Around two percent of vental incotne comes from other rents from offices and retail
outlets, and other minor rental income. These lease terms are significantly shorter
and the rental income is not included in the table above.



NOTE 4 cENTRAL ADMINISTRATION COSTS

Central admimstration includes costs for central functions such as executive man-
agement, business development, finance, the Board of Directors, HR, legal affairs,
IT, audit, adrmmstration, IR, costs of maintaimng the Company’s listing, and
depreciation of the machinery and equipment belonging to central administration.
Central admimstration also ineludes the costs of a share price-related incentive
scheme for Group management at MSEK 18 (22)

REMUNERATION TO AUDITORS

Group Parent Company
MSEK 2018 2017 2018 2017
PwC
Audit assignments -88 65 22 -19
Audrt rolated servicesl -11 08 0% 06
{ufwhich to the auditor for the
parent company Pricewaterholse-
Coopers AB) -09 -06 — —
Tax advisory services! -06 -00 —
fofwhich to the auditor for the
parent company Pncewaterhouse-
Coopers AB) — — — —
Ocher assignmenrs? 04 -00 -04 —
{eof which o the auhitor for the
purent company Pricewaterhouse-
Coopers AR) -N4 — — —
KPMG
Audit assipnments — -30 — -19
Audit related services 07 — -06
Tax advisory services — -36 — -01
Qrner assignments — =07 — —
Gther
Ocher assignments — — — —
Total -109 -149 -35 =51

v Audit-related services and other services include other audit statements relating to special
audits and accounts, as well as audit-related advisory services relating to accounting (including
[FRS), tax matters and advisory services relating to futures studies for European cities

NOTE 5 PROPERTY MANAGEMENT COS1S

NOTE & oPERATOR ACTIVITIES COSTS

GROUP

MSEK 2018 2017
Employee costs -720 =744
Markehing and sales -13%6 150
Repa.rs and mamntenance =31 -28
Property tax =75 —-60
Other cperating costs -651 491
Depreciation . __ ~163 -170
Total -1,776 -1,743

Costs for Operator Activities include costs for employces, administration, market-
ing, maintenance and operating costs Maintenance costs consist of ongoeing main-
tenance to maintain the standard of the properties and their technical systems.
Also included 1s depreciation of operating properties recognised at book value and
charged wath annual depreciation, Pandox has chosen not to report the company’s
operating properties at fawr value. Operating properties are reported at acquusition
value, which 1s continuously reduced by depreciation.

NOTE 7 OPERATING COSTS BY TYPE

GROUP

MSEK 2018 2017
Fmployee costs 855 854
Markeung and sales -13%6 -1-0
Mamntenance =93 78
Operation and adrmnin._stration 842 -731
Siteleasehold rents -0 -50
Property tax -—_?4-9 156
Depreciabion B -163 -170
Total o T 2378  -2188

Employee costs include salary costs of MSEK 814 (847) Maintenance costs consist of
ongoing maintenance to maintain the standard of the properties and their technical
systems. Also included is depreciation of aperating properties recognised at book value
and charged with annual depreciation, as well as depreciation of office equipment,

NOTE & SITELEASEHOID AGREEMEN 15 AND

GROUP OTHER LEASFS

MSEK 2018 2017 GROUP

Operating costs -33 =32 MSEK 2018 2017
Mantenance costs -67 -50 Site leasehold agreements, maturity structure

pr_oBE;E—__ 174 96 Matunng within one year -49 -6%
Site leaseholdrent -50 -50 Maturlngin 1-5 years -128 -258
Property admimstration k) 74 Matunng after move than 5 years —2481 2516
Otheradmustration costs -34 19 Towal 7T Zaess 2843
Total [ Y-V R VE

Operating costs include costs for electricity, heating, water and janitonal services.
Maintenance costs consist of ongoing maintenance to maintain the standard of the
properties and their technical systems. Site leasehold rent must be paid annually
to the municipality by owners of buildings on municipal land.

A portion of the operating costs and the property tax is passed on to the tenants.
This revenue is recognised under the heading “Other property revenue” mn the
meome statemnent at MSKK 162 (81}, Property administration of MSEK ~g1 {~74)
comprises administration costs for Property Management.

Operating leases areleases where a company within the Group s the lessee. The
operating leases are mainly site leaseholds. The cost in 2018 for site leasehold
rents was MSEK 60 (50) The average remaining leaschold period 13 27 (28) years.
The payments are expensed on a straight line basis over the term of the lease.

Other leases refers to smaller amounts with shert period of contract The costin
2018 for other leases was MSFK 37 (22). The main contracts concerning period of
tume and cost refers to office rental 1n Stockholm and rent for premises in Germany
The lease contracts runs until 2021 and 2031 respectively and amounts to MSEK 3 8
and MSEK 10.3 respectively

Other lease contracts hay e been signed tor vehicles and office equipment which
mature within four yeavs. These amounts are insignificant.

Transitional effects due to new accounting principle IFRS 16 Leasing that comes
into foree on January 1, 2019 is shown 1n Note 3o.
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NOTE © sALARIES, OTHER REMUNERATION AND
PAYROLL OVERHEADS

Salary costs for the Group and the Parent Company amount to MSEK -813.7
(—-847 4) and are presented in the table below,

Group Parent Company
Salanies, fees and benefits,
MSEK 2018 2017 2018 2017
Chairman of the Board
Chnstian Ringnes -0g -07 -08 -07
Otherboard members
Lew Askvig —0b -4 -0b -04
Ann-Sofl Danelsson 05 -85 -05 05
Olaf Gausla? 01 -05 -01 05
Jeanette Dyh re Kvisvik -0¢ -02 -04 -02
Jon Rasrnus Aurdal? -03 — -03 —
Helene Sundt 04 -04 04 04
Bengt Kjell -a6 -05 -06 -05
Mars Wappling?? 01 -05 -Q01 05
Chief Executve Officer
Basic salary ’ . =73 -50 73 =50
7 ?anable remuneranon 48 -17 48 -17
Incentrve scrieme -52 -53 -52 53
Other semor executves
Basic salary -173 164 158 140
Vanablé remmuneration -48 =54 42 -27
Otherremuneration® 66 -59 -10 -09
Incentive scheme 74 -109 =72 ~74
Other employees ~610.4 6372 234 -738
Incentve scieme Q9 09 00 00
Total -668.2 ~690 4 -726 -64.5
Contractual pension costs
Chref Execuuve Officer -35 -17 -25 -17
Other senor executives } 66 64 -6 6 -63
Other emnployees -184 -190 -29 -22
Total o 7 ) -27.6 -27.1 -120 -10.2
Payroll overheads including
payroll tax
Charman of the Board 01 -01 -01 -01
Otherboard membets a0 [ -07 06 -07
Ch;e}]éxecutlve Officer *6,[-) ----- —-4 2 - -6 0 =472
COther senior execurves,
eight persons -1G7? -107 -101 91
Other employees 1010 1142 78 76
Total 173 109 246 217
Total -8137 —847.4 -109.2 -96.4

1) Resigning board member at the AGM 9 Apnl pp18
21 Flected board member at the AGM ¢ Apnl 2018,
4 Remuneration is inveiced by one senior executive
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Remuneration of senior executives

Principles

Fees are paid to the Board of Directors of the Parent Company as decided at the
Annual General Meeting, Remuneration to the Cliief Executtve Officer and other
senior executives consists of basic salary, variable remuneration, other benefits and
pension benefits. Other senior executives are individuals who, in addition to the CEQ,
make up the executive management team. In 2018 this was eight individuals 1a the
Group. Thevariable component is to constitute of a sigmficant percentage of the
possible remuneration and is maxdmised at four menthly salaries. The variable
component is based on performance in relation to managesnent outcomes and
individually set targets.

The Board's proposed guidelines for remuneration for serior executives to
apply following the Annual General Meeting on 10 April 2013.

The total remuneration for individual senior executives within Pandox is to ben
line with market norms and competitive in order to attract, motivate and retain key
peopte. The objective is to create incentives for senior executives to execute strate-
gice plans and deliver strong results, as well as to align the interests of the semor
executives with those of the shareholders.

Remuneration for senior executives is to consist of a fixed salary, short-term
variable remuneration and long-term share, share price or performance-based
incentive schemes, in additien to pension and other customary benefits.

» Fixed salary is to be based on the individual’s skills, responsibility and perfor-
narice, and is to be campetitive and in line with market norrs The fived salary
is to be reviewed annually.

Short-term variable remuneration is to be based on company-wide and indivi-
dual targets. Short-term variable remuneration for the CEQ1s maximised at the
equivalent of six monthly salaries and for other Pandox semor executives at the
equivalent of four monthly salaries.

Vesting periods for LTI-programs shall be at least three years. LTI-programs
shall be share, share price or performance -based. For performance hased LTI-
programs the principal conditions shall be objectively measurable, be based on
relevant result measures and/or sustainability LTI-programs may be cash
settled. LTI-programs shall ensure long term incentves related to Pandoex’
development.

Pension solutions for senior executives are, wherever possible, to be based on
fixed contributions and designed according to the levels, practices and collective
agreements that apply in the countries where the senior executive is employed.

« Other benefits may consist of health insurance and other customary benefits. Other
benefits are not to make up a substantial portion of the total remuneration package
Tni the event emplayment is terminated by the Company, the pericd of notice for
senior executives is a maxumum of 12 months.

The Board ot Directors has the right to deviate from these principles if particular
reasons exist for doing so in an individual case.

Variable remuneration

Variable remuneration for the CEO for 2018 was based on management cutcomes

and individually set targets. The amount for the CEQin 2018 was MSEK —4 8(-1 7),
whereof MSEK o 8 was related to variable remuneration for 2017. Variable remunera-
tion for 2018 for other senior executives was determined on the same basis as for the
CEQ. The amount for these executives i 2018 was MSEXK 4.6 (—3.4).

Incentive scheme

On 5 May 2015 the Board of Directors decided to introduce along-term incentive
scheme for the senior execntives and other key individuals. The incentive scheme
15 a bonus scheme based on the price of the Pandox class B share for a period of

30 days between 15 November 2020 and 15 December 2020. The incentive scheme
matures on 31 December 2020.

Upon maturing, the share price for Pandox B shares (“Maturity Price”) will be
compared with an adjusted assumed initial share price (“Initial Share Price”). The
Initial Share Price will be adjusted for axr annual return and for dividends paid The
difference between the Maturity Price and the Adjusted Initial Share Price, nulti-
plied by a fictitious allocation of shares per participant, will be paid out in cash to
the participants, The fictitious allocation of shares is based on the participants’
position within the Company The CEO was allocated 360,000 fictitious shares and
the other participants a combined 804,000 fictitious shares.



L3 4 Note g, cont

In a caleulation as of 31 December 2018 based on the Adjusted Initial Share Price
and where the average Maturity Price is SEK 165 50 ar higher, the full maximum
compensation would he payable. The highest amouwnt that can be paid out to each
participant is liruted to certain levels, ranging between MSEK 5 and MSEK 30. The
maximum total amount that can be paid out te the participants is MSEK 87 exclud-
ing payroll averheads, The incentive scheme is expensed continually throughout
the period. In 2018 MSEK 17 6 {22 4) was expensed and a total provision of MSEK
79 1(61.5) has been made, including payroll overheads. The provision is based an
the best assessment regarding the expected outcome of the incentive scheme Pay-
ment of the amounts nnder the incentive scheme is dependent on the participant
still being empleyed by the Company on the matunty date and upon neither the
participant nor the Company having given notice to terminate empleyment,

Pensions
The CEQ has a defined contribution pension plan amounting to 35 percent of fixed
salary paid out during the year, The retirement age for the CEO 15 not fixed,

Notice of termunation

If notice is given by the Company, the period of notice is six months for the CEO
and between six and 12 months for other senior executives. If notice 1s given by the
CEQ or sther senior executives, the period of notice 1s six months, Full salary and
other employment benefits will be paid during the notice period If the Company
serves the CEQ with notice of termunation, severance pay of 18 fixed monthly
salaries 1s payable. This mmay be reduced if the CEQ is recening other mcome

Pansion benefits for other employees

Other Pandox emplovees have an occupational pension plan whereby Pandox pays a
contribution to an insiurance company selected by the emplovee under a defined pen-
sion pobiey, The contributions are defined as a percentage of salary taking into const-
deration salary levels and age. The pension cost may not exceed 35 percent of salary
hased on the main principle fn the municpal tax code for up to 30 price base amounts,
with a contribution limit of no more than 10 price base amounts (SEK 455,000 for
2018). For individuais who have a prermiumn of more than 10 price base amounts, a
direct pension plan has bean set up to guarantee the pengion promised tothe
emplovee. Employees are entitled to determine the structure of their individual occu-
pational pension plans within the framework of the pension policy currently in place.

FPreparation and decision-making processes

Senior executive remuneration 1s determmed by the Board of Directors based on
proposdls from the Remuneration Committee. This process is based on guidelines
decided upon by the Annual General Meeting

Board of Directorsin 2018

Christian Ringnes, Jon Rasmus Aurdal Jeanette Dyhre Kwisvik
Chairman Bengt Kjell Helene Sundt
Leiv Askwig Ann-Sofl Danielsson

Semor executivesm 2018

Anders Nissen, CEQ Aldert Schaaphok Erik Hvesser
Liia Néu, CFO Martin Crevdt

Lars Haggstrom Anders Berg

Jonas Torner Karmen Bergholcs

Board of Directors and senior executivesin 2018
Number in the Patent Company 15, of which 5 women
Numberin the Group: 16, of which 5 women

The average number of employees in 2018 amounted to 1,111 (1,214) broken down
by country and gender as shown below

Group Parent Company
Average number of employees 2018 2017 2018 2017
Women 524 580 15 13
Men 582 624 15 14
Total 1,111 1,214 31 27
Board of Directors
Wommen 3 3 3 3
Men - R S LIS
Total 7 8 7 3
Semior executives
Women 2 2 2 2
Men ? 8_._..§ 6
Total 9 10 8 8
Average number of employees
by country
Swoeden 31 57 31 27
Belglam 449 493 — —
Germany 249 258 - -
Canada 30 318 -
Denmak 1 10 — —
Inland 23 24
Norwady 2 74 — —
Grea: Briam 55 — — —
Total 1,111 1,214 31 27

NOTE 10 FINANCIAL INCOME AND EXPENSE

Group Parent Company
MSEK 2018 2017 2018 2017
Financial income
Interestincome 1 2 0 a
Interastincome, subsidia” es 462 149
Lviend — — 500 200
Capital gams on divestmen: of
subsidiarest 260
Otaer financalingonmey — 13 — —
}otai financial income o 1 15 1,222 T T340
Finangial expense
Interost expense, loans
measured atameorused cost -483 251 =273 -186
I~ tere<t expense, intersst e
dervalves measured at falr valiue 264 -257 93 558
Interest expense, subsidianes — - -36 =20
Orher anangal expense 58 -26 153 A5
?ot_;l_fiuancial expens_e“_ _—8_04 T —E3-‘-|- —555 -609

3 Included in Lhe income statement item Profit from parbicipations in Group comparies

NOTE 11 oTHERNON CURRENT RECEIVABLES

Group Parent Company

31 Dec 31 Dec 31Dec 31 Dec
MEEIK 2018 2017 2018 2017
Endowment policy 17 13 17 15
Prenaid compensation
torland use 5 & — —
Othernon curretrece vales 8 7. - oL
Total 31 20 17 13
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NOTE 12 rax

Group Parent Company
Tax in the Income statement,
MSEK 2018 2017 2018 2017
Current tax -216 -73 — —
Deferred tax —424 ~-429 6 116
Total B ) -640 -502 & 116
Group Parent Company
Reconciliation of effective
tax rate, MSEK 2018 2017 7018 2017
Tax
Profit before tax 3.464 3,650 728 -86
Tax using the Cormnpany's
domestic tax rate 762 -803 -160 15
Tax relasing to previaus year's 4 47 — —
Tax-exempiincome 139 212 167 45
Non-deductible expenses -117 -22 -1 -2
Transaction cost through
Fquity 0 4 - 4
Utihization of tax losses for
whichno delerred tax assetis
recognized . 21 62
Cumrent-year losses for
which no deerred fax asset
1srecogn.ed 37 — — -
Recogninon of previously
unrecogmsed tax losses 65 4 50
Changes it temporary . ffer-
encesre.a ed to pravious years -2 — 3 —
Effect dueto change in tax rate? 100 — -7 —
Tax effect from using other tax
rates for fore.gn subsidianes -51 -2 — —
Reported tax expenses —640 -502 3 116

1 With effect from 1 January 2019 the tax rate 1n Sweden is 21 4 percent for companies
with financial years beginning on or after 1 January 2019 The tax rate 1s being reduced wo
20 6 percent for financial years beginning on or atter 1January 2021

GROUP DEFERRED TAX ASSETS

Group Parent Company

31Dec 31Dec  31Dec 31Dec
MSEK 2018 2017 2018 2017
Opening balance, tax loss carryforwards _ 484 578 37 0
Additional tax loss carryforwards 11 125 o 50
L‘Itmsed tax loss carryforwards ’ 214 -216 =15 -13
Reclassificaton ’ T T4 . 4 —
Cnange 11 taxX rafe -21 — -1 0
Translation ditfererice an loss cai’ry
forwards outside Sweden -8 -3 — —
Closing balance 320 484 25 37
Opeming balance, interest rate
denivatives 129 170 79 —
Char;ge for t-heyEA' -11 -41 13 79
Closing balance 118 129 92 75
Opening balance other temporary
differences - — — —
Change for te year .z — 4 —
Closing Balance 27 — 4 —
Closing balance, tax assets 465 613 121 116

The Group’s accemulated tax losses are estimated at MSEK 3,170 (2,956) as of
31 December 2018, The deferred tax assets have been estimated at MSEK 1,554
(2,195) of the tax loss. Deferred tax assets have not been reported on tax losses
where settlement against future taxable profits is considered to be uncertain.
The change in deferred tax assets for the year has been reported over the income
statement, except for translation differences on foreign deficits.

Limitations on the use of loss carryforwards

The Group's loss carryforwards are limited 1o some extent due 10 acquisitions
made. These limitations mean that less carmyforwards in ene Group company
cannot always be offset against profits in anocther Group company for a certain
number of years, due to what is known as a block on group contributions that
ariges in connection with acquisitions. Thera is no time limit on the nght to use

aloss carryforward.

GROUP
DEFERRED TAX LIABILITIES
MSEK Investment properties Operating properties  Untaxed reserves Total
Opening balance, 1Jan 2017 2,238 344 — 2582
Changeintems recogn.sedin themeome statement 420 12 — 442
Sales ’ — 34 —_ 34
Reclassifications 77 77
Purchases 28 — — 28
Change recogrused in comprehiensive Income 2 6 o 8
Closing balance, 31 Dec 2017 2,775 251 T ) 3,026
Qpegu;l_gpalancezl Ian?01§ . o - 2775 251 - 3026
Change initems recogn.sed m the income statement 365 1 38 404
sales o B - i Can ’ — D 35
Purchases . . 23 23 -
Change recogrised m cornprehensive inconle 35 — — 35-

3,153 229 38 3430

Closing balance, 31 Dec 2018

Deferred tax liabilities relating to investment properties are temporary differeinces
between fair value and adjusted taxable value. The adjustment represents the
difference between the property's recogmsed cast on the date of acquisttion, after
deducting any tax discount, and the praperty’s estimated value an the date of acqui-
sition. Deferred tax habilittes relating to operating properties are temporary differ-
ences between the book value and the 1axable value of the properties.
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Tax recognised in other comprehensive incorme

[n 2018 tax of MSEK -35 (- 25) was recognised tn ather comprehensive incotre
relating to revaluation of operating properties at fair value in connection with

reclassification to investment properties.



NCTE 13 INVESIMEN T PROPERTIES

Investment properties ure recognised using the fair value method. Investment
preperties are properties owned for the purpose of obtainng rental income, an
appreciation in value or a combination of both. Regarding operating properties, L.e.
properties where Pandox alsa acts as hotel operator, see Note 15. The table below

shows the change in the fair value of iInvestment properties,

31 Dec 31 Dec
MSEK 2018 2017
Opening balance 42,548 20,163
Acquisinons (at costy V) 1,215 2395
Investmernts i exis ang portiolo 454 25
Properties divested? -286 —
Reclassified to/from operating properties™ 621 1496
Thus years reva_uation of fixed assets
n Other comorehensive :ncome 117 112
Crangem value, unrealised 1,479 1,649
Change 1n value realised 14 )
Drchangegamsfosses . . 1048 303
Closing balance ’ 4713¢ -'4-2,548

11 Refers to acquisition of The Midland Manchester in Q4 2018 and adjustment of acquisiion

21 Refers to divestment of Scandic Ferrum in Qg 2018

i1 Refers to reclassifications of two hotel properties to Property Management 1nQ1 2018

Realised and unreahsed changes in value are recogrused in the income statement in

the respective line items

The tables below show the change for each geographical market:

By geographical market 31 Dec 2018, MSEK Sweden Denmnarlk Norway  Fmland Germany Belpum  UK&IE Other Total
Opening balance 14,539 3,345 3,038 3,533 6.661 0 8460 281 42,548
Acquisitions — — - — g — 1,207 — 1,215
Invesimenss in existing portiolio 199 23 5% 30 6 12 66 39 434
Properties divested =288 — — e - — — — -286
Reclassified to/from oserating properties — — — — -36 657 — — 621
This years vevaluauon o fixed assets in

Orher comprehensive mcotne - - - — — 117 — — 117
Change invalue, unrealised 475 -13 61 207 465 27 190 16 1,428
Change rnvalue, realised 14 — — - — — — — 14
Exchange gansslosses o — i3 71 153 288 33 215 154 1,048
Closingbalance 14,940 3495 3223 3,922 7,392 846 10,138 3181 47,139
By geographical market 31 Dec 2017, MSEK Sweden Denmark Norway Finland Germany Belgum  UK&IE Other Total
Opening balance 13,310 2,394 2,380 3.246 5,751 101 — 2,981 30,163
Acquisiions — — — — — — 8,395 - 8385
ITvesimen:sin existing portioho 204 23 73 23 102 — - — 425
Eroperties divested - — - — —
Reclassified Lo/izom aperating properties 369 558 €73 — — -104 - — 1,496
This year's revaluation of fixed assets

O her cornarehensive ing ome h4 175 =11 - — 112
Change m va.ue, unreabsed 709 106 62 167 638 34 1,640
Change nvalue, redlised — 6 - - — 6
Exchange gains/losses - 88 144 96 170 3 65 24 303
Closing balance excluding assets held for sale 14,539 3,345 3,038 3,533 6,661 o] 8460 2,971 42,548

Valuation model

developments in the underlying operator activities, market developments, the

Pandox performs valuations of investment properties and recognises property
holdings at fair value In orderto ensure that the internal valuations are accurate,
external valuations of all investment properties are carried out annually by inde-
pendent property appraisers, and these assumptions and values torm an important
reference point tor Pandox in the assessment of the investment properties’ fair val-
ues The external appraisers complete a more in-depth inspection of each property
at least every three years or in conjunction with major changes to the investment
property The valuatron model consists of an aceepted and proven cash flow model
where future cash flows that the hetel properties are expected to generate are dis-
counted The valuation is hased on the business plan for the hotel concerned, which
15 updated at least twice a wear and takes inta consideration, among other things,

contract situation, operating and maintenance matters and investiments aimed at
maximising the hotel property’s cash flow and return in the long tern. In the valua-
tion of hotel propertics, an expected site leasehold rent 1s included in the caleulation
The valuation model calculates the present valuc of the investment properties’ net
operating inceme, rent paytnents recerved minus pavinents made n respect

of operation, maintenance, property tax, other property expenses and site lease-
hold rent, where relevant, over 10 vears, less outstanding approved mvestments
over the same penod. The residual value at the end of year 10 15 found by drvicling
the net ape1 ating income by a yield discounted to present value A market valuation
yield was applied to calculate the residual value
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i 33 Note 13, cont

In the assessment of rental income and the botel proparties’ future earnings capac-
ity, the underlying revenues in the operatar’s (tenant's) business are calculated
taking into consideration and analysing supply and demand, market share,
segments and average prices, among cther things. Based on this analysis, the ope-
rator’s revenue per department is estimated and the contractually agreed revenue-
based rent 1s applied in order to caleulate the total hotel rent Where the estimated
revenue-based rent is less than the agreed guaranteed level, the guaranteed rent
level is used as revenue. In certain cases a hotel property may contain other tenants
(such as offices, parking garage, retail outlets, mobile phone antennas) which are
caleulated based on existing rental agreements. The majority of tenants pay supple-
ments for items such as property tax and energy, which are calculated according to

existing rental agrecments Propetty payments refer to operation, maintenance,
property tax, other property costs and, where velevant, site leasehald rent.

The valuation yields applied in the calculations are based on the market’s valua-
tion yield; if this is not available, it is derived from sales of comparable hotel pro-
perties. In the absence of such information, a combination of Pandox’s experience
of hotel property transactions and the location price method is used Other key
factors include the condition of the property, its locstion and development oppor-
tunities. Pandox’s undeveloped land and development rights are not substantial,
totalling an insignificant amount. Valuation 1s based on level 3 in the fair value
hierarchy for all investrent properties.

Valuation yield Discount rate
Caiculation assumptions by geographical arean 2018 Fair value, MSEK Range, % Average % Range, % Average %
Sweden 14,940 44-69 53 ba-89 73
-ofwhich Stockaolm 6,159 44-60 50 64-80 70
~of wrich Gothenburg 2815 44-62 48 64-82 68
—ofwich Malmo 1,377 50-61 53 T 70-81 73
~of winch Other Sweden 4579 55-69 60 75-89 20
Denrmark 3,495 4854 sy 68-84 74
Norway 3223 414 80 57 64 100 77
Finand 3922 45-80 55 63-98 73
Germany 7394 53-66 57 73-86 77
Belgrum 846 62-64 63 82-84 83
gKand Ireland 10,138 49-67 56 69-87 76
Internanonal 3,181 53-60 56 71-78 T4
Total 47,139 - f4_i|~8 { 55 6:3—10.0 75
Valuation yield Discount rate
Calculation assumptions by geographical areain 2017 Fair value, MSEK Range, % Average, % Range, % Average, %
Sweden 14,5359 44-70 54 64-90 74
—of which Stockholm 6,056 44-60 590 64-80 70
~ofwiich Gotheriburg 2567 47-64 51 §7-84 71
—ofwich Malmo 1319 51-62 54 71-82 74
—otwnich Other Sweden 4,597 56-70 61 76-90 81
Denmark ’ 3,345 48-67 54 6887 74
Norway 3,037 44-80 57 69-105 82
Finand 3.h3% 49-80 57 64-95 77
Germany ) ) 7 YY) 53-68 60 7388 80
UK and Ireland 8460 hO-65 &4 7085 75
Intemationa. 2,972 52-63 57 64-83 75
Tota! 42,548 4 4-8.0 56 4] 4-105 7.6
The sensitivity analysis below shows how changes in a parameter affect the value in isolation
Effect onvalue in 2018, Effect onvalupin 2017,
Sensttvity analysis — fair value Change MSEK MSEK
Valuation yield +/~05pp ~3,918/+4,700 —3,504/+4,194
Currency gandiass +-1% T 327 +/-283
Rental income 7 | B ) V1% 4/ 520 +/ 463
Discountrate e (vabpp :2,952/+3.5'?5 ) ) —2,64 2/+3,01;3
Net pperating mceome +/-1% +/-454 +1-404
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Significant commitments

Pandox has commitments relating to the completion of future investment projects
1n a number of Investment propertiesto a valtue of around MSEK 1,250 Major
ongoing investment projects include Crowne Plaza Brussels, Hilton Brussels City,
Haotel Berlin Berlin, The Midland Manchester, Vildmarkshotellet, NH Brussels
Bloom, Clarion Collection Arcticus Harstad, DoubleTree by Hilton Mantreal,
Radisson Blu Basel, NH Vienna Airport, Park Amsterdam and the investment
program together with Scandic Hotels Group for 19 Hotel Properties in the
Nordic countries.

Other factors influencing the result for the period

Other factors influencing the result for the penod 2018 2017
Rertal income/other property revenue 2971 2,202
orwhich guaranteedrens 1575 1,178

Direct costs for mvestmellt properties that generated
rental 1nco e dunng the per-od (operating and
manienance costs, property tax ands.teleasehodrent)! -324 -229

" Excduding property admimnistration and insurance costs

NOTE 14 eQUIPMENT/INTERIORS

Group Parent Company

31Dec  31Dec 31Dec 31Dec
MEEK 2018 2017 2018 2017
Cnst, opening balance 1,012 1,032 4 3
Reclass fications? 134 150
ACulsl 100 64 1 — —
[vestmen:s 65 128 — 1
Reclass.cation from wor ¢
N progress 69 21 — —
Sales/disoosals -24 -35 —
T-anslation dife-ences 35 15 — —
Accurnulated cost, closing balarnce 1,088 1,012 4 4
Desreciation, opening halarice -5&9 -601 -3 -3
Reclassifications® 59 75 — - -
Depraciaiion tor the year =77 -72 a 0
Sales/disposals 24 20 — —
Translation differences -21 1 — —
Accumulated depreciation,
closing balance -604 -589 -3 -3
Residual value according to plan 484 423 1 1

i1 Reclassified from equipment to buildings. MSEK —14 (6) Cther reclassifications of
MSEK-61{—82) refers to transters from operahing properties to investment properties

NOTE 15 OPFRALING PROPFRTIES

GROUP 31 Dec 31 Dec
MESEK 2018 2017
Buildings

Cost, apening balance 5,302 R,797
Reclassificanion 733 1,289
Acquisilions 446 727
Investments 63 g7
Sales/disposals — -141
Reclassification from construction/reconstruct.on

work 11 progress 118 31
Translat on difference 173 80
Accumulated cost, ¢losing balance 5,369 5,302
Denreciatlon, opening balance —590 -1,048
Reclassification 165 176
Sales/d sposals — 98
Dewreciation for the year -86 -9
Translat.on difference . - R -
Accumulated depreciation, closmgba-!-ance -844 —890
Residual value according to plan, buildings 4,525 4,412
Land

Cost, opentng halance 787 1.073
Reclassificatnion 33 305
Acquisitions — 5
Translat.ondifference 29 1
Accumulated cost, land, closing balance 783 787
Total residual value according to plan 5,308 5,199
Work 1n progress, operating properties

Cost, opening balance 47 163
Reclassificanion 0 125
Investrnents 157 61
Reclassifica lon [rol Conslruclion/recons ruction

WO DIOgress -188 =57
Translat.on cifference e ___2_ 5
Cost, work 1n progress, closing balance 18 47
Total, operating properties 5,326 5,246

The fair value {market value) of the operating properties exceeds their cost and is
shown below See Note 13 for the valuation model used to calculate fair value

31 Dec 31 Dec
MSEK 2018 2017
Marcet value, operating properties
(el equipment/intenors) 8,058 7575
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NOTE 16 TRADF ACCOUNTS RECEIVABLE

Trade accounts receivable consist exclusively of rent receivables from hotel
operations The amounts of rental losses are insigmficant. Provisions are made
for doubtful trade accounts recervable on an individual basis, i e. each individual
customer balance is analysed in the ledger. The risk of an effect on the Group’s
financial results and position is deemed small.

GROUP 31 Dec 31 Dec
MSEK 2018 2017
Rent recervab es and trade accotnts recervab e 326 167
ﬁoﬁﬁtfufrccewables and trade accoun:s recewable i 7
Closing balance 326 167

NOTE 17 raurry

Equity items

Share capntal

‘I'he share capital consists of 75 000 000 A shares and 92 499 999 B shares, total
amount 167,499,999 shares (167,499,599) with a quota value of SEX 2.50 per
share, for a total value of MSEK 4149. See also the information on page 36 1n the
section: The share and the ownership.

Other pad-in capital
Other paid-in capital consists of capital contributions from Pandox AB’s owners
in the form of new share issues and shareholder contributions.

Translation reserve

The translation reserve includes all exchange-rate differences arising in the trans-
lation of the financial statetnents of foreign operations that have prepared their
financial statements 1n a currency other than the presentation currency of the
Group’s financial statements. The Graup presents its financial statements in
mllions of Swedish kronor (MSEK).

Revaluation reserve

The revaluation reserve include changes in fair value arising on the reclassification
ofhotel properties between Pandox's two segments, Operating Activities and
Property Management.

Profits brought forward including net profit for the year
Profits brought forward consist of prefits carned in previous years, including
net profit for the year

Non-controlling 1nterests

Non-controlling interests arised from acqusition of investement properties and
minority’s share of net profit for the year and other comprehensive income reduced
by minority dividend.

Dividend

The proposed dividend to sharehclders for the year amounts to MSEK 787, corre-
sponding to a chvidend of SEX 4.70 per share During 2018 the dividend proposed
for the 2017 financial year of MSEK 737 was settled.

Per share data
Average mumber of shares to calculate Total earnings per share and Total compre-
hensive income per share amounts to 167,499,999.

Total earnings per share amounts to 16.83 SEK (2,820,573,000/167,499,999).
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NOTE 18 FiNANCIAL RISK AND RISK MANAGEMENT

Through its business Pandox 1s exposed to various types of financial risk
Financial risk relates to fluctuation in the Company’s income statement, balance
sheet and cash flow. Pandox is mainly exposed to financial rmsks such as interest
rate risk, liquidity risk, refinancing risk, currency risk and credit risk.

Pandox’s financial policy serves as a general framework for managing financial
risk within the Group, for the purpose of providing guidelines and rules on how
financial activity is to be conducted within the Group, defining financial risks, how
to limit these risks and determining which risks Pandox is permitted to take, estab-
Iishing a division of responsibility and adnunistrative rules, and also serves as guid-
ance in the CFO’s day-to-day work The financial policy is evaluated and established
by the Board of Directors on an annual basis and revised as needed.

Loan agreements with credit institutbons are often conditional upon the Group
and the subsidiaries achieving certain predetermined key ratios and meeting cer-
twin conditions. In addition, there are certain specific reservations and restrictions
1n the loan agreements relating to further debt, guarantees and pledges, sigrificant
changes to the business, acquisitions and divestments etc At year-end the key
ratios were achieved and the conditions met with a good margin.

Interest-beanng habilities and loans
As of 31 Decemnber 2018 the loan portfolio amounted to MSEK 28,095 Unutilised
long-term credit facilities amounted to MSEK 1,826.

During the year Pandox established a Swedish commetrcial paper programme
with a total framework amount of MSEK 3,000. The purpose of the programme is
to reduce finaneing costs and also to diversify the financing structure The issued
commercial papers are backed up in full by existing long-tertn, unutilised credit
facilities. At year-end 2018 the total issued volume of commereial papers was
MSEK 1,250.

DEBT REVIEW AND UNUTILIZED CREDIT FACILITY 31 DECEMBER 2018

Interest Total Utiized Unutiized
MSEK Due date Dasis credit it amaount amournt
Loans 0-6 years Varable 24,247 23,981 266
Revolving credit
faclitles 0-5 years Vanable 5674 2,863 2.811
Commercal 0-12
paper months Fixed — 1,250 -1,250
Total Credit
facilines 29,921 28,095 1,826
Interest rate nsk

Interest rate risk is the risk that the fair value of future cash flows will be affected by
changes in market interest rates Interest rate risk has an impact both through
ongoing interest expense for loans and derivatives, and through changesin the
market value of derivatives The interest risk strategy consists of a combination of
short and long fixed interest periods where primarily interest rate swaps are used
to achieve the desired fixed interest period. The strategy takes into account the
Company’s aggregate assets and liahilities including derivatives. The interest rate
strategy is expressed as a standard partfolio that defines risk limits and maximurm
deviation mandates for each maturity group.

Pandox’s fixed interest period and repayment period remain at the total levels
shown below.

FIXED INTEREST/REPAYMENT PERIOD

Average fixed interest  Average interest Repayment

penod, years rate, % period, years

2018 30 26 31
2017 26 26 33
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INTEREST MATURITY PROFILE 31 DECEMBER 2018

Fuxed rate penod by mstrument Fixed rate period. denvatives
Denvatives, Average interest,

Loans, MSEK MSEK  Amount, MSEK! Share, % Volume, MSEK denvatives % Share, %
Totaluileresi-beanng loans
<1year 28,095 -15.644 12,451 44 1,485 13 @
1-7 years — 2843 2,843 T10 2843 19 17
2 Ayears - 2,740 2740 10 2740 14 16
3-4 years — 2516 2516 9 2516 10 15
4- byears - 1,481 1,481 5 1481 25 g
=5 year — 6,064 6,064 22 6,064 12 35
Total 28,095 ) 28,085 10¢ 17,129 15 100

't Share of loans with an mterest rate reset during the penod

INTEREST MATURITY PROFILE 31 DECEMBER 2017

fueed rate period by nstrument Fixed rate penod, denvatrves
Denvatives, Average interest,

Loarns, MSEK MSEK  Amount, MSEKY Share, % Volume, MSEK denvatives % Share, %
Tolatinlerest-beantg loars .
<1yedr 26405 13651 12822 48 697 34 5
1-2 years — 1,440 1,440 5 1,444 12 10
2 3years 2784 2,784 11 27184 19 19
3-4 years — 2,678 2678 10 2,578 1.4 19
45 years — 2,424 2,424 9 2424 10 17
>hyear — 4,374 4,424 16 e 4,324 14 i L]
Total 26,473 0 26,473 100 ) ) 14,347 16 100

it Share of loans with an interest rate reset during the period

SENSITIVITY ANALYSIS OF CHANGES IN INTEREST RATESFOR 2018 AND 2017
RESPECTIVELY

The table below shows the change in vanous scenanios

2018 2017
Effect on Effect on
earnings, earmngs

Change MSEK  Change MSEK

Interest expensc with curent iixed

Interest, cnange in interestrates +/ 1% /+102 +/- 1%  —/+100
[nterest expense wit- achange in
the average mnterest rate :evel /1% —/+281 = 1% —/+ 265

Remeasurement of Inzeres:-rate
derrvanves “ol owing shitt 1 yield
cUTves +/-1%  —/+801 /1% -/+640

Shown above s the effect on earnings of speafic changes in interest vates which
have a corresponding effect, adjusted for tax {around 22 percent), on equity.

The effect o equity 15 the same as on earnings, If the variable market interest
rate deviates from the fixed interest rate applicable to the derivative, asurplus or
deficit anses for the financial instrument Dertvatives are recogised on an ongoing
hasis at fare value in the statement of financial position, and the change invalue —
which does not affect cash flow — 1s recognised 1n1 profit for the year.
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Currencyrisk avoid changes in the value of equity, and through hedging net assets of foreign
Currency risk is the risk that carrying amounts, fair value or future cash flows wall operations by taking out internal or external loans. In general, foreign operations
be affected by changes in foreign currency exchange rates. Pandox primarily reduces report both income and costs in their local enrrencies, which means that currency
currency exposure in foreign investments by taking out loans inlocal currency. expasure resulting from current flows is limited Inview of the limited rigk, Pandox
Equity 15 currency-hedged ahead of acquisitions, investments and divestments to does not currencyhedge these flows unless thereis a particular reason to do se.

Loans and property investments at market value are broken down mto different currencies as shown below. Average interest rate including marginal loans.

LOAN-TO-VALUE RATIO AND LOANS BY CURRENCY 31 DECEMBER 2013

Interest
MSEK 1 SEK DKK EUR CHF CAD NOK GBP Total  Share, % rate %7
Total interest bearing liabilities 7,427 1,822 11,322 461 4498 1,264 5270 28,095 100 25
Marung i “oreign cumency, % 264 65 403 16 18 46 188 100 — —
Averapenterest rate, % 30 21 23 08 30 27 32 27 — —
Average fixed merest pevlod, years 30 17 28 a2 01 24 46 30 — -
Property ratket value ) 14940 5,495 25550 o1 1284 5725 8,019 55,197 — —
LOAN-TO-VALUE RATIO AND LOANS BY CURRENCY 31 DECEMBER 2017
Interest
MSEK"D SEK DKK EUR CHF LCAD NOK GBP Total  Share,% rate, %7
Total mterest beanng habilities 7.324 1721 10,541 436 503 1,291 4,656 26,473 100 26
Maturing in “oreign currency, % 277 %] 398 16 19 49 176 100 — —
Averagenterest rate, % 31 21 23 08 30 28 29 2.6
Ayerage fixed 1 erest penod, years 22 23 34 02 01 09 22 26 - —
Property market value 14,539 3.245 19,826 695 1,208 3.037 7470 50,121 — —
0 Converted to MSEK.
41 dverage interest rate including bank margin
FINANCIAL ASSETS AND LIABILITIES PER CURRENCY AT 31 DECEMBER 2018, MILLIONS IN LOCAL CURRENCY
Group
SEK DKK EUR CHF CAD NOK GBP SEK
Assets 13,946 3760 1.946 81 161 3,490 1064 55016
—ofwhich Finanaial assets 17 290 40 T 5 10 16 1,044
Liabilities 11,472 1,462 1,167 52 87 2,559 519 33,478
-ofwhich Financial habiities 8,031 1,329 1,111 51 82 1,217 461 28,752
Effect on result +/-10% exchange rate — +/-5 +/—48 +-0 +/~0 +/-76 +/-9  +/-139
Efﬂ_ect on equity +/-10% cggchapge rate i } - +/m 35 +/-1,040 - 45 +/=45 +/-122 +/- 478 +/~- 1816
FINANCIAL ASSETS AND LIABILITIES PER CURRENCY AT 31 DECEMBER 2017, MILLIONS IN LOCAL CURRENCY
Group
SEK DKK EUR CHF CAD NOK GBP SEK
Assels 15,920 2,651 1,994 77 181 1,631 962 51,737
-ofwhich Finanaal assets 15 268 68 0 6 2 11 12058
Liabilities 10,596 1,422 1,083 54 85 1,625 656 32.885
~ofwhich Fimanaial habiities 7932 1,307 997 512 78 1,305 484 27,122
Effect onresult +/-10% exchange rate — w1 +/-105 +/-2 +/-5 +/-2 /2 +/-117
Effect on equity +/~10% exchange rate — +/-89 +/-829 +/-43 +/—42 +/~130 +/-517  +/-1.650
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Liquidity- and refinacing risk

Liquidity nisk s the risk of not having sufficient funds to fulfil payment obligations
when they fall due The consolidated liquidity forecast forms the basis of the Com-
pany’s horrowing or investment requirements, as well as its control of the total
liquidity reserves Along-term target for the level of liquidity in the form of hquid-
ity reserves {bank balances, liquid interest-hearing investments and forecast net

of loans is to be spread out evenly over tune, to reduce the risk of alarge percentage
of loans maturing at the same time Pandox works actvely to reduce refinaneing
rigk by ensunng that the maturity profile of its debt 1s balanced and by utilising a
number of financing sources.

cash flows over 12 months) and credit facilities is an amount corresponding to 31Dec 31 Dec
atleast 12 months’ known outgeing payvments ineluding interest payments and MSEK 2018 2017
current repayments or repayments that have been decided on Pandox'sliquidity Cashand cash equivalents 674 999
reserve amounts to MSEK 2,500 (8,320) and is distributed as shown in the table to Unuilised creditfacihaes 1826 2321
the right, Refinancing risk is the risk that financing cannot be obtained, or can only Total liquidity reserve 2,500 3,320
be abtained at considerably high-er costs. To reduce refinancing risk the maturity
The maturity profile of financial liabihties 18 shown 1n the table below,
Interest calculated as per terms effective at the time in question
MATURITY PROFILE FINANCIAL LIABILITIES 31 DECEMBER 2018
Net interest, Net interest,
Interest rate nterest rate,
Repayment Interestiate. swaps negative swaps, positive
Year due, MSEK Other habilities period? loans! valuel) valuel) Total interest
2019 — 6,909 8h 9 o 94
Due -1 month 286 — — - - —
Duel Smonth .
Due 3-12 month — 6,909 85 g o 94
2029 -- 5.549 g2 58 0 140
2321 — 2,535 42 40 0 az
2022 ) — 2.830 40 32 0 72
2023 9,720 228 46 18 256
2024 - 552 15 64 4 83
Total 286 28,095 491 249 -13 727
MATURITY PROFILE FINANCIAL LIABILITIES 31 DECEMBER 2017
Netinterest, Net nterest,
nterest rate, interest rate,
Repayment Interestrate, swaps negative swaps,positive
Year due, MSEK Other liabilities penad? loans? valuel) value? Total interest
2018 — 2,345 26 26 0 52
Dued-1month 250 — — 250
Duei-3menth 7 — — — — — -
Due 3-12 month — 2,345 76 26 f 57
2014 5,756 76 11
2020 — 5425 82 61
2021 — 4768 75 34
2022 — /630 173 31
Total ’ ’ ’ ’ T T 2_50_ h ’ _26,4773_ ’ | 4-45 o 216

1+ Calenlation based on closing balance an 31 December of the 1espective year, and interest rales in effect as of the same date and an 1impiied annual snterest expense for the various maturity periods

# Excluding contractual amortisation

Trade accounts payable and other financial liahilities normally fall due for payment within 30 days and have therefore heen classified accordingly 1n the tables ahove,

Credit risk
Credit risk is the risk that Pandox's counterparty will be unable to fulfil 1ts fnancial
obligations to Pandox. Credit tisk in Pandox’s financial activity arses, for example,
when investing surplus hquidity, when signing derivative contracts and when
credit agreements are issucd. The riskis to be spread by using multiple counterpar-
ues Only approved counterparties are to be used. Permtted counterparties for
credit facilities, revolving facilities and dernvative instruments are Nordic counter-
parties with a minumum rating of etther A- (8&P) or nummum of A3 (Moody’s), or
another counterparty with a minimum rating of either A (S&P) or Az (Moody's).
Pandox has a welldiversified property portfolio characterised by well-
established,stable and sound tenants, which reduces the credit riskintrade
accounts receivable. A further factor that reduces the potential credit risk is

Pandox’s operational readiness, which means it 1s able to take over the operation of
a property quickly if necessary and thereby secure the cash flow. The occupancy
rate of Pandox’s whoily owned property portfolio was elose to 100 percent and
vacant space consisted of stares and office premises Provisions are made for
doubttul trade accounts receivable on an individual basis, 1 e each individual cus-
tamer halance 18 analysed in the ledger.

Capital management

Pandox’s financial position Is moenitored primarily on the basis of loantovalue
ratio, with a target ot 45—60 percent Internal monitoring of financial position does
not focus on equuty. At vear-end 2018 the loan-to-value ratio was 49 7 (50.8) percent,
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Hedging of net investrent in foreign operations

Pandox conducts business in other countties and is therefore exposed to transla-
tion risk 1n the consolidated financial statenients when net assets in a foreign
currency are translated, if the foreign reporting entity has a different functional
currency te that of the Pandox Group (SEK} Pandox’s Financial Policy states that,
prior to acquisitions and divestments, detisions are to be made on the hedging of
translation risk, Pandox’s main strategy is to take out loanslocally, i.e. 1n the entity
that the loan is financing and in the same currency. This reduces translation
exposure by reducing the net asset in foreign currency. As an alternative strategy
Pandox takes out Joans in the same currency as the net investment, but within a
different reporting entity. This reduces the Group’s net exposure. Pandax aims to
reduce currency exposure. Hedged risk is the risk that changes in the exchange rate

between the foreign entity’s lacal currency and SEK result 1n changes in the value of
the Group’s net investment when the investment is translated to SEK in the consol-
idated financial staternents. See Note 1 Accounting principles, section 14.2. The
effectiveness of the hedge will be assessed regularly and as a minimum on each
reporting date or when there is a significant change In ¢circumstances that affect the
effectiveness of the hedge Effectiveness is measuved based on a qualitative assess-
ment of various critical conditions The effective portion of the currency remea-
surement for the hedging instrument is recognised in other comprehensive income
and aceurnulated in the translation reserve in equity. The ineffective portion isree-
ognised in net financial items in the income statement. Pandox has 1dentified the
following source of ineffectiveness: decreage in net exposure to below the carrying
amount of the hedging instrument, for example as a result of unexpected losses

NOTE 19 FivaNcisL ASSETS AND LIABILITEES - CLASSIFICATION, FATR VALUE AND OFFSETTING

Fair value of financial assets and liabilities

31 DECEMBER 2018

Financial assets/liabilites value

Financial assets/Labilitzes value
measured at fair vaiue through

Financial assets/Labilities value
measured at fair valye through

MSEK Category through amortised cost income staternernt other comprehensive income
Other non-current recervables 31 — —
Rent re c-ewah‘w_es and rade accountsrecetvables } 376 — —
Denvatves 7 7 Level 2 7 12
Cashi and cas1 equivalents 674 — —
Total financial assets 1,032 12 —
Non-current In-erest-beanng liab hties 19,4691 —
Derwvatives Level 2 550
Current interest-bearing habilities 84481 _ _
Trade accounts payable 286 - —
Total financial liablilities 28,203 550 —

Financial assets/habilites value Loans and recervables Other habilities

measured at fair value through
profit or loss for the year

MSEK 31dec2017 31dec2017 31dec2017
O-hernon current recervab.es 26
Renl recetvables and trade accounts receivables — 167 —
Denvatives 1 o _
Cash and casn equivalents — 999 —
Total financial assets 11 1,192 —
Non-current interest-beanng habilities — — 235931
Denvatl‘-zes ’ 574 — 7
Current interest-beanng liabiaties — - 2,705m
Trade accounts payable — — —
Total finaneial habhiities T T — T 26,548

11 Arrangement fees of approxamately MSEK 178 (175) have reduced interest-bearing liabiltres

Fauir value of financial assets and liabilities

The financial instruments for which it is important to carefully measure fair value
consist of interest-bearing liabilities and derivatives. Other financial instruments
either have short maturities or consist of insignificant amounts. The loans have
short-term interest rates corresponding to the market interest rates on the closing
day. The Company’s margins on the loans are deemed to represent the margins that
would be received as of the closing day. This assessment assumes that the carrying
amounts of the loans are a reasonable approximation of the fair value, Derivatives,
which consist of interest swaps, are placed at level 2 1n the fair value hierarchy, i.e.
based on directly or indirectly observable input data for the asset or liability, with
no significant input data that is not observable market data The fair value is based
ondiscounted estinated future cash flows according to the terms of the contracts
and matunties based on current market rates of interest, To establish fair value,
market interest rates are used for each maturity noted on the closing day.
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Offsetting

The Gronp's interest-rate derivative agreements are in the category of the Inter-
national Swaps and Derfvatives Association’s (ISDA) master netting agreements.
Under these agreements, when a counterparty cannot settle its obligations in all
iransactions, the agreement is cancelled and all outstanding transactions are
settled in a net amount in a process called close~out netting. The [ISDA agreements
da not fulfil the eriteria for netting in the statement of financial position As
Pandox’s interest-rate derivatives in all reported years have only had negative
figures (see table above} no net amounts under master nething agreements have
heen reported. Other than this, there are no master netting agreements for any of
Pandox’s financial instruments



NOTE 20 ACCRUED INCOME/EXPENSES AND PREPAID
EXPENSES/ANCOME

Prepaid cost and accrued incorme

Group Parent Company
31 Dec 31 Dec 31 Dec 31 Dec
MSEK 2018 2017 2018 2017
Prepaid cost! 104 31 34 17
Accruedrental nicome external 20t 189 0 — 0 —
Total 305 220 34 17

1 Arrangement fees for loans have been transferred to interest-beanng for 2017 MSEK 175 for
the Gioup and MSEK 37 for the Parent Company

Prepaid income and acerued costs

MNOTE 727 KEYESTIMATES AND JUDGMENTS

The executive management team and the Board of Directors have discussed the
development, cholce of disclosures on the Group’s most important accounting
principles and estimates, as well as the applicahon cf these

Valuation of investment properties
For details on important assumptions and judgments in connection with the valua-
tion of Pandox’s investment properties, see Note 13 Investment properties. Pandox
recognises its investment properties according to the fair value method. Any
decline 1n market value has a negative impact on the Company's balance sheet and
statement of income, This can happen as a resuit of factors such as a weakened
economy, rising interest rates, increased operating costs and other property-
specific events. Pandox performs internal valuanions of investment properties and
recognises property holdings at fair value, In addition, all investment properties
are valued by external professienal property appraisers who are independent of
Pandox, and these assumptions and values form an important element in the

ment of the internat valuations. To ensure that the internal valuations are

accurate, external valuations of all investrnent properhies are carned out yearly
byindependent property appraisers, The external appraisers complete a more
m-depth inspection at least every three years or in conyunction with major changes
to the investment property

Valuation of operating properties

Pandox has chosen not to recogmise the Company’s operating properties at fair
value. The operating properties are reparted at cost, which 1s reduced on an ongo-
ing basis for depreciation. For more information on fair value, see Notes 13 and 15.

Pandox has tax loss carryforwards which are mainly dertved from the past opera-
tions of the Norgani group and a few individual compames. The subsidiaries that
own properties atso have loss cartyforwards. Pandox has determined that all loss
carry-forwards, according to the tax rules in effect, will be able to be utilised against
future profits. Pandox cannot, however, provide any guarantee that current or new
tax rules will not Limit the possibility of utilising the loss carry-forwards

Accounting for acquisitions
The IFRS 3 financial reporting standard states that acquisttions are to be classified
as business combinations or asset purchases. An individual assessment of the

Group Parent Company
31Dec  31Dec 31Dec  31Dec
MSEK 2018 2017 2018 2017
Prepaid remt 185 B3 — —
Actrued incerest expense 107 56 27 27
Accrued property tax 12 4] — —
Accrued cost empioyees 66 76 5 19
Other 286 208 22 5
Total 656 444 54 44
NOTE 271 provisions
Grou Parent Compan
P pany Tax
31Dec  31Dec 31Dec 31Dec
MBSEK 2018 2017 2018 2017
Carrying amount al beginning o
per od 136 103 87 57
Frownsions made dumng “he penod 23 33 23 25
Amountsused dunng thepenod - -58 — -5 =
Reported value at close of penod 101 136 100 82
—ofwhich “helong-tern porticn of
the provisiorty 100 134 100 82
-of whicn the short-term por ion of
tne provisions 1 2 a 0

The provisions consists of rent guarantees provided for hotels sold in 2014, pension
provisions and provisions for incentive schemes for senior executives. Provisions
for pensions at the beginning of the year amounted to MSEK 16 (1¢). The incentive
schemes runs until 2020, opening halance of provision amounted to MSEK 61 {39).

The year’s pravisions comprise MSEK 18 for incentive schernes for senior
exceutives, MSEK 5 1 provisions for pensions and MSEK ¢ in provisions of rent
guarantees The rent guarantees runs until 31st March 2019. During the year,
MSEXK 53 (0) of the guaranteed rent has been reversed.

Closing halance consist of MSEK 1 (54) in provisions for guaranteed rents,
MSEK 21{16) endowment 1nsurance for pensions and MSEK 79 {61) in mcentive
scheme,

nature of the acquisition 15 required for each indnadual transaction, Pandox’s
acquisitions are all asset purchases Whether an acquisition 1s classified as an asset
purchase depends on whether Pandox acquires the property but refraing from tak-
ing over management and operation of the business In the case of asset purchases,
Pandox uses its own personnel for management and aperation of the acquired
property.

Further, in conjunction with the acquisition the identifiable assets und liabilities
are to be measured both for items 1n the acquired company’s balance sheet which
are to be recognised according to Pandox’s accounting prineiples, and for rtems
that were not subject to recognition 1n the acquired company’s balance sheet, such
as the fair value of acquired property Asthere are not usually any listed prices for
the assets and Liabilities to be measured, various valuation models minst be used
These valuation models are based on a number of different assumptions It may
also take hime to establish the assets and habilities taken over, based on the recon-
ciliation to be carned out with counterparties and any legal restructuring carried
out in order to separate operations taken over. Until a final settlement has been
drawn up orlegal restructuring has been completed, the accounts that consolidate
acquured properties, assets and liabilities are prepared based on available informa-
tion, review and assessment to ensure that Pandox’s accounting principles are
apphed. On final settleinent a difference may arise, requiring the acquired property
value to be adjusted

Accounting for interest-rate denvatives
In accounting for interest-rate dervatives, interest expense and changes in value
are reported on separate lines, sec also Note 1 Accounting prinaples.

Presentation of the consohdated statement of comprehenswe income
Costs for Operator Aetivities are regarded as @ production cost, which includes
admumstration costs that are divectly attributahle to operating properties
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NOTE 73 pLenGPD ASSETS AND CONTINGENT LIABILITIES

Group Parent Company
MSEK 2018 2017 2018 2017
Assets pledged to credit
mstitutions
For own habilities pledged
assets, properties 24,912 22558 — ~—
Bank deposrs ) 7 7 - —
Total pledged assets 24,919 22,565 — —
Contingent habilities
Secunty commitmen~ for
EroUp cotmpartes — — 19,585 19,742
Guarantees for emp.oyees 17 15 17 15
Total contingent liabihties 1 15 19,407 14,757

Property mortgages are used as security for bank loans. Guarantees for employees
refers to guarantees for endowment insurance taken out for five individuals.
Contingent ligbilities consist mainly of bank guarantees issued on behalf of

the subsidiaries.

NOTE 24 evenTS AFTER THE CLOSING DAY

After 31 December 2018 no events or transactions of sipnificance have taken place
that in any way affect the financial statements provided for Pandox for the 2018

financial year,
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NOTE 25 paRiICIPATIONS IN SUBSIDIARIES

Parent Company 31 Dac 31 Dec
MSEK 2018 2017
Cost, opening balance 9322 9322
Acquisttions | 0 0
Divestnent of subsidanes =442 —
Total accumulated cost 8.880 5,322
Impa.nnent losses, opening balance o Tlas7 -1487
Accurmnulated impairment losses, closing balance -1,487 -1487
Closing balance S 7,393 7835

Share of capital/
Drrectly owned substdianes Company reg no. Registered office Numnber of shares votes
HOTAB Forva'tm ng AB 556475-5592 Stockholm, Sweden 1,008 100
Pandox Forvalt=ing AR 556097-0815 Stockholm, Sweden 5,500 100
Hotah 6 AR R5R4T73-A357 Stockholm, Sweden 1,000 100
Iasnghets AB Grand Hotell111els ngborg ’ BLEATS 6329 Steckholm, Sweden 1,000 100
Paridox Fastighels AB b564735-02461 Stockholn, Sweden 1,000 100
Faszgliets AB Stora Hotellet 1 Jonkoping 556469-4064 Stockholin, Sweden 1,000 100
Pandox Be glen AB 556495-0078 Stockholm, Sweden 1,000 100
Hotellus Holding AB L56475-9446 Stockholm, Sweden 1,000 100
Pandox Luxemburg AB 5h6515-9216 Steckholm, Sweden 10,000 100
Pandox 1 Halmstad AB 556549-3978 Stockholm, Sweden 1,000 160
Pandox 1 Bords AB 556528-0160 SZockholm, Sweden 1,000 100
Hotellus Mellansvenge AB 556745-4.656 S ocxholm, Sweden 100,000 140
Grand Bords Tastighats AR 556030 7083 Smockholm, Sweden 6.506 100
Holelius Inlernat:ona' AB 556030-2506 S.ockhiolm, Sweden 7,480,000 100
Haotellus Ostersund AB 556367-3697 Stockholn, Sweden 1,000 100
Ypsilon Hotell AB 556481-4134 Stockholm, Sweden 1,000 100
Pandox Kolma-den AB 556706-8316 Stockholm, Sweden 100,000 100
Hotellus Svenge Frt AB LL6778-8609 Stockholm, Sweden 1,000 100
Holellus Svenge Tva AB H546778-8707 Stodkholm, Sweden 1,000 100
SechHod.1g AB 556819-2214 Stockholm, Sweden 357,000 100
Fandnx Portfol) 2 AR L56982-7040 Srockholm, Sweden 500 100
Pandox Solentuna Cexrum 12 AB 556660 3949 Swockholm, Sweden 1,000 100
Pandox Sweden AB 555942-1687 Srockholm, Sweden 500 100
Pandox Operations AB 556980-3207 Stockholm, Sweden 50,000 100
Pandox1Malmo AB 556704-3723 Mamg, Sweden 1,000 100
Herrellus Denmark A/S 78970927 enrmark 5000 100
Le Nouvezu Falace SA 0423048 375 Belgum 3,000 99971
Pandox Royale SA 0476704322 Belgium 68,808 99952
bandox Be glumn NV NRIODA27 752 Belgium 100,000 994993
Pandox RMC BVBA 05524929692 Belgium 1,000 9900
Tenzingtlod g BY 70144427 MNetherlands 1 100
Convention Hosel Imternat ona’ AG CHF-101 458 846 Swatzerlan: 14,000 100

11 Le Nouveau Palace SA 150 03 percent cwned by Hotellus International AB, which is wholly cwned by Pandox AR (publ)
<l Pandox Royale 54150 01 percent owned by Hotellus International AB, which 1s wholly owned by Pandox AB (publ)

I Pandox Belgium NV 15 0 o1 percent owned by Hotellus International AB, which 1s wholly owned by Pandox AB (publ).
4 Pandox RMC BVBA1s 1 percent owned by Iotellus Internatianal AB, which1s wholly owned by Pandox AB {puhl}
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Indirectly owned subsidaries

Regisiration
No

Daormciled

Indirectly owned subsidares

Registranion
No

Dorruciled

Arlanda Flyghotell KB
Fastighetsbolaget Ukiken KB
Fastighets AB Hotel. Kramer
Hotellus Nordic AB

Hotellus JarvaKrog AB

Hetelius Molndal AR

Vestervold KB

Skogshaojd Handels & Fastighets AB
Norgant Swedew Holchng AB
MNorgant Alvik Hasselbacken AR
Norgar Hasselbacken AB
Fastighets ABPnnce Phiip
MNorgani Holdmg AB

Morgani Kiruna Hovrnastaren 1 AR
Norgam Morastanden 37 5 AB
Norgam [uled Taderm 19 AR
Norgam Kalmar Hamnmaren 4 AB

Norgam Linkoping bkoxen 9 och 11 AB
Norgam Goteborg Backa 1491 och 866 397 AB

Norgam Stockholm Graberge: 25 AB
Norgam Portfol) 2 AB

Norgani Hotel.eiendom  Gotebeorg AB
Norgaru Hotel: :eiendon 1 Hels: ngborg AB
Notgan: Hotel.erendomi Jonkop.ng AB

Norgatn Hotellewndom Luled AB
Norgani [ lotel.elendom 1 Malmo AB

Norgani Hotel'elendorm 1 Sundsvall AR
Norgam Hotel'elendomi Sodertalje AB

Norgam Hotel.elendomi Uppsala AB

Norgan Hotel fastighetsak-iebotaget Blyet 7
Norgaru Iotel fastighetsaznebolaget Osien
Norgar i Holellfasughemat 1ebolagel Radien
Morgani Hotel fastghetsacnebolaget Sigen

916500-8021
916611-7755
556473-6402
556554-6594
5563517365
556554-6636
916631-9534
556066-0432
5h6060-3258
556735-4872
556698-4612
556428-0028
556942-1703
556660-3451
556660-3493
566660-4476
556660 6558
5566582407
5566587480
556688-7450
556982-7032
556674-0709
B56574-0063
556674-0212
5R6674-0485
556674 0436
556674-0071
556673-9768
556673-9776
556673-9685
556674 0469
Y56574-0196
556674-0493

Morgan. Hotellfasaghetsakieboiaget ValboBacka 556674-0204
Norgam Hotellfastighetsakfiebolaget Vindmotorm556673-9818

Norgam Suomi Holding AB
Norgam Suoru 2 AB

Norgam Suorm 3 AE

Norgani Suome 4 AB o

Norgani Suomi5 AR
NorganiSuerm 6 AB

Norgarm Suom1 9 AB

Neréar(a Suomi 10 AB

Nargan: Suotma 11 AB

Norgam Suornt 12 AB

Norgam Suotin 1 3AB

Norgani Suomi 14 AB

Norgan Suomi 15 AB

Notrgani Suomi 17 AB

Norgani Stocknalm Herrgé’derl 2AB
Norgaru Hotelleiendorm ) Svenge AB
Prinee Phuip HO'el Skarho‘rnen AB
Pandox OP2 AB

Pandox OP3 AB

Pandox OP4AB

Paridox OP5 AR

KistaHotel AB
lotellmvest Holdmg DK 1 ApS
Hotellinvest Holdirig DK 2 Aps
Hotell:invest DK 1 ApS
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556705-2781

556705-0634

556704-9688
556705-0983
556704 8151
556704-8144
556705-0520
556704-4218
5567048227
5567048719
556704-8201
556704-8193
556704-8185
5567018169
556560-4285
556674-0170
5563803215
£56520-9600
556980-9618
556980-9626

" 556980 9584

556313-1720
29828644
29830053
10998476

Stockholm, Sweden
Stockholm, Sweden
Stockbholm, Sweden
Stockhoim, Sweden
Stockholtn, Sweden
Stockholm, Sweden
Stockholm, Sweden
Stockholm, Sweden
Stockhaolm, SWEdérl
Stockholm, Sweden
Stockholm, Sweden
Stockholm, Sweden
Stockholm, Swedén
Stockholm, Sweden
Stockholm, Sweden
Stockholm, Sweden
Stoclkholm, Sweden
Stackhoim, Sweden
Stockholrn, Sy\;eden
Stockholm, Sweden
Stockholm, Sweden
Stockholm, Sweden
Stockhiolm, Swedern
Stockhoim, Sweden
Stackholm, Sweden
Sfockhoh;n, Swed on
Stockholm, Sweden
Stockholm, Sweder
Stockholm, Sweden
Stockhoim, Sweden
Stockholm, Sweden
chkholm Swedern
Stockholm, Sweden
Stockholm, Sweden
Stockholm, Sweden
Stackholm, Sweden
Stocknolm, Sweden
Stockholm, Sweden
Sm(kholm Sweden
Stockholm, Sweden
Stockhelm, Sweden
Stockholn, Sweden
Stockholm, Sweden
Stockholm, Swaden
Stockholm Sweden
Stockholm Sweden
Stockholm, Sweden
Stackholm, Sweden
Stockholm, Sweden
Gothenbﬁ]rg Sweden
Gothenlburg, Sweden
Stockhoim, Sweden
Stoc mo‘m Sweden
Stocicha'm, Swaden
Stociho m, Sweden
Stocicho: m, Sweden
Stockha'm, Sweden
Denmark

Denmark

Denmark

Hateihnvest DK 2 ApS
Hotelhnvest DK 3 Ap3

Norgam Hotel Cosmopole AgS
K/S Norgam Hotel

Komp emen; arselskabet Nor gamHoLel ApS

MNorgam Hotel Kgaben‘nawx ALS
Urban House Hotel AnS

Oy Norgan 1 Ab

()y Norga}n 2Ab

Oy Norgant 3 Ab

Oy Norgam 4 Ab

Cy Norgani 5 ab

Oy Norgani 8 Ab

Oy Norgan 9 Ab

Oy Norgam 10 Ab

Oy Norgam 11 Ab

Oy Norgaru 12 Ab

Oy Norgam 15 Ab

Oy Norgam 14 Ab

Oy Norgani 16 Ab

NorGan: Finland Holding Oy
Kunteisto Oy Hotelll Pilott

Kuntesto Oy Pak <alan Kartanonkoska b

Oy Korpilampt Ab
Hotellus S:uom\ Oy
b]orgam Iotels AS
Norgani Hotellelendom AS
Hotellinvest Holding AS
Norgan Erendom Bode AS
Nargani Hotell Rastionen AS
Nergani Norge Holding AS
AlexandraHole. AS
Nergam Hotell Knst:ansand AS
MNorgan Hotell Oslo AS
Norgaru Hotell Bergen AS
Norgan! Hotell Hafiell AS
Norgani Hotell KNA AS
Norgarn Hotell Bergen Alrport AS
Norgam Fagemaeq Tunstho-ell AS
Norgam Oirud Hotell AS
Norgani Hamnneset Hotell AS
Norgam Hotell Lillehammer AS
Liliehammer Tunsshotell AS
Nargan Hotell Bodg AS
Pandox Grand Norge4 AS
Grand Hote: of Brussels NV
Town Hotel NV
F\baﬂeigmm Holding BVRA

Elba Leaschold BVBA
ilba Freehold BVBA
Holcro NV
HDI Brussels Managemem%f\
Swass Hotels LéasngCnmpany SA
Hatel Charlernagne EU SPRL
Fhght Holdco SPVItd
Pandox Wonderwall Ltd (Holdco}
Pandox Wonderwall Ltd P'ropCo
Pandox H.; ghlanderHo ys}
Pandox Highlander Opco
Pandox Highlander Propco

28886217
26241266
25060407
24250830
14546478
20029633
15632654
2050600 9
2050558-5
2050596-2
20505946
2050593-8
2050586-6
2050625-2
20506199
20506164
050612 1
2050610 5
2050609-2
2050603-3
15309705
0426438-8
0747929-6
1495021 8
1495017-0
088016683
988 201227
990 122806
99139348
940 157633
989 197355
910114174
938214 564
951361542
967989 371
9318214875
890618812

919626852

918 844 604
919286855
Y19 286 881
852 479 806
313915739
987141433
914124700
0443822213
0437378839
0889537 114
0889633520
0889 630 649
0421732937
0550918 428
0443435507
0674930158
115845
115558797
109208547
114714740
11471650
16752247

Denmark
Denmark
Denmark
Denmark
Denmark
Demmnark
Denmark
Faland

t-nland

F.nland

F.nland

F.nland

Finland

F.nland

Finland

F nland

Finland

Faland

Fmiland

E.nland

Fnland

F.nland

F.nland

Frland

F nland

Norway
Narway
Nprway
Norway
Norway
Norway
Ni)l’wa}f
Notway
Nofwiay
Norway
Norway
Norway
Norwa;{
Norway
Norway
Norway
Norway
Norway
Narway

B Norwa},r
Belgium
Belgiumn
Relgium
Balgium
Belgur
Belgium
Belgﬁlm
éeléxum
Belgrum

United Kingdom
United Kingdom
United I(mg,dom
Urnted Kangdom
United Kingdormn
United Kingdom



e Note 25, cont.

Registration Regsiration
Indirectly owned subsidanes No Domicled  Indwrectly owned subsidaries No Domicled
urys Inis UK Ltd 06063554 7 Unned Kigdom ¥+ Grundstucksgesel schaft ATLANTIS GrbH HRB41381% Genmany
Pandox Birmingha:n Fropeo Lid 111533467 Unred Kingdomn  Pandox Germany GmbH HRE 688057 Germany
Pandox Glasgow Propco Ltd 111533917 Unized Kingdorn  Pandox Lubeck GmbH HRB 688682 Germany
Pandox Manchester Propes Ltd 11153367 3 Unred Kingdom  Pandox Dortmund GmbH HRB 088562 Germany
Pandox Healirow Propeo Lia 7 111533397 Unned Kingdomn  Pandox Bremen GmbH LIRB 688472 Germany
Pandox UK Opco Ltd 11153341 UnredKingdom — Pandox Deutschland GmbH & Co KG¥ HRA 2182620 Germarny
Pandex Investment Managemen DAC 515809 Ire and Charlus Austnia Hotel Holding Grble FN 355800 Austrz
Vesway DAC LAD248 veand  Charls Vienna Hotel Froperty GrbH EN 39164 Austra
Jurys Inn Grous DAC 418679 veand  Charhus Sa'zburg Hote. Prope-ty Grnbl| FN72575 Austrz
Lhotse Holding DAC RTRTIT Ire.and
Turys Cork Holdings DAC 575997 Tre.and . A Company )
Jurys Cork CPDAC 578095 Ire and Associated companies reg.no  Registered office
lesaway DAC 450711 Ire.and Pandox Verwa tungs Gmbl 13 1IRDBGO7262 Germnany
ey s e peand ) Sommereaemser et sentbbelocd ot n Chretenbr: Grmany
Jurys Inns Investmenis DAC 591063 Treand 1 Commercial register that is kept by the loeal court 1n Berhin-Charloltenburg, Germany
Pandox Topco BV 20144427 Ne-herlands 4 :z;’rﬁg:n?zf(ﬁb:ig;\gs 94 percent of the shares and a third part owns the remaming
Pandox Intermediate Holdco 3V 70153590 Netherdands 51 Pandox AB (publ) owns 49 percent ot the shares and a third part owns the remaming
Pandox Midco BY 70156824 Netijierlands “l ?!:)l;frl:c?fctl;f:]gelsstﬁifat 15 kept by the local court i Dusseldorf Frankfurt am Mamn, Germany
Pandox Holdeo BV 70159203 Netherlands -1 The company is exempt from statutory local audit as a parent cormnpany guarantee has been
Pandox Bradiord Propco BV 70691681 Netnerlands ;Z‘:ﬁi ::?:LT;:;Z;% ;Z%-l‘]];m;.‘;:‘: Thzsggan 15 included ii}l:;}a\udu;f the fingneial state-
Pandox B-ghtor Prapeo BV 70601584 Nethe-iands Ci Ppw n Agt 2O0E .
Pandox Cardiff Propco BV 70691290 Netherlands o
Panndox Chelteniam Propeo BY 0601864 Netmerands ~ INO'T 1 76 TRANSACTIONS WITH RELATED PARTIES
Pandex Fast M.diands Propco BY 70691150 Netheriands Related compantes are defined as the subsidiaries in the Pandox Group and compa-
Pandox H nckley PropcoBY 40690227 Nethertands mies over which related physical persons have a controlling, joint controlling or sig-
Pandox Inverness Propce BY 70690316 Netheriands nificant influence. Related persens include hoard members, senior executives and
Pandox leeds Propco BV 71857419 Nethetlands close family members of the above. Pandox has three main owners, Eiendomsspar
Pandox Croydon Propca BV 70691800 Netherlands Sverige AB, Christian Sundt AB och Helen Sundt AB. The Parent Company is a
Pandox Middiesbrough Propco BV 70600454 Netherlands related party to its subsidiaries. Certain dividend restrictions apply in a few of the
Pandox Oxford Prapeo BV 20690545 Netherlands subsidiaries’ credit agreements. Disclasures concerning remuncration to key
Pandox Sheffizld Propco BY 70691070 Netherands mdnaduals 1n semar positions can be found 1n Note 9 and disclosures concerning
Panlox Swindon Brapio BY 10691088 Netherlands Participations in Subsidiaries and be found in Nate 25
WusBY 24276312 Nethetlands All related party transactions are entered into on market terms The transac-
tions mainly entail allocation of centrally incurred administration cost and mnterest
InnsBv 34265845 Netherlands . o
relating to recervables and liabilities.
Furo hifim Holding BY 53271692 Netherlands Pandox has asset management agreements regarding nine hotels located in Oslo
Pandox Holland BV 34277404 Netherlands as well as for the Pelican Bay Lucava Resort in the Grand Bahama Island, which are
Pandox Holland 2BY 34504035 Netherlands owned by Eiendomsspar AS or subsidiaries of Eiendomsspar AS and affiliates of
Charlus Dutch Investment BY 58524134 Netnerlands Helene Sundt AS and CGS Halding AS respectively. In 2018 revenue from the asset
Charlus Amislerdan Hotel Properly BY S42 54529 Nelherards management agreements amounted to MSEK 5 (4)
Haoellus Luxembeourg Sarl B131027 Luxembu-g Eiendomsspar AS owns 5.1 percent of 21 hotel properties in Germany with
Chalus Germany Hotels Ho ¢ ~g Sarl B158137 Luxemburg exception of Radisson Blu Cologne were the minonty amounts to 9.9 percent,
Cnarl us Germany Hotel Prope-ties Sarl B15R154 Luxemburg whuch were acquired by Pandoxin 2016 and 2015 A dissolution of the temporary
Chal us Cologne Hotel Proserty Sal B131775 Luxemburg minority holding of 5 1 percent for the twa hotel properties in Austria was com-
Charl.us DutchTlotels tlolding Sa- B179720 luxembuzg ~ Pleted during the first six months 2018
Hotellus Canada Holdings Tne BCO783511 Canzada
Hes ellus Montzeal Holdings ine BCO82 44941 Carizgda Parent Comparny 5 L. . A .
Hotelius Monreal Inc BCORITIYS Canada Tﬁe Par(?nt Company’s fees for central administrative services fom Group compa-
N o nies during the year amounted to MSEK 106 (101). No other purchases were made
Hoellus Montrea Services Ihc BC117771% Canada N N
between the Parent Company and its Group conpanies.
11028677 Canadalne 1107867-7 Canada
Pandnx Berlin GrribH TR OK0ARY K1 Germany [RANSACTIONS BETWEEN 1 HE PARENT COMPANY AND RELATED PARTIES
Ho ellus Deutsc hland GbH HRE 411512 Germany 31Dec  31Dec
( narlus kuropean Hotel properties (Gmhil TTRB 790312 Ger:narny Parent Company MSFK 2018 2017
Hypnaos Hotel Properties Grnbt HRH 765588 Gur ndryy Ceniraladm nisiaton costs 105 &9
Hypmnaos Haotel Properties FHold ng &bl HRA 1573034 Ger nany Inlerest ncntne from subsidianies 324 140
Liypnos Hotel Properties West &bt HRB 157278 B Gernany Dividends fromsubs dia e 500 206
ITypmas Hatel Pronertes Rannge GmbH HRR 157320 FY Gerrmary Interest paid Lo subsichanes 37 -1
ITypnos Hotel Properties Mannaeim GmbH - HRB 157271 BY Gernany Recewables romrelated partes 5,734 9.641
Fypros Hotel Propert ¢s South Caubl FIRE 14/308 v Ge* 1any hab lines rorelated »art.es 5145 6.011
Hypnos Holel Proper Les Nor s GanbH HRE 15 /201 B2 Ger.nany Group com'ribilions received 169 268
Charlus Verweltungs GmhH HRB 92447 Gerrany Goun con Tbutions provided 24 -40
Charlus Berun Verwaliumgs GuibH HRB 902254 Gerrany
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NECOTE 277 sPECIFICATION OF CASH FI OWS FOR THE GROUB

NOTE 29 AssETs AND LIABILITIES HELD FOR SALE

GROUP GROUP 31 Dec 31 Dec

MSEK 2018 2017 MSEK 2018 2017

Acqusition of hotel properties and other Assets

business entities Operating properties, Vesway ¥ ] — 1326

Acquired assets and habilices Otherrecervablest) . 41

investriient properties 1215 8395 pssetsclassified as held for sale = 1,367

Operatmg_propertles . 7510 712

Deferred tax assets — 19 Liabiities

Current recewvables Toa i8 Other current habilizies v 1,367

Cash and cash equivalents 5 261 Total habilities classified as held for sale — 1,367

Assets hald for sale ) T 1367 '} Refers to MGEP 120 purchase price paid by acquinng, company in December 2017, 1n eonnec-
= - - tion with campletion of acquisition of Vesway attributable to Jurys Inn Resolved during Q3

Total assets 1,733 10,763 2018

Non-controlhng interest 20 — In December 2017 Pandox signed an agreement with Lone Star relating to the

Deferred tax — 28 acquisition of a portfolio of 37 hotel businesses inthe UK and Ireland. The transac-

Non-current Liahihaes 14 38 tion was completed with Fattal Hotels Group as operating partner, The legal reor-

Total habilitieg 14 65 ganisation of the portfolio was completed in 2018, with Pandox retaining 20 invest-

Purchase consideration:

Purchase considerat.on pard 1,760 10,869
1 esy Cash and cash equralentsin the acqured oparations -6 -2 6(_)_
Effect on cash and cash equivalents ) 1,754 10,609

Divestment of hotel properties and other busmess entities
Divested assets and liabilities

Investrment preperties 263 -
Operatimg propertles — 191
Total assets . . . 263 191
Selling price
Purchase considerat.on recelved 286 356
Effect on cash and cash equivalents ) 286 356
Reconciliation of debts arising from financang activities
LOANS TO CREDIT INSTITUTIONS

31Dec 31 Dec
MSEK 2018 2017
Opening balance 26,298 18,656
Cashflow 7 906 8950
By acquusitions — -1,618
Exchange differences 713 310
Closing balance habilities to credit institutions 27917 26,298
NOTE 28 cuRRENT AND NON-CURRENT INTEREST-

BEARING LIARILITIES, PARENT COMPANY

PARENT COMPANY
MSEK 2018 2017
Liab:hnies to credit mstizutions due within 12 months 2793 835
Liab:lities to credit institutions due In 1-4 years 4305 5804

Liab Iities 1o cred.t mstiiutions due in 5 years or later — —
Total cwrrent and non-current labihities? . 7.098 6,639
" Arrangement fees of approxamately MSEK 29 (37} have reduced interest-beanng iabilities
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ment properties and one operating property. Fattal acquired the operating plat-
form consisting of 36 hotel operations.

NCTE 30 TRANSITION EFFECTS IFRS 16 LEASING

Transition to IFRS 16 Leases

In 2018 Pandox analysed the transition to IFRS 16 Leases and drew the following
conclusions Pandox is te apply IFRS 16 from 1 January 2019, in a prospective
manner,

Pandox has lease commitments for site leaseholds and for ather leased land,
premises and vehicles. These undiscounted commitments amount to MSEK 2,658
in total, based on current leases. The majority of these commitments relate to
teases forland (site leaseholds or other leased land)

In Sweden site leaseholds were introduced as a complement to title for a prop-
erty, and remain so. Only central government and municipalities in Sweden may
grant a site leasehotd The holder of a site leasehold has the right to use theland
for a very long period; certain descriptions hy municipalities state “in principle,
perpetual”. As a result, according to IFRS 16 the discounted value of site leasehold
rents in Sweden is to be recognised in the halance sheet as a perpetual right-of-use
asset and a lease Lability. The site leasehold rent paid 1s recogmisedin full as a
financial expense, whereas previously it was reported as an operating expense
Pandox also has site leaseholds or other lease agreements for land in countries
other than Sweden. These agreements are structured 1n different ways, but they are
usually extended or there are other clauses to ensure that the land can be used after
the lease term or that compensation is paid for the hotel building erected on the site
concerned. Pandox's experience is that these agreements are extended and based
on this, Pandox considers that these agreements are extended and dealt with in the
same way as Swedish site leaseholds.

As regards commercial premises — mainly Pandox AB's premises and some
storeys leased 1n respect of The Hotel Brussels — and vehicles (company cars), these
are recognised at discounted value in the balance sheet as a right-of-use asset and a
lease hability. Inthe income statement the right-of-use asset 1s depreciated over
the Jease term and payments made to the lessor/landlord are recognised partly as a
redttction in leaseliabilities and partly as interest expense.

In conjunction with the transition to IFRS 16, Pandox has decided to include
three new balance sheet items: right-of-use assets, and current and non-current
lease liabilities. In the income statement the financial component is recognised in
net financial items on a newline “Financial expenses in respect of right-of-use
assets etc”,



e Naote 30, cont

The effects of the transitien on the balance sheet as of 1 January 2019 are shown in to IFRS 16 will therefore be made in the column “Group-wide and non-allocated

the table below, Compared with the operating leases presented ;m Note 8 the effect items” in segment reporting, In addition to the above effects of the transition to

15 MSEK ~168 and is attributable mainly to discounting of the commitments. IFRS 16, its introduction will affect key ratios. A significant key ratio for Pandox's
Tao calculate the right-of-use asset and the lease liabihity, Pandox applies an esti- business is “Loan-to-value”, which from 1 January 2019 will be caleulated adjusted

mated financing cost in local currency based on the term of the various leases In for the effect of IFRS 16 Leases 1n order to reflect a measurement comparable with

segment reporting Pandox intends to continue applying the same acconnting prin- previous periods’ key rahos.

ciples as previsusly, since this 1s how the operations are followed up. Adjustment

CONSOLIDATED STATEMENT OF FINANCIAL POSITIONS

Trans)- Transi-
Before tion After Before tion After
conversion effects  conversion CONVersion effects conversion
MSEK 1Jan 2019 IFRS 16 1Jan 2019 MSEK 1Jan 2019 ITRS 16 1Jan 2019
ASSETS EQUITY AND LIABILITIES
Non-current assets Equuty
Operating propertres 5,526 h 328 Share cap.tal 414 — 419
Equ.pment/Interiors 484 — 484 Other paid-in capital 4,556 — 4556
[nvestument properties 47,138 — 47,139 Reserves 215 - 215
Right or use Assets - 2490 2490 Rezained edrrings, including
Delerred lax assets 465 — 465 profit orthesenod 16188 .o 1e1s8
benvatres 2 ) I E?Eﬁglf;gﬁ%gﬂ;;%;he ownes 21,378 — 21,378
Other non-current recevables 31 — 31
Total non-current assets 53,457 2,490 55,847 ~on-contiofling interests 160 — 160
’ ’ ! Total equity 21,538 - 21,538
Current assets LIABILITIES
Lventones 10 o 10 Non-current habihities
CurTent tax assets 29 - 22 Interest bea~ng abilt es 19,460 - - 19,469
Trade account recenvables 328 o 528 Other non curr-cnt Labiities 18 18
Pnyggfr‘ll(ej expensesand accrued 205 . 205 No~ cument lease | abillaes - - 2471 2471
Other carrent rece'vahles 215 — 215 Denvatives 550 - 550
{.as1and cash equivalents 674 674 Prowizions 100 ) 100
Asgels held for sale — — — Deterred taxhabil ty 380 = B30
Total current assets 1559 ___ 1559 Total non-current _habﬂl_tles 23,567 2471 26,038
Total asscts 55,016 2,490 57,506 Current liabihities
Prowvisions ] — 1
In-erest-bearing liab.l:ties 8448 - 8,448
Current leage labilities — 19 19
Tax liabihities 108 109
Trade accounts payable 285 — 286
Other current hiabihities 411 — 11
Accrued expenses and prepald
mcorne 656 — 656
Nebt relared -6 assets held for sale — = =
Total current hizbilities T Teo11 i 9,930
Total habilities 33,478 2,480 35,968
Total equity and habilities 55016 2,490 57,506
NOTE 51 A11L0CAIION OF EARNINGS
At the disposal of the Annual General Meeting,
Retdained ea-nigs 3,390427,303
Profit for the year 733,664,141
SEK 4,124,091,444

The Board propose that the earnings be
allocated as follows:

Drndend to sareholders, SEK 4 70 zershare 787249945
Camedroward o 3,336841.448
SEK 4,124,091.444
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Signing of the Annual Report

The Board and CEQ hereby provide an assurance that the consolidated Parent Company’s position and results. The Administration Report for
financial statements have heen prepared in accordance with Interna- the Group and the Parent Company provides a fair representation of
tional Financial Reporting Standards (IFRS) as adopted by the EU and operations in the Group and the Parent Company, their position and
provide a fair representation of the Group’s position and results. The results, and describes the material risks and uncertainties facing the
Annual Report has been prepared in accordance with generally Parent Company and the companies included in the Group. The under-

accepted accounting principles and provides a fair representation of the signed hereby also present Pandox’s Sustainability Report for 2018,

Stockholm, March 7, 2019

Christian Ringnes

Chairman
Leiv Askvig Ann-Sofi Danielsson Jon Rasmus Aurdal
Board member Board member Board member
Bengt Kjell Helene Sundt Jeanette Dyhre Kvisvik
Board member Board member Board member
Anders Nissen
Chief Executive Officer

Our Audit Report in respect of this annual report and
the consolidated accounts was submitted on March 7, 2019.

PricewaterhouseCoopers AB
Patrik Adolfson Helena Ehrenborg

Authorised Public Accountant Authorised Public Accountant
Auditor-in-charge
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Auditors report

To the general meeting of shareholders of Pandox Aktiebolag (publ), corporate registration number 556030-7885

REPORT ON THE ANNUAL ACCOUNTS AND

CONSOLIDATED ACCOUNTS

We have audited the annual accounts and consolidated accounts of
Pandox AB (publ) for the year 2018. The annual accounts and consoli-
dated accounts of the Company are included on pages 102—148 in this
document,

In our opinion, the annual accounts have been prepared in accor-
dance with the Annual Accounts Act and present fairly, in all material
respects, the financial position of the Parent Company as of 31 Decem-
ber 2018 and its financial performance and cash flow for the year then
ended in accordance with the Annual Accounts Act. The consolidated
accounts have heen prepared in accordance with the Annual Accounts
Act and present fairly, in all material respects, the financial position of
the group as of 31 December 2018 and their finanaal performance and
cash flow for the year then ended in accordance with International
Financial Reporting Standards (IFRS), as adopted by the EU, and the
Annual Accounts Act. The statutory administration report is consistent
with the other parts of the annual accounts and consolidated accounts.

We therefore recommend that the general meeting of shareholders
adopts the income statement and balance sheet for the Parent Company
and the group.

Our opinions in this report on the annual accounts and consoli-
dated accounts are consistent with the content of the additional report
that has been submitted to the Parent Company’s audit committee in
accordance with the Audit Regulation (537/2014) Article 11.

Basis for opinions
We conducted our audit in accordance with International Standards
on Auditing (ISA) and generally accepted auditing standards in Sweden.
Our responsibilities under those standards are further described in
the Auditor’s Responsibilities section. We are independent of the
Parent Company and the group in accordance with professional eth-
ics for accountants in Sweden and have otherwise fulfilled our ethical
responsibilities in aceordance with these requirements. This includes
that, based on the best of my (our) knowledge and belief, no prohi-
bited services referred to in the Audit Regulation (537/2014) Article
5.1 have been provided to the audited company or, where applicable,
its Parent Company or its controlled companies within the EU.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinions.

Our auditing approach
Focus and scope of the audit
We designed our audit by establishing matenality levels and assessing
the risk of material errors in the financial reports. We paid particular
attention to the areas where the chief exccutive officer and board of
directors have made subjective judgements, such as significant
accounting estimates that were made based on assumptions concern-
ing and predictions of future events, which by nature arc unecrtain. As
in all audits, we also took into consideration the risk of the board and
chief executive officer neglecting internal control procedures, Among
other things, we considered whether there is evidence of systematic
deviations resulting in a risk of material errors due to irregularitics.
We adapted the focus and scope of vur audit, considering Pandox’s
group structure and internal control environment, in order to be able
to produce an auditors’ report on the annual accounts and consoli-
dated accounts in their entirety.

Pandox is a property company specialising in hotels with operations
throughout the world and with a hotel portfolio that has a market value
of MSEK 55,:97. Pandox’s core business is to own and lease hotel prop-
erties to well-known hotel operators under long revenue-based leases
with shared investments. If the conditions are not in place for a profit-
able lease, Pandox can choose to operate a hotel itself.

Our audit involves conducting a review of all significant compa-
nies in the group. The audit covers operations n 12 countries and is
either perfor med by the group audit team or local audit teams. Since
85 percent of the group’s assets are hotel properties that are recog-
ntsed at fair value and acquisition cost respectively taking into
account depreciation, the main focus of the audit is to evaluate to
what extent the annual accounts, in all material respects, reflect the
value of the hotel properties according to the Company's valuation
principles, and whether those principles are consistent with IFRS. Our
activities to determine this include the following:

Review of the valuation of the hotel properties combined with

a process to establish their carrving amounts.

Review of internal control of financial reporting, routines and
processes based on assessed risks.

Assessed and discussed the accounts as of 30 June 2018 with the
executive management team and Audit Committee.

Review of the closing accounts as of 30 September 2018 for the
purpose of presenting a review report; and

Review of year-end accounts and final audit work to present this
auditors’ report on the annual accounts of the Parent Company and
group and, where applicable, other legal entities. In conjunction
with these activities we also performed review procedures to pro-
duce our statement on compliance with senior executive guidelines.

The review was performed by an audit team that is part of the PwC net-
work. The work is performed in accordance with local audit require-
ments in the respective countries and specific instructions relating to
the group audit. With respect to the acquisitions executed during the
vear and in the previous year in the UK and Ireland, a group-related
review was performed mainly by the group audit team. In addition to
this, the auditor-in-charge and member of the group audit team
visited the operations in Ireland and Germany during the year to
become familiar with the operations of the entitics visited and to
understand the routines and control procedures in place, to evaluate
compliance with Pandox’s internal control framework and to review
the financial reporting based on the group’s accounting principles.

Materiality

The scope and focus of the audit was determined by our materiality
assessment An audit is designed to achieve a reasonable degree of
assurance on whether the financial statements contain any material
errors. Errors can occur due to irregularities or mistakes. They are con-
sidered material if they individually or in combination may reasonably
be expected to impact the financial decisions of the users based on the
financial statements.

Based on our professional judgement, we established certain
quantitative materiality indicators for the financial reports as a whole.
Using these as well as qualitative considerations, we established the
focus and scope of our audit and the nature, timing and scope of our
review procedures, and we assessed the effect of individual and com-
hined errors on the financial reports as a whole.
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b Auditors’ report, cont,

Key audit matters

Key audit matters are the matters which, in our professional judgment,
were of most significance in our audit of the annual accounts and
consolidated accounts for 2018. These matters were addressed in the

Key audit matters

context of our audit of the annual accounts and consolidated accounts
as a whole, and in forming our opinion on these. We are not, however,
providing a separate opinion on these matters.

How our audit addressed the key audiy matters

Valuat on of hotel propert.es

We refer to the admurnstranon report and the description of the Fandox Group's
summary of important accountng and vaiuation prnaples in Note 1 andNote 13
Investment properhies

The value of the hotel properties as of 31 December 2018 was MSEK 55,197 {of
which investment “roperties MSFK 47,139) The hotel propehies constitute a sig-
nuficant portion of taie balance sheet and valuason of the notel properaes isby
nature subjective and based on rnanagerment’ judgernernts of, for examnple, the spe
cific property’s locanon, condit.on, occupancy. future rental incone and valuation
yield

Lhe valuation process s deternuned by an established valuaton policy Valua-
tion o- all hotel properties 1s perforzned quarterly dunng the financial year througn
internal valuations performed by the company’s personnel Thevaluation maodel
consists of an accepted and proven cash flow model whete future cash flows that
the hote! propetties are expected to generate are discounted The valuat.on s
based o1 the business plan for the hotel conce™ed, which1s updated at least twice
ayear Valuation of all properties is also petformed by externdl appraisers on areg-
u.arbasis throughou the year Pandox has an internal process to quahty assure the
external valuations when they a-e performed This internal quahty assurance pro-
cess includes analysis and control of input data from the compary for the valuation
maodels pertaming .o such agpects as rent levels, space and general analysis o value
growth per droperty The valuations are examined both at the central leveland in
cooperatnon with the heads of business areas

When determunng the far value of the properties, current mformiation on the spe-
cific property 1s taken inito accournt as well as curren- leases, rentalincorme and oper
ating costs To arnve at the final value amount, assurmpizons and judgments are made
concernmg future yield, net operating income and estinated market rents These are
affected by the valuaton yield applied and comparable market transactions

The significance of the estimates and judgements used n establish ng the farr
value, combined with t2ie fact that when combined, small percentage differences
in the indmndual properties’ parameters can lead to matenal errors, means that the
valuation of rvestrment proparties s a key aucht matter

Revenue-based rental income
See Note 3 onrentalwicome and Nate 1 on accounting principles for disclosures
and descriptions of this audit matter

Pandox's renta income cons.sts to alarge exten: of revenue-based rent The rent
chargedisbased on the sales reported by the tenants Pandox has routines and
control procedures to ensure that the sales reported are comect The leases are1n
place for anumber of years and the business models far hotel operation may over
time be affectad by tne creation of new sales channels or the addinen of vanous
services at the hotels orin the offering ete

Thus audit matter includes judgements on contract interpretation in certan cases,
as well as jJudgements on the control the group exercises with respecs to the ten-
ants' report:ng Asthe revenue-based rents make up a considerable portion of the
totalrentalincome and there 1s the elemen: of dependence on externalnformation
receved and used to deterrmine this reventie, thigis akey audi- matter in our audr
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Our audit facused, among other things, on the company’s internal control and
qual- ity assurance that exists for both the internally and the extenal y performed
valuations as of the date o' the 2018 year-end accounts Ourreview procedures
included the Solowng

» Tne group audit tea:n, ncludmg ou~ valuation specialists, obtained and reviewed
a sample of the valuation reports and examned whether the valuation proce
dures follow Pandox’s guidelines ror valuation and cotrect valuation metods

* We evaluated the in-ernal and ex-ermal appra-sers’ competence and expenence
and studied the group’s contracts with the external appraisers to detenmne
whether there were any circumstances that would have impacted thelr objectiv-
ity or impaosed any resnctions or their work

= We also cared cut randem sampling to test managementsiiput data from the
company’s systern for the valuation models We did thus to deterrmune whether
theinformation used for property valuations is correc: and accurate

* We held meetings with those responsible for valuation processes whete wpor-
Lanl assumnptions and judgements were discussed Our worl [ocused on the
largest iInvesumen: propertes in the portta.s, the most signthcan: assunphons
and ~he properties where there were the greatest vanations in value compared
with previous quarters We assessed the yie ds used by comnpanng these with
estimated ranges for expected yie.ds and benichmarks with ava lable market data
for the markets in question We also assessed the reasanah eness of nther
assumptions where there s no directly comparable published daza avatlable In
cases where the assumpuons and parameters were beyond our imhial expecta-
fioms, these devianons were discussed with represeratives of the company and
add tional audit evidence was obtamed to support the assumptions made, e g
copies of leases Lo support new rental inicorne and mereased value dunng the
perind

* We compared d sclosures included in the annual report against the reguirernents
m IFRS 13 and lound the requirermnents to have been met i almatenal respects

The valuations are based onjudgments and are by nature associated wit:1 inherent
uncertanty Based on our review we have detenimined that the assumptions used
by Pandox are withun areasonable range Based on our review we have no signifi-
cant observarions "o repor: o te audi comrmittee

Our audrt1s based on an evaluat:on of ‘ntema. control as well as subs-an-ive testing
and other analysis procedures, ncluding dala-based Lransacllon analysis, of sorte
balance sheet and incorne statemen: .tems o2 sigrficant subsidianes, on arandom
sample basis Other review procedures we per‘formed include the follow.ng

*'We evaluated Pandox’s rotitines for managing significant revenue flows

= We stud ed leases and exarmined how Pandox as a lessor interprets vanous parts
of the agreements as a basis for mvoicing and reporting,

» We developed an understanding of and studied the ¢ontrol procedures
employed by Pandex with respect to the tenants' reporting We also read and
farmhansed ourse'ves with the control procedures through externa scrutiny
which Pandox, according to the leases, perforrns amually by examimng leases at
randomn to ensure that vorcing and revenue recogmtion are correct

» On arandom sarmple basis. we exarmined tne mvolcing routines and involces
against support.ng documents and we deterrmined, tarough counzer-checking,
that the correct revenue-based rents were being .nvoiced

* We also performed an analytical review to assess reventie recogmit:on, and
obtamed Pandox's analysis and explanations of rental income outcornes .n order
tor us to develop an understand.ng of revenue recognition control Drocedures.
and through analysis create an understanding ol revenue recognition :tself

= We examined informaton and disclosures provided in the annual report

Based on our review we have 1o 51gn1ﬁcant observations to report to tne andi
committes




Recogmtion of Vesway DAC, which was acquired m December 2017, and its
subsequent consolidatiorn into Pandox

Werefer to Note 13 Investment properhies, Note 15 Operaing properties,
Note 29 Assets and habihres held for sale, amdto the administration report where
the transachion is descnbed

The mast sigmficant event thatimnacted the ca~yngamounts of batimvest-
mentand operaing properties m 2017 was the acqusition of a portfolio of 37
natels completed on 20 December 2017 Pandox implemented the acquisition
with Fartal Hotels Group (Leonarde) as operating pa-tner, witn Pandox —after reor-
gamsazion of the portfolio - reta'mng 20mnvestrnent properies and one operating
sroperly in the UK and Ireland, and Leonardo acqu.nng the operating platiomof
46 hotel operation businesses under tne urys Inn brand The total purchase con-
sideration was MGBP 800 {around MSEK 9,030) on adebt-free basis

1 2018 Pandox focused on complet ng « lepal rearganisation relaling Lo Lhe
acquisttion and on transfernng the businesses acquired by Leonardo to them As
described in Note 22, this involved vanous judge:nents and assumpt.ons in order
o detenmine the financial report ng dunng t1ie year and as of the c.osing date

The transaction carmed out and *he subsequent reorganisation were comp ex,
nad amajar mpact on financial reportngand:nvolved amunber ot judgmenite
and assunptions that afected the finarnaal sraterments Taeve s thus ansk that the
Ananc.alreporiing icated to the transaction was ot measured or recognised cor-
-ectly and given the size of “he amaunts, 1 s saparticula-ly s gmficant area

Other information than the annual accounts and

consolidated accounts

This document also contains other information than the annual accounts
and consolidated accounts and is found on pages 1—48, 70—-101and
pages 164—167. The Board of Directors and the CEQ are responsible for
this other information.

Cur opinion on the annual accounts and consolidated accounts does
not cover this other information and we do not express any form of
assurance conclusion regarding this other information.

In connection with our audit of the annual accounts and consolidated
accounts, our responsibility is to read the information identified above
and consider whether the information is materially inconsistent with the
annual accounts and consolidated accounts. In this procedure we also
take into account cur knowledge otherwise obtained in the audit and
assess whether the information otherwise appears to be materially
misstated.

1f we, based on the work performed concerning this information, con-
clude that there is a material misstatement of this other information, we
are required to report that fact. We have nothing to report 1n this regard

Respensibilities of the Board of Directors and the CEO

The Board of Directors and the CEQ are responsible for the preparation
of the annual acconnts and consohidated accounts and that they give a
fair presentation in accordance with the Annual Accounts Act and, con-
cerning the consolidated accounts, in accordance with IFRS as adapted
by the EU 'The Board of Directors and the CEO are also responsible for
such internal control as they determine 18 necessary to enable the prepa-
ration of annual accounts and consohdated accounts that are free from
material misstatement, whether due to fraud or error.

In preparing the annual accounts and consohdated accounts, ‘The
Board of Directors and the CEQ are responsible for the assessment of the
company’s and the group’s ability to continue as a going concerit. They
disclose, as applicable, matters related to going concern and using the
going concern basis uf accounting. The going concern basis of accounting

11 edehiion Lo the Yeview measures described above relat nig to hotel property va.-
uations and revenue based rents, and audit.ng of tne year end accounts or selected
parts of the Vesway DAC group, we pe~formed the following review procedures
Rewview and exarmimation by the group audit team which, 1n cooperation with
Pandox AB, exanmuned the effects ot the legal reorgan sation on the inancla.
reparting and velated nidgerments and assumpthions aganst supporttg doc-
ments and other sources, in order Lo test the accuracy ol the consclidated anan-
cial statements,

« Hased onour examimation of the camaany’s consol dated 2018 year-end
accounts, we assessed whether the Iinanc_al staternents have been correctly
inarpord.ed inlo Pandoxs consolidated dccouits n accardance wilh 11-RS,

* We studied the preliminary final reconciiation and prelimnary final settlernent
between the partiesin the acquisition to assess 1ts effects on the year-end
acLounts,

= We reviewed changes inacquired vames i order to assess the reporang ot these
changes, arnd

» We examined and assessed the classification o7 tae aperations o nvesmen:
and operating oropertics as we.. as the cassification o operat ons held for sale

Based on our review of the year-end accounts we have no signiiicant cbhservations
torepor: to the audit commutzee or the Board or D.rectors

is however not applied if the Board of Dircctors and the CEO intends to
liquidate the company, to cease operations, or has no realistic alternative
buttodoso.

The Audit Committee shall, without prejudice to the Board of Director’s
responsibilities and tasks in general, among other things oversee the
company’s financial reporting process.

Auditor’s responsibility

Qur objectives are to obtain reasonable assurance about whether the
annual accounts and consolidated accounts as a whole are free from
material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinions. Reasonable assurance is a
high level of assurance, bul is not a guarantee that an audit conducted in
accordance with ISAs and generally accepted auditing standards in Sweden
will always detect a material misstatement when 1t exists. Misstatements
can arise from fraud or error and arc considered material if, individually
orin the aggregate, they could reasonably be expected te influence the
economic decisions of users taken on the basis of these annual accounts
and consolidated accounts.

A further description of our responsibility for the audit of the annual
accounts and consolidated accounts is available on Revisorsinspektionen’s
website www.revisorsinspektionen.se/revisornsansvar. This description
is part of the auditor’s report.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Opinions
In addition to eur audit of the annual accounts and consolidated
accounts, we have also audited the administration of the Board of
Directars and the CEO of Pandox AB (publ) for the year 2018 and the
proposed appropriations of the company’s profit or loss

We recommend to the general meeting of shareholders that the profit
be appropriated in accotdance with the proposal in the statutory admi-
nistration report and that the members of the Board of Dircetors and the
CEO be discharvged from lialnlity for the financial year
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Basis for Opinions
‘We conducted the audit in accordance with generally accepted anditing
standards in Sweden, Our responsibilities under those standards are fur-
ther deseribed in the Auditor’s Responsibilities section, We are indepen-
dent of the Parent Company and the group in accordance with profes-
sional ethics for accountants in Sweden and have otherwise fulfilled onr
ethical rcsponsibilities in accordance with these requirements,
‘Webelieve that the audit evidence we have gbtained is sufficient and
appropriate to provide a basis for our opinions.

Responsibilities of the Board of Directors and the CEQ

The Board of Directors is responsible for the proposal for appropriations
of the Company’s prafit or loss. At the proposal of a dividend, this
includes an assessment of whether the dividend is justifiable considering
the requirements which the Company’s and the group’s type of opera-
tions, size and risks place on the size of the Parent Company’s and the
group's equity, consolidation requirements, liquidity and positicn in
general.

The Board of Directors is responsible for the Company’s organisation
and the administration of the Company’s affairs. This includes among
other things continuous assessment of the Company’s and the group’s
financial situation and ensuring that the Company’s organisation is
designed so that the accounting, management of assets and the
Company’s financial affairs otherwise are controlled in a reassuring
manner. The CEO shall manage the ongoing administration according to
the Board of Directors’ guidelines and instructions and among other
matters take measures that are necessary to fulfil the Company’s
accounting in accordance with law and handle the management of assets
in a reassuring manner.

Auditor's responsibility
Our objective concerning the audit of the administration, and thereby
our opinion about discharge from liability, is to obtain audit evidence to
assess with a reasonable degree of assurance whether any member of the
Board of Directors or the CEQ in any material respect:
« hasundertaken any action or been guilty of any omission which can
give rise to liability to the Company, or
+ in any other way has acted in contravention of the Companies Act,
the Annual Accounts Act or the Articles of Association.
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Our objective concerning the audit of the proposed appropriations of the
Company’s profit or loss, and thereby our opinion about this, is to assess
with reasonable degree of assurance whether the proposal is in accor-
dance with the Companies Act.

Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with generally accepted auditing
standards in Sweden will always detect actions or omissions that can give
rise toliability to the Company, or that the proposed appropriations of the
Company’s profit or loss are not in accordance with the Companies Act.

A further description of our responsibility for the audit of the admin-
istration is available on Revisorsnamnden’s website: www.revisorsinspek-
tionen.se/rn/showdocument/documents/rev_dok/revisors_ansvar.pdf.
This description is part of the auditor’s report.

PricewaterhouseCoopers AB, with Patrik Adolfson as the auditor in
charge, was appointed auditor of Pandox AB (publ) by the general meet-
ing of the shareholders on the g Aprit 2018 and has been Pandox AB's
auditor since 29 March 2017.

Stockholm 7 March 2019
PricewaterhouseCoopers AB

Patrik Adolfson
Authorised public aceountant
Auditor-in-charge

Helena Ehrenbarg
Authorised public accountant



From the Chairman
A balanced year for the Board

The work of the Board of Directors was conducted at a calmer pacein 2018 than
in 2017, but there were still many varied matters to deal with. The Board’s main
focus during the year was on supporting Pandox's management in its efforts to
manage increased commercial and legal complexity following the expansion that
has taken place in recent years. Other matters dealt with included acquisitions,

divestments and investments.

A LARGER COMPANY, GREATER

COMPLEXITY

Pandox today is considerably larger than

when it was listed on Nasdaq Stockholm in

2015 and its business is more complex.

Through a number of large acquisitions

outside the Nordics Pandox has signifi-

cantly broadened its geographical area of

operations in recent years. Geographical

diversification has many advantages from

a portfolio perspective, but it also requires

Pandox to constantly develop and improve

the Company’s business-critical processes.

In 2018 the Board of Directors supported

Pandox’s management in 1ts work on

organisation, governance and control.
Other important matters dealt with by

the Board and its committees during the

year included:

+  Add-on acquisitions in the UK

« Divestment of hotel property in Sweden

» Investments in existing portfolio

+  Proposal for new incentive scheme

» Budget

+  Annual strategy review

« New sustainability strategy

RENEWED STRATEGIC FOCUS

ON SUSTAINABILITY

Profits are the ultimate proof of Pandox’s
success in creating value and also lay the

foundation for the Company’s continued

The role of Pandox’s Board of Directors
The most important task of Pandox's Board of

Directors is to create a corporate culture in which the

Company acts in a way that helps create long-term
value for all of the Company’s stakeholders. This

means both ensuring that the Company has the right

strategy and sets the right priorities and that the

Company’s management lives up to what is expected

of it by the Board, the shareholders and the wider
community. At the core of this is an expectation of
long-term sustainable and profitable growth with
increased shareholder value over time.

value creation. But merely making a profit
is not enough. The profits need to be sus-
tainable. That requires Pandox to take
responsibility and actively contribute to
sustainable development. During the vear
Pandox renewed its focus on sustainability
and made a strategic plan for commercially
integrating sustainability into the business
model. Various focus areas were identified
and a new stakeholder and materiality
analysis were produced.
For the Board of Directors, the three

main sustainahility priorities are:
1. Reducing energy consumption and

CO.e emissions
2. Diversity, equality and non-

discrimination
3. Hotel safety

2019 wilt be an exciting year for Pandox
with its own learning, active dialogue with
business partners and the evaluation of
commercial sustainability initiatives in
various areas.

b Read the Sustainability Report on
pages 49—68 for more information on
Pandox’s sustaimability work.

A WELL-COMPOSED BOARD

OF DIRECTORS

Pandox’s Board consists of members with
various personalities and skill profiles, but

Pandox’s role in socjety

all are very familiar with Pandox's opera-
tions, business model and market position.
My assessment, which is shared by the
Nominating Committee, is that the Board
has the expertise and tools needed to take
advantage of the opportunities that exist in
the hotel property market and at the same
time resolve the challenges that Pandox
faces. Ahead of the 2019 Annual General
Meeting the Nominating Committee is
proposing the re-election of all the Board
members, except for Helene Sundt who has
declined re-election. Assuming that the
AGM approves the Nominating Committee’s
proposal, the Board of Directors will once
again — based on good expericnee in 2018 —
appoint Bengt Kjell as Vice Chairman of the
Board.

In conclusion I would like to thank
Pandox’s shareholders, Board of Directors,
Neminating Committee and management
for a good collaboration — and, not least,
Pandox’s employees for their good work.

Oslo, March 2019
Christian Ringnes

",

Pandox is an active owner with deep knowledge of its industry, an extensive network and good
profitability. The Company has had the same CEQ, strategy and business model since it was
founded 1n 1995, The fundamental concepts have been tested and refined over many years with
good results. The Board of Directors and management share a common view of active ownership
and a clear vision for Pandox’s future value creation. This1s a cultural hemtage worth safeguarding,

Through its hotels, Pandox is an impartant part of the tounsm and travel industry infrastruc-
ture. The tourism and travel industry in turn fills an 1important function in society — for business,
tourism and the sconomy in general, Pandox is therefore in many ways a company that benefits
society. But Pandox can only justify its existence if the Company’s tenants and hotel guests are
willing to pay enough for the services Pandox offers and the Company can make a profit
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Corporate Governance Report

Good corporate governance is about ensuring
that a company is managed as responsibly
and efficiently as possible on behalf of the
shareholders. Corporate governance deter-
mines how rights and responsibilities are
distributed among a company’s various hod-
ies in accordanee with internal processes and
the laws and regulations in effect. Pandox isa
Swedish public limited company with its reg-
istered office in Stockholm. Corporate gover-
nance within Pandox is based on Swedish
laws, the Articles of Association, the Nasdaq
Stockholm Ruie Baok for Issuers and the
Swedish Corporate Governance Code
(“the Code”). The Code is available at
www.corporategovernanceboard.se and
describes good practices in the stock market.
Pandox complies with the Code with no
deviations.

SHAREHOLDERS AND THE SHARE

The Pandox AB (publ) class B share was listed
on Nasdaq Stockholm on 18 June 2015 in the
Large Cap segment. The Company’s share
capital amounted to SEK 418,749,968 as of
31 December 2018, distributed across
75,000,000 class A shares and 92,499,999
class B shares. Each class A share entitlesthe
holder to three votes at shareholders’ meet-
ings, while each class B share entitles the
holder to onle vote at shareholders’ meetings.

Pandox’ Articles of Association contain a
conversion clause and a pre-emption clause
for Pandox’s class A shares, All class B shares
are transferable without restriction.

At the end of 2018 the following share-
holders had direct or indirect awnership rep-
resenting 10 percent or more of the voting
rights for all shares in the Company:

Holding on 31 December 2018 % of votes
Fiendomsspar Sverige AB 281
Chnstian Sundt AB 189
Helene Sundt AR 189

At year-end the Company’s market capital-

isation, calculated for both class A and class B

shares, amounted to MSEK 24,555 (26,549).
» More information about the Pandox
share and the awnership structure is avail-
able on pages 34-30 and on Pandox’s
website pandox.se.
The 2018 AGM authorised the Board of

Directors to issue new shares amounting to a

maximum of 10 percent of the total number
of outstanding shares.

M See page 104 in the Administration
Report for a description of the standard
change of control clause.

SHAREHOLDERS' MEETING
The shareholders’ meeting is Pandox’s

highest decision-making hody. At the Pandox

AGM the shareholders exercise their right to
vote on key issues, such as adoption of the
income statements and balance sheets,
appropriation of the Company’s profits,

discharging the board members and the Chief

Executive Officer from liability, election of

board members and auditors, and on fees for

board members and auditors. The active
participation of the shareholders at share-
holders’ meetings provides the basis fora
good balance of power between the owners,
the Board and executive management.

Pandox’s Board of Directors is t¢ convene

extracrdinary shareholders’ meetings ifa
group of minority shareholders holding at
least one tenth of all shares in the Company,

Overall corporate governance structure

External auditors

Shareholders

Shareholders’ meeting

Board of Directors

Nominating
Committee

L CEO I

| Executive management team
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ar the Company’s auditor, requests such a
meeting. The Board of Directors may also
convene an extraordinary shareholders’
meeting on its own initiative, Resolutions at
shareholders’ meetings are normally passed
by a simple majority. According to the Arti-
cles of Association, notice to attend share-
holders’ meetings is to be issued through an
announcement in Post- och Inrikes Tidningar
(Sweden’s official gazetie) and published on
Pandox’s website pandox.se. An announce-
ment is also to be placed in the Swedish
national daily newspaper, Svenska Dagbladet,
to inform the public that a notice has been
issued.

Once the date and location of the share-
holders’ meeting has been established, the
details are to be published on Pandox's web-
site without delay in advance of the AGM and
no later than in connection with the third
quarter interim report. The 2019 AGM will be
held in Stockholm on 10 April 2019.

Shareholders wishing to participate in a
meeting must be listed in the register of
shareholders maintained by Euroclear Sweden
five days before the meeting, and must regis-
ter with Pandox to participate in the share-
holders’ meeting by the deadline indicated in
the notice of the meeting. Shareholders may
attend the meetings in person or by proxy
and may also be assisted by no more than two
people (the number of assistants is to be indi-
cated when registering to attend). Sharehold-
ers may normally register in a number of
ways to attend shareholders” meetings. This
is described in more detail in the notice of the
meeting. Shareholders are entitled to vote for
all of the shares they hold.

Shareholders wishing to have a matter
placed on the agenda of the shareholders’
meeting are required to submit a written
request to Pandox’s Board of Directors.
Requests are to be received by the Board of
Directors no later than seven weeks before
the shareholders’ meeting. For the 2019 AGM
requests are to be received by the Board no
later than 20 February 2019.

Annual General Meeting 2018

The last Annual General Meeting (AGM) took

place on 9 March 2018 in Stockholm, when

the following resolutions were passed:

+ Adoption of the income statement and
balance sheet, and of the consolidated
income statement and consolidated
balance sheet.

+ Appropriation of the Company’s earnings
according tothe adopted balance sheet



and a decision on a dividend to the share-
holders of SEK 4.40 per share.

+ Discharging the members of the Board
and the CEQ from liability.

« Feesforthe Board and the Company’s
auditors: SEK 750,000 to the Chairman
of the Board, SEK 550,000 to the Vice
Chairman of the Board if one has been
appointed, and SEK 400,000 to each of
the other elected members of the Board.
Fees for the Audit Committee: SEK
130,000 for the chairman of the Audit
Committee and SEK 70,000 to each of the
other members.

« Fees for the Remuneration Committee:
SEK 50,000 is to be paid to each of the
two members of the Remuneration
Committce.

+ Fees for auditors are payable according to
approved mnvoices.

= Re-election of auditors: accounting firm
PwC with Patrik Adolfson as
auditor-in-charge.

» Election of Jon Rasmus Aurdal as a new
Board member.

» Re-election of Christian Ringnes, Leiv
Askvig, Ann-Sofi Danielsson, Bengt Kjell,

Helene Sundt and Jeanette Dyhre Kvisvik.

« Re-election of Christian Ringnes as
Chairman of the Board.

< Authorisation for the Board of Directors
to issue new shares amounting to a maxi-
mum of 10 percent of the total number of
outstanding shares.

« Adoption of guidelines for remuneration
for senior executives.

» Adoeption of principles for appointing the
Nominating Committee in advance of the
2019 Annual General Meeting.

The full minutes of shareholders’ meetings

are available on Pandox’s website,

BOARD OF DIRECTORS

Pandox’s Board of Directors is responsible

for the Company’s administration and

organisational structure. This includes the
following:

« Establishing the Company’s objectives
and strategies.

*  Appointing, evaluating and, if necessary,
dismissing the CEQ.

« Ensuring that routines and systems are in
place to evaluate performance in relation
to established targets.

« Ongoing evaluation of performance and
financial position.

« Ensuring that the annual reports and
interim reports are correct, reliable and
relevant.

Board members are clected at the AGM for
the period until the conclusion of the follow-
ing AGM. According to Pandox’s Articles of

Assoclation, the Board of Directors, to the
extent it is elected by the shareholders’
meeting, is to consist of at least four and not
more than eight members with no deputies.

The Chairman of the Board of Pandox is
elected by the AGM. The Chairman is respon-
sible for ensuring that the Board’s work is
well-organised and efficient.

The Board works according to written
work procedures which are revised annually
and adopted at the statutory board meeting
every year, The work procedures regulate,
among other things, types of meetings, func-
tions and distribution of duties between the
board members and the CEQ. In conjunction
with the statutory meeting the Board also
adopts mstructions for the CEQ regarding
financial reporting.

The Board holds meetings based on a
schedule estabhshed annually, normally
aligned with Pandox’s strategy and budget
process as well as the Company's financial
calendar. Additional board meetings may be
convened to manage time-critical issues that
require board decisions, such as on acquisi-
tions, divestment and raising capital.

In addition to the board meetings, the
Chairman and the CEQO meet continually to
discuss Pandox’s governance and manage-
ment. The Board evaluates the work of the
CEOQ on an ongoing basis.

The Board of Directors has an Audit
Committee and a Remuneration Committee
to assist it in its work.

» Other assignments of Pandox’s Board
of Directors and CEO are described on pages
160162,

‘Work of the Board of Ditectors

2018 was another active year for Pandox with
a focus on the integration of prior acquisi-
tions, investments and leasing as well as new
add-on acquisitions, which demanded
considerable commitment from the Board.
In addition to the above matters, during the
year the Board worked on Pandox's strategy
and business plan, budget, developments in
the hotel market and risk analysis.

The Board held nine meetings during the
vear, one of which was the statutory meeting.
At the statutory board meeting Bengt Kjell
was elected as Vice Chairman of the Board.

The Board conducts an annual evaluation
of its work methods and routines to ensure
that the Board has the requisite expertise and
efficient processes for good decisions. The
result of the evaluation is reported to the
Nominating Committee and provides sub-
stantive information on which the Commat-
tee can hase its work.

The Board has determined that the mem-
bers have appropriate and complementary
expertise taking into account Pandox’s oper-

IMPORTANT POLICIES AND CODES ADOPTED BY PANDOX'S BOARD OF DIRECTORS

Content

F nancial Palicy

Ins.derPoacy

Lriernat and External Privacy Policy
[T and Data Secury Pol.cy

Primcipies and rules for Tnancal activty

Rules and guidelines for managing insider infermanen

Rules and mfernmation on Pandox's nrocessing of bersona! data
Primciples and rules for how IT actvities ave to be conducted

and da-a secunty ensured

Comirumncation Policy
Environmeiital Policy

Business Pa~tner Code of Conduc?
Code of E:Dnduct for Emp.ayees
Gudelines for Whistleblower Service

Principles andrules for mtema and externa. communlcaticl
Rules and guidehnes for Fandox's env.ronmental responsibilities
Paneiples and requirementsrelating to Pandox’s business parthers
naciples and requ.rements relat.ng to Pandoxs employees
Describes how emp.oyees and external stakeholdes canrenort

suspected irregulanties

Guidelines for Crsis Commnunicaha™

Descnbes how Pandox commucates nterna ty ad externa ly

1N 1518 situations

PANDOX'S BOARD OF DIRECTORS AND COMMITTEES IN 2018

Atlendance at meetngs

Independent

Fees, Boardof Audit Rernuneration ofthe Independent
Name SEK000s® Directors Commilttee Committee  Company!  of owners?
Chrns.ian Ringnes, Chairman 750 9afd Jot2 Yos Nao
Lewv Askvig 430 90fa 2ot2 Yes No
Jon Rastrus Aurdal ® 310 7of? 3of3 Yes No
Ann-Sofi Danielsson 530 7ofg 4ot Yes Yes
OlafGausla » 160 2of2? 10f1 NG Nn
Bengt Kjell, vice Chairmman L0 8aff Jol4 Yos Yeos
Jeanet e Dy e Ky'svik 400 RS Yo Yes
Helene sSund: 400 gofd Yos No
Mats Wapp g 140 lor? Yes Yo

11 Independent in relation to the Company and1he executive management team

<1 Independentin relabion to the Company's major shareholders

1 Olat GGausld and Mats Wapphng left the Board at the 2018 AGM Jon Rasmus Aurdal was elected Lo the Board at the 2018 AGM
The Board members recerved tees only for the part of the year during which thev werg on Lhe Board
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ations, and this is also the opinion of the
Nominating Committee.

In 2018 Pandox’s Nominating Committee
conducted interviews with all of the Board
members and with the CEO. The eonclusion
was that the Board is working efficiently and
that the members complement each other’s
strengths. It was determined that the election
of Bengt Kjeli as Viee Chairman of the Board
has improved internal communication within
the Board for time-critical decision-making
processes, such as in connection with acqui-
sitions.

The Nominating Committee applied rule
4.1 of the Code as a diversity policy when
preparing its proposal for the Board of Direc-
tors, with the objective for the Board tobe
composed of members of varying ages, gen-
ders and geographical origins, and to repre-
sent a range of educational and professional
backgrounds.

Three of the seven members of Pandox’s
Board are women.

The Nominating Committee has deter-
mined that the Board of Directors meets
the requirements of the Code concerning
independence.

Board duties, normal annual cycle*

Audit Committee
On 9 April 2018 Pandox appointed an Audit

Committee consisting of Ann-Sofie Danielsson

{chairman), Bengt Kjell and Jon Rasmus
Aurdal. The Audit Committee’s duties,

without affecting the Board’s general respon-

sibilities and duties, include overseeing
Pandox’s financial reporting and the effi-
cieney of Pandox’s internal control and risk
management, staying informed about the
audit of the annual accounts and consoli-
dated accounts, reviewing and monitoring
the auditor’s impartiality and independence,
and paying particular attention when the
auditor provides Pandox with services other
than audit services, as well as assisting in

drafting proposals for the election of auditors
at the AGM. The Audit Committee also exam-

ines the Annual Report and interim reports

and oversees the audit, The Audit Committee

does not perform any auditing tasks.

In 2018, in addition to examining Pandox’s

external financial reporting, the Audit Com-
mittee continued to analyse and assess
Pandox’s economic, financial and reporting
risks with a particular focus on revenue,
investments and property valuation. The
Audit Committee also dealt with matters

relating to internal control, in terms of
development, tools, structure and self-
assessment. The assessment is that Pandox’s
work on risk and control is developing effec-
tively and that the Company improved its
routines, controls and systems during the
year. The effects of the upcoming transition
to IFRS 16 were analysed and assessed jointly
by Pandox and its auditors.

In 2018 the Audit Committee held four
meetings for which minutes were kept and
reported to the Board of Directors.

Remuneration Committee

Pandox has a Remuneration Comimittee
consisting of two members: Christian Ringnes
and Leiv Askvig.

Remuneration Committee duties:

+ Preparing for board decisions on remu-
neration principles and on remuneration
and other employment terms for the
executive management team.

- Monitoring and evaluating ongoing
programmes and programmes concluded
during the year for variable remuneration
for the executive management team.

REMUNERATION

COMMITTEE AUDIT COMMITTEE

1, February 1. February 3. July

- Performance against targets, * Year-end report - Interim report
current scheme - Audit report 4.October

* Proposals to AGM 2. April « Interim report

2. October « Interim report + Risk analysis

 Guidelnes for incentive scheme

9. December

« Investments

+ Business plan
+ Budget

+ Risk analysis

8. October

- Interim report Q3

» Feedback from
auditors

» Forecast

7. September
« Forecast
+ Strategy

6. July
» Interim report Q2

*In 2018 a total of mne board meetings were held
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« Audit plan

BOARD OF DIRECTCRS

1. Febmary

« Year-end report

- Income stateinent and balance
sheet, full vear

+ Proposed appropnation of profits

+ Annual Report

« Feedback from auditors

2. March
+ Adoption of Annual Report
« Notice of Annual General Meeting

3. April

« Interim report Q1
+ Audit plan

» Review of palicies
» Forecast

4. Aptil - statutory meeting
« Board of Directors’ work procedures

« CEQ instructions
« Signatory and decision authority, and
approval matrix

5. June
« Market update



« Monitoring and evaluating the application
of remuneration guidelines for senior
exccutives, on which the AGM is legally
obliged to vote, and the applicable remu-
neration structures and compensation
levels within the Company.

+ Reviewing and preparing proposals on all
share-related incentive schemes to put
before the executive management team.

During the year the Remuneration Commit-
tee paid special attention to matters relating
1o salaries and other remuneration for the
CEO and executive management team. In
addition, an incentive scheme was prepared
for key individuals at Pandox.

In 2018 the Remuneration Committee
held two meetings for which minutes were
kept and reported to the Board of Directors.

Chief Executive Officer and other

senior executives

The Chief Executive Officer (CEQ) reports to
the Board of Directors and is responsible for
Pandox’s day-to-day administration and
operations. Actions and measures which,
taking into account the scope and nature of
the Company’s business, are of an unusual
nature or of great significance, do not fall
under the category of day-to-day administra-
tion. The CEO is required to prepare infor-
mation and report to the Board on matters
that are outside the day-to-day administra-
tion of the Company.

The allocation of duties between the board
members and the CEQ is described in the
work procedures for the Board and instruc-
tions for the CEO. The CEOQ is also
responsible for preparing reports and
compiling information in advance of board
meetings and for reporting on these
materials at the board meetings.

According to the financial reporting
instructions, the CEQ is responsible for
Pandox’s financial reporting procedures and
must therefore ensure that the Board receives
sufficient information on which to
continuously evaluate Pandox’s financial
position.

The CEQ is to keep the Board continu-
cusly informed about Pandox’s performance,
sales development, earnings and financial
position, liquidity and credit status, impor-
tant business events and about every other
event, circumstance or situation that may bhe
assumed to be of material importance for
Pandox’s shareholders.

Audit

Pandox’s auditors are appointed by the
shareholders’ meeting and are to examine the
Company’s Annual Report and accounting
records as well as the administration of the

Company by the Board and the CEO. After
each financial year, the auditor must submit
an audit report for the Parent Company and
the Group to the Annual General Meeting.
The auditors are comimssioned by and report
to the shareholders’ meeting and are not to
allow themselves to be influenced in their
work by the Board or the executive manage-
ment team,

The auditors are also responsible for
reporting on any instance where a board
member or the CEO has been guilty of neglect
or has acted in a way that may result in com-
pensation liability.

According to Pandox’s Articles of Associa-
tion, Pandox is to have two auditors and two
deputy auditors or one authorised
accounting firm as auditor. At the request of
the Audit Commtittee, in 2017 Pandox carried
out an auditor procurement process which
resulted in the Nominating Committee’s
proposal to clect the acecounting firm of PwC
as the Company's new auditor, and this was
approved at the 2017 AGM. The 2018 AGM
re~elected Pw(, with authorised public
aceountant Patrik Adolfson as auditor-in-
charge. » Pandox’s auditor is presented on
page 161.

The Board of Directors meets with Pandox’s
external auditors, without executive manage-
ment being present, at least once a year to
receive and address the auditors’ opinions.

The Audit Comrnittee also meets the audi-
tors on a regular basis to be informed about
and address their opinions on the interim
reports and the Annual Report, the results of
the auditor’s scrutiny of internal control over
financial reporting and to address other issues.

Pandox has no specific internal audit
department. The Board evaluates the need
for such a department on an annual basis.

Nominating Committee

The Nominating Committee is a body of the
shareholders’ meeting and is responsible for
submitting proposals for the election of the
Chairman and other members of the Board,
as well as on fees and other remuneration for
board assignments for each of the board
members. The Nominating Committee is also
to provide proposals for the election and
compensation of auditors in consultation
with the Audit Committee, as well as for

the Committee’s composition and how it1s
convened.

In accordance with a decision at Pandox’s
2018 AGM, the Nominating Committee, in
preparation for the 2019 AGM, is to consist of
the Chairman of the Board and members
appointed by the four largest shareholders in
terms of voting rights as of 31 July 2018,
according to the register of sharcholders kept
by Euroclear Sweden. The Chairman of the

Board of Pandox AB is also responsible for
convening the first meeting of the Nominat-
1ng Committec. If a shareholder with the
right to appoint a member of the Nominating
Committee relinquishes that right, the right
to appoint a member 1s transferred to the
largest shareholder who has not previously
had the right to appoint a member of the
Nominating Committee. Helene Sundt AB
and Christian Sundt AB are represented by
the same member of the Nominating Com-
mittee. The member appointed by the largest
shareholder in terms of voting rights is to be
appointed as chairman of the Nominating
Commuittee. The com position of the Nomi-
nating Commtittee is to be announced no later
than six months before the AGM. No fees

are payable.

On 5 September 2018 Pandox announced
that the Nominating Committee had been
appointed 1n accordance with principles
adopted by the AGM and consisted of the
following:

« Anders Ryssdal, Eiendomsspar Sverige

AB (Nominating Committee chairman)

+ Christian Ringnes, Chairman of the Board
of Pandox AB
« Jakob Igbal, Helene Sundt AB and

Christian Sundt AB jointly
- Lars-Ake Bokenberger, AMF
« Marianne Flink, Swedbank Robur Fonder

When preparing its proposal for the election
of the Board of Directors the Nominating
Comumittee applies what is stated in section
4.1 of the Swedish Corporate Governance
Code as a diversity policy and as its objectives.
Shareholders wishing to submit proposals
to the Nominating Committee may do so
by e-mail tovalberedningen@pandox.se
or by letter to Pandox AB, Valberedning,
PO Box 15, SE-101 20 Stockholm nolater
than 20 February 2019.
The Nominating Committee’s proposals
tothe 2019 AGM are:
- Proposal for election of members of the
Board of Directors
+ Proposal for election of auditor
= Principles for appointing the Nominating
Committee in advance of the 2020 Annual
General Meeting

The Nominating Committee’s proposals have
been published in the notice to attend the
2019 AGM and on Pandox’s website, The AGM
will be held on 10 April 2019 1 Stockholm.
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INTERNAL CONTROL AND FINANCIAL
REPORTING

According to the Swedish Companies Act and
the Code, Pandox’s Board of Directors is
responsible for the Company’s internal con-
trol. This report has been prepared in accar-
dance with the Annual Accounts Act and the
Code and is mainly intended to describe
internal eontrol and risk management with
respect to financial reporting.

The framework used as a basis for Pandox’s
work on and description of internal gover-
nance and control is COSQ, the Committee of
Sponsoring Organisations of the Treadway
Commission. COSO provides a structure for
internal conirel based on five components:
control environment, risk assessment, control
activities, monitoring activities, and informa-
tion and communication.

Control environment

The Board of Directors has overall responsi-
bility for ensuring good internal control and
effective risk management. Every year the
Board of Directors adopts work procedures
that define the Board’s responsibilities and
the distribution of duties among the board
members. The Board exercises its conirol by
atnually adopting policy documents, CEO
instructions, delegation rules, instructions
for financial reporting, business targets and
strategies, as well as business plans and a
budget.

Good internal control over financial
reporting is based on the control environ-
ment. In 2018 Pandox continued its work on
defining, documenting and implementing an
organisational structure, decision paths,
responsibility and powers. These efforts have
strengthened Pandox's corporate culture and
control environment,

During the year Pandox bolstered the
Company’s expertise by recruiting a
specialist in finance and taxation.

Pandox's model for internal control
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Risk assessment

The Group’s aperations are exposed toa
variety of risks. In 2018 Pandox implemented
several large acquisitions which have
expanded the Group’s area of operations
geographically and resulted 1n new business
relationships. In view of these changes,
during the year the Group supplemented the
risk assessment carried out in 2017.

- See the section on Risk on pages 94-99
and the Sustainability Report, on page 54.

Risk assessment with respect to financial
reporting involves identifying the procedures
and income statement and balance sheet
items in which there is a risk that errors,
incomplete information or irregularities may
arise if there is insufficient control built into
the routines. Risk assessment includes ana-
lysing whether any errors could occur and if
50, how they may oceur and in which part of
the process. Pandox’s risk assessment has
identified items where the risk of significant
errors is the highest. These are items involv-
ing substantial transactions or where the pro-
cesses are highly complex and require strong
internal control.

An assessment of the risk of errors in
financial reporting is performed annually for
each line in the income statement, statement
of financial position and cash flow statement.
For items that are significant and/or
associated with an elevated risk of errors,
special procedures are employed to minimise
the risks. The three main areas of risk are;
= Propertyvaluation
« Investment and renovation programmes
« Finaneing activities

Pandox has a well-established operational
risk model called the Pandox Method. Tt is
used to evaluate and document identified
risks associated with the hotel properties.
The method allows Pandox to increase cash
flow and limit the risk associated with each of
the hotels.

Result

The four phases of the Pandox Method:
- Market analysis

= Marketing strategy

+  Profitabilivy optimisation

« Agreement optimisation

There is an individual business plan for each
hotel property. Twice a year a review of all of
the hotels and properties is performed and
the business plan is updated based on the
Pandox Method. Recurring business risk
areas are: hotel occupancy, property manage-
ment, contract issues and asset management.
The most significant risks are documented in
a “Hot Pile” and are followed up at monthly
executive management meetings. Topics dis-
cussed at the meetings include any impact
from macroeconomic forces, the hotel
market cycle, geographic exposure and
operator /brand exposure, hotel demand,
supply of new capacity, competitors etc.

Pandox performs internal valuations of its
property portfolio every quarter. In addition,
avaluation is made of all properties every
year by external professional property
appraisers who are independent of Pandox.
Their assumptions and valuations form an
important element in the internal valuation
process. The valuation model consists of an
accepted and proven cash flow model, where
the future cash flows the hotel properties are
expected to generate are disconnted. The
valuation is based on the business plan for
the hotel concerned, which is updated at least
twice a year and takes into consideration fac-
tors such as developments in the underlying
operator activities, market developments, the
contract situation, operating and mainte-
nance issues and investments aimed at
maximising the hotel property’s cash flow
and return over the long term.

In its role as an active hotel property
owner, Pandox, in cooperation with its lease
partners, makes every effort to identify joint
investment and renovation programmes to
ensure that the hotels are competitive and
play a part in increasing cash flow. Pandox
takes along-term perspective and hasa
structured process for managing, implement-
ing and following up on investments. Pandox
normally works according to three- to five-
yearhaintenance plans and implements
specific projects for cash flow-driving invest-
ments. For investments exceeding MSEK 10,
amemaorandum is submitted to the Board
for approval. An investment budget is estab-
lished every year in connection with the
preparation of the budget and business plan,
which is adopted by the Board of Directors
and adjusted on a quarterly basis. The out-
come of the investments is monitored in rela-
tion to the hudget and reported to the Board.



Interest expense is Pandox’s largest
expense item. Interest expense is affected
by market interest rates and by credit
institution margins, as well as by Pandox’s
strategy with respect to fixed interest rates.
With a greater proportion of loans in for-
cign eurrency, interest expense is also
affected by fluctuation in exchange rates.

The majority of Pandox’s credit facilities
have a variable rate of interest. In order to
manage interest rate risk and increase the
predictability of Pandox’s earnings, interest
rate derivatives are used; these are mainty
interest swaps. Variable interest rates are
partially swapped through interest rate
swaps, giving Pandox fixed interest rates.
Pandox’s Board establishes the risk mandate,
The risk mandate is reflected in Pandox’s
Financial Policy and ensures that the Com-
pany has access to long-term financing, The
Financial Policy is updated annually by the
Board of Directors. Pandox works closely with
its lenders and external experts to ensure that
the Company plans well in advance with
respect to its financing requirements.

In connection with Pandox’s annual
strategy and budgetary work the executive
management team presents a chart of the
Group’s top risks to the Board of Directors.

Control activities

To avoid errors, a number of control activi-
ties have been introduced to ensure that con-
trol objectives are achieved, During the year
Pandox updated its assessment of risk in the
Group. Pandox’s most important financial
processes, such as closing the accounts, con-
solidation, monitoring results and reporting,
have been documented 1n a Finaneial Hand-
book. The process of producing the Financial
Handbook also involved identifying and
documenting control activities linked to
financial processes. The control measures
involve guaranteeing the quality of financial
reporting. Measures have been implemented
at a general level in the analysis of results and
key ratios, as well as at a detailed level by

tncorporating a number of items to check
in the day-to-day processes and routine
descriptions. Each month at financial meet-
ings the Company’s performance is examined
in relation to the budget, forecast and the
outcome the previous year. The cxecutive
management team also holds monthly meet-
ngs. The Board and Audit Committee review
financial reporting procedures quarterly.
The CFO and the Business Intelligence
and Group Control departments are all
responsible for creating the environment
required to achieve transparent and accurate
financial reporting. Pandox’s executive man-
agement and the Board also fill an important
control function with respect to the external
financial reporting process.

Monitoring activities

Pandox monitors performance in relation to
both operational and financial goals on a
monthly basis. The performance follow-up
meeting 1s attended by the CEO, CFO, Busi-
ness Intelligence, Group Controliers and
Business Area Managers. Material diffe-
rences are investigated immediately by the
CFO and significant cases are reported to
the Board. At least every quarter the Board
follows up on any high risks identifted. The
Audit Committee always examines the exter-
nal reports before they are published for the
stock market.

These follow-up processes are the basis
for guaranteeing the quality of Pandox’s
financial reporting,.

The CFO reports annually to the Board
on an evaluation of internal control over
financial reporting,

In addition to this, Pandox’s external
auditors examine the Company’s internal
control over financial reporting and annual
reporting, and perform a review of the third
quarter interim report. Any shorteomings
and/or errors identified by the auditors are
reported to Pandox’s executive management
or, in the case of more serious issues, directly
tothe Board.

Information and communication

One prerequisite for good internal control is
that its various components and intentions are
known throughout the organisation. In other
words, cleat and well-structured communica-
tion on internal control is very important.

To ensure that there is an efficient exchange
of knowledge and experience among the
financial departments, financial meetings are
convened on a regular basis at which relevant
issues are addressed. Governing guidelines,
policies and instructions are available on the
Group’s intranet. Access to the internal infor-
mation documents on the intranet is regulated
by rules of authorisation. The documents are
updated on a regular basis as needed. Changes
are communicated separately via e-mail and at
meetings attended by controllers and financial
managers. Access to financial data for the
Group is also contrelled at the central level
based on authorisation rules,

The person responsible for Investor
Relations is responsible for all external infor-
mation and communication, including the
external website.

Need for an internal audit department
Pandox has a very dedicated and committed
executive management team whose members
are directly involved in many issues at
various levels within the Group. Pandox alsa
has a strong central control department con-
sisting of controllers with previous experi-
ence as auditors who work with the Business
Intetligence department o analyse and mon-
itor financial and operational development
within all of the Group’s business segiments.
The employees in the financial department
have many vears of experience in this area
and significant experience of Pandox’s busi-
ness. Taking all of this into consideration,
Pandox’s Board has determined that at this
timme there is no need for a separate internal
audit department.

Auditors’ opinion on the corporate governance statement

To the Annual General Meeting of Pandox AB (publ), corporate registration number 556030-7885

The Board of Directors is responsible for
the corporate governance statement for the
year 2018 on pages 154—159 and for ensur-
ing that it has been prepared in accordance
with the Annual Accounts Act.

Qur review was performed in compli-
ance with statement RevU 16 The auditor’s
examination of the corporate governance
statement issued hy FAR (the professional
institute for Swedish authorised public
accountants). This means that our statu-

tory examination of the corporate gover-
nance statement has a different focus and
is substantially narrower in scope than an
audit conducted in accordance with Inter-
national Standards on Auditing and gener-
ally accepted auditing standards in Sweden.
A corporate governance statement has
been prepared. Information in accordance
with chapter 6 section 6 second paragraph
items 2—6 and chapter 7 section 31 second
paragraph of the Annual Accounts Act is con-

sistent with the annual accounts, the consoli-
dated accounts and the Annual Accounts Act.

Stockholm, 7 March 2019
PricewaterhouseCoopers AB

Patrik Adolfson

Authorised Public
Accountant
Auditor-in-charge

Helena Ehrenborg

Authorised Public
Accountunt
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Leiv Askvig

Rarm ¢

airmuiof acceral conpaivs m e groupd.
Chairtin of the Board =on Kapital A5, Clivistian Sundt As, Helene Sundt AR and
Civita AS.
Board member Alfarveg, AS. Skibs S Tidor, Toluma AS, Liendeamsspar AS and
Vietoria Flendon AS,
Shireeholding: 0
Independent in relation to the Company and the executive managenent team: Yes
Independent inrelation to principal shareholders: No

Emlorasspar A
ftions in géy

Jeanette Tiyhre Kyriswilk

Barn 1972,

Board meml

Law degree {honours) from the Utiversity of Bergen ( Notwas),

Board member Villodd A% and Tididn Solutions A8,

Sharchalding: o

Independent in relation to the Company i the exceutive manggement team: Yes
Independent in relation to principal sharchelders: Yes
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‘Ann-Sofi Dénie_lséo

BBorm 1959,
Bourd member since 20135 und ehairman of the Audit Committee,
MSc Business Administration and Economics, ppsala University.
Chief Financtal Otficer Bonava AB.
akranan Al

olding: 1006 class B sha
Independent in relation to the Company and the executive management team: Yes
Independent in relation to pringipal shareholders

Helene Sundt

Born 197y.

Board membersinee #00

Law studies.

Chainuan of the Board and awner of Helene Sundt AS. Owner of Helene Sundt AB.
Bouard member Sundt AS. CGS Holding AS and Sundt Air Holding AS.

Bourd member Sigval Bergesen d.y. & Hustru Nankis Almennyttige Stiftelse.
Helene Sundt owns (00 percent of the shares in Helene Sundt AS, which owns
100 percent of the shares in Helene Sundt A5, which owns 18,657,138 clogs A shares and
4,042,187 eluss B shares in Pandox.

Independent in relation to the Compauy and the exeeutive management tan: Yes
Hidependent in celation to principal sharcholde

i

Auditor
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Senior executives

Anders Nissen

Liia Nou

Born 165,

Senior Executive Vice President and CFO gince 2007,

MSe Business and Economies from Stockholm Schosel of Eeanomi
Sharchotding: oet class B shaves

Karmen Berghoics

Borngro

Senior Vice President, General Counsel since 2016,
Law degree from Stockholm University,
Shareholding: o
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Martin Cfeydt

1 1 11 TS

o 0 0

Born 1069, : S VE :

* Senlor Vice President, Divector of Propefty Managemént Nordics sinde 260,
Diegree in Business Administration from the Narwegian Scheol of Economics
Shareholding: o ! S A P

i PR TR S I A TR

st
3

55

Bachelor’s degree in Business Administration {hospitality foeus),
Hotetschool Thie Fague. oo

I G 0 O
U e
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Multiyear summary

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCGME

MSEK 2018 2017 2016 2015 2014 2013 2012
Revenue Property Managetnent
Rentalincome 2,809 2,121 1717 1431 1418 1,523 1,540
Other property revenue 162 81 70 112 60 &7 55
Revernue Operator Achiviliey 2,153 2,067 2,158 2046 1,598 1,308 1,179
Net sales . “ 5,124 4,269 3.945 3,58_9 3,076 2,89_8_ 2,774
Costs Property Management 454 371 -282 -263 ~292 313 -293
Costs Operator Activ.ties -1,776 —1,743 -1,866 -1767 -1387 -1.200 -1,078
G}'O_SS__p_ro_ﬁt . 2,894 2,206 1,787 1,559 1,397 1,385 1,403
Central adrministration -148 -124 -117 -94 -82 -64 =57
Net inanciahiterns 803 519 156 /158 -536 608 586
Profit before changes in value 1,943 1,563 1214 1,027 779 713 760
Changesmvalue
Propernes 1,495 1,914 1460 1399_ 1,197 375 263
De-atrves, unrealised 25 173 -39 203 622 321 212
Profit hefore tax 3,463 3,650 2,635 2,629 1,354 1,409 811
Current tax -218 =73 -72 -35 -16 -197 -9
Deferred tax 24 =429 -349 —483 -85 =264 -305
Profit for the year 2,823 3,148 2214 2,131 1,253 948 497
Other comnprehensive income for the year 465 -185 359 -291 -3 -32 -82
Comprehensive income for the year 3,288 2,963 2573 1.840 1,250 916 415
CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
MSEK 2018 2017 2016 2015 2014 2013 2012
Assets
Properties ncluding equiprment 52,849 48,217 Sb578 28463 25701 26,161 25,359
Othernon-current assets 43 37 23 25 26 45 10
Defe‘ﬁ’ed_ tax assets 465 613 74? 800 924 733 801
Current assets 885 1871 563 1162 315 303 262
Cash and cash equvalents 674 399 517 170 221 589 939
Total assets 55016 51,737 38429 31,620 27,287 27871 27,371
Equity and habihties
Equity 21,538 18,027 15,258 12,215 10,402 10,429 9,385
Deferred tax habilities 3430 3026 2.582 2,281 1,993 1,708 1,457
Inzerest-beanngliabilities 27,817 26.é98 18841 15,546 12,807 14,575 15,020
Non-nterest-bearing liabilitieg 2131 3,386 1,748 1578 1,985 1,159 1,489
T‘?ta,l,e‘l“}@}?‘? habllitl@s 55,016 51,737 38.42}) 31,620 27,287 27871 2'17',3731
KEY RATIOS
2018 2017 2016 2015 2014 2013 2012
Ne® aperating income Property Management, MSEK 2517 1.882 1,485 1280 1,186 1,277 1302
Ne operating income Operator Activizes, MSEK 540 494 439 416 320 210 189
EBITDA, MSEK 2,909 2,252 1817 160§ 1,425 1424 1,435
Famings persha-e, SFK 1683 iQ 89 1465 1421 83h 631 332
Cash camlrngs,rMSVEVK . 1,890 1,660 1,289 1,130 873 620 840
Cash earmings per share, SEk, T1128 1046 849 7 b}\ 582 410 560
RevPAR (operating propertias) for comparabile units and
comparable exchange rates 859 806 657 684 644 — -
21 Dec 31 Dec 31Dec 31 Dec 31 Dec 31 Dec 31Dec
2018 2017 2016 2015 2014 2013 2012
Net interest-beanng debt, MSEK 77421 25474 18,324 15376 12,587 13,986 14,081
Bquity/assets ratio, % 391 368 397 86 381 174 43
Loan-to-value ratio, proper:ies, % 497 508 479 485 487 555 564
Interest coverage ratio, times I8 44 44 36 26 23 24
Marker valtze properties, MSFK 55,197 50,121 38,233 31457 26,504 26,282 75291
EPRA NAV per siare, SEK ) 164 04 14454 126 24 10771 9211 8260 7480
WAULI (investmen| propertes), years 157 146 1349 112 g0 —
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Quarterly data

CONDENSED CONSQLIDATED STATEMENT OF COMPREHENSIVE INCOME

MSEK 042018 Q32018 022018 Q12018 Q42017 Q32017 022017 Q12017
Revenue Pranerty Managemen
Rentalinconie 704 766 739 600 549 569 547 456
Ozher property revenue 45 44 52 21 22 20 21 18
Revenue Operator Activit es 626 531 565 A% s AB3 BES _ 521
Net sales 1,375 1,341 1,356 1052 1,089 1,052 1123 995
Casls Properly Management -122 112 -127 -95 82 I2<] -85 -78
Costs Operator ACUIvIles -507 -429 —436 404 429 -373 462 478
Gross profit 746 800 793 555 589 601 578 438
Central admunestration 43 34 57 4 37 30 30 28
Nelnanaalitems - ~214 -205 -198 —186 I -142 181 -180
Profit before changes in value 489 561 558 335 426 439 417 280
Changesinvalue
Propertes, unreal.sed 607 376 297 148 490 194 634 308
Promeries, realised 27 13 13 14 289 — — —
Denvatives, unrealised -147 115 =24 83 7 18 71 77
Profit befare tax 976 1,063 844 580 1212 651 1,122 665
Curent tax =55 64 60 37 11 -16 -38 40
Deferred tax -146 166 =21 -91 =4 -84 197 -108
Profit for the period 775 833 763 452 1,183 551 887 527
Other comprehensive imcame =177 -220 134 728 156 1 B2 91
Comprehensive income for the period 588 613 897 1,180 986 550 805 621
CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
31 Dec 30 Sep 30 Jun 31 Mar 31 Dec 30 Sep 30 Tun 31 Mar
MSEK 2018 2018 2018 2018 2017 2017 2017 2017
ASSETS
Propertes tclud.ng equiptitent 52944 50,855 50,789 49,944 48,217 449,202 48216 47,098
Otner non-curent assets 43 91 36 - 59 37 51 54 41
Neferred tax assels 465 570 661 459 13 665 55 772
Current asscts 885 1,105 2542 2,267 1.871 772 703 582
Cash and cash equiva.ents 674 923 678 708 999 484 344 625
Total assets 55,016 55494 54506 53,442 51737 41174 40002 39,068
EQUITY AND LIABILITIES
Equ.ty 21538 20,950 20347 20200 19,027 16586 16,036 15,231
Deferred tax hatnlines 5450 5416 3247 3,153 5006 24911 2924 2,704
In crest-hearinghab lines 27,817 27,461 27451 26,792 26,298 20,034 19,358 18.709
Non-interest-beanng habil.ties 2,131 1767 3571 3291 3386 3643 1683 0 2473
Total equity and liabihties 55,016 53,404 54,606 53,442 7 51,737 41,174 40,002 39,068
KEY RATIOS
Q42018 Q32018 Q22018 Q12018 Q42017 Q32017 Q22017 Q12017
Net operat.ng .ncome Property Managemnien, MSEK 62/ 6498 661 528 430 511 185 306
Neloperatngincotne Opera or Activilles, MSEK 165 142 167 66 144 129 138 82
EBITDA, MSEK 749 806 754 560 697 610 594 450
Farmngs per share, SEK 463 498 453 269 747 247 561 331
Cash earnings, MSEK 480 537 536 336 482 462 425 790
{ ash earmings per share, SF'K 288 320 318 200 306 291 267 181
RevPAR growth {Operaror Agtiviies) tor comparab_e
units and comparable exchange rates, % 12 6 4 4 11 12 17 £
31 Dec 305ep 307un 31 Mar 31 Dec 305ep 30 Tun 31 Mar
2018 2018 2018 2018 2017 2017 2017 2017
Netinterest-beang dent, MSEK 27471 76,590 26,044 26,151 204704 19,550 19,016 18084
Tquity/assels reno, % 391 592 B35 578 368 03 01 390
Lodn-1o value rat o, praner Jes, % 49 /7 4949 K06 02 HU 8 477 hed 468
Interest coverage ratie, t mes 38 41 42 31 45 49 46 36
Marke: va ue properiies, MSEK 55,187 53,281 53,064 52,120 50,121 40,951 39.8t8 58,630
LPRA NAV per share, SEK 164 04 1844 15497 151381 114549 13647 15295 12567
WAHILL (s vos ment TroDert es), years 157 153 153 156 156 128 139 136
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Financial definitions

Average interest on debt, %
Average interest expense based on interest rate maturity in respective currencies
as a percentage of interest-bearing liabilities

Cash earnings, MSEK
EBITDA plus financial income less financial expense less current tax

EBITDA, MSEK,
Total gross profit less central administration (excluding depreciation)

Equity/assets ratio, %
Recognised equity as a percentage of total assets.

Gross profit, Property Management, MSEK
Revenue less directly related costs for Property Management

Gross profit, Operator Activities, MSEK
Revenue less direetly related costs for Operator Activities including depreciation
of Operator Activities.

Growth adjusted for currency effects and comparable units
Growth measure that excludes effects of acquisitions, sales and reclassifications,
as well as exchange rate changes.

Growth in EPRA NAV (net asset value growth), annual rate, %
Accumulated percentage change in EPRA NAV, with dividends added back and
1ssue proceeds deducted, for the immediately preceding 12-month period.

Interest coverage ratio
Profit before changes in value plus interest expense and depreciation, divided by
interest expense.

Investments, excl acquisitions, MSEK
Investments in non-current assets excluding acquisitions.

Net interest-bearing debt, MSEK

Interest-bearing liabilities, 1ncluding arrangement costs for loans, less cash and
cash equivalents and short-term investments that are equivalent to cash and cash
equivalents.

Net loan-to-value ratio, %

Interest-bearing liabilities, including arrangement costs for loans, less cash and
cash equivalents as a percentage of the properties’ market value at the end of the
period

Net operahing income, Property Management, MSEK
Net operating income corresponds to gross profit for Property Management.

Net operating income, Operator Activities, MSEK
Gross profit for Operator Activities plus depreciatien included in costs for
Operator Activities,

Net operating margin, Operater Acttities, %
Net operating incone for Operator Activities in relation to total revenue from
Operator Activities.

Return on equity, %

Profit or loss for the period attributable to the Parent Company’s shareholders,
after tax, rolling 12 months, as a percentage of average equity attributable to the
Parent Company's sharehalders for the same period of time. The average equity is
calculated as the sum of opening and closing balances divided by two

Rounding off
Since amounts have been rounded off to MSEX, the tables do not always add up.
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PER SHARE

Cash earnings per share, SEK

EBITDA plus finaneial income less financial expense less current tax, after
non-controlling interest, divided by the weighted average number of shares
outstanding.

Comprehensive incomne per share, SEK

Comprehensive income for the period attributable to the Parent Company’s
shareholders divided by the weighted average number of outstanding shares after
dilution at the end of the period.

Dividend per share, SEK
Proposed/approved dividend for the year divided by the weighted average
number of outstanding shares after dilution at the end of the period

Earnings per share, SEK
Profit for the peried attributahle to the Parent Company’s shareholders divided by
the weighted average number of shares outstanding.

Equity per share, SEK
Equity attributable to the Parent Company’s shareholders, divided by the number
of shares outstanding at the end of the period.

Net asset value (EPRA NAV) per share, SEK

Recogmsed equity attributable to the Parent Company’s shareholders, including
reversal of derivatives, deferred tax assets for denvatives, deferred tax liabilities
related to properties and revaluation of operating properties, divided by the total
number of shares outstanding after dilution at the end of the period.

Weighted average nurmber of shares before dilution, thousands
The weighted average number of outstanding shares taking into account changes
in the number of shares outstanding, before dilution, duting the period

Weighted average number of shares after ditution, thousands
The weighted average number of cutstanding shares taking into account changes
in the number of shares outstanding, after dilution, during the period.



Other definitions and terms

PROPERTY INFORMATION
Market value properties, MSEK
Market value of investiment properties plus market value of operating properties,

Number of hotels
Number of owned hotel properties at the end of the period.

Number of rooms
Number of reoms 1n owned hotel properties at the end of the period

RevPAR for operating properties {comparable units at constant
exchange rates}, SEX
Revenuce per available roomny, i e total revenue from sold rooms divided by the
number of available rooms Comparable units are defined as hotel properties that
have been owned and operated during the entire current peried and comparative
period.

Constant exchange rate is defined as the exchange rate for the cwrrent period,
and the comparison period is recalculated based on that rate

WAULT {(nvestment propetties)
Weighted average lease term remaining to expiry, across the property portfolio,
weighted by contracted rental income,

BREEAM (BRE Fnvironmental Assessment Method)

Avoluntary environmental certification system developed in the UK by BRE 1n
the early 1990s. It is the most widespread system of environmental certification in
Europe and has been used 111 more than 500,000 buildings around the world

COMPRESSION NIGHT

The term compression night 1s used to describe particularly profitable guest
nights 1n the hotel market, which occur when the occupancy rate in a certain hotel
market is 9o percent or higher,

GRI (Global Reporting Initiative)

GRI 15 a not-for-profit orgamsation working for sustamnability from the environ-
mental, economic and social perspectives. It focuses on providing a framework
for companies’ sustainability reporting and the aim of its work is a globally
sustainable econory

LATA (International Air Transport Association)
1ATA manages rules and the like within commercial passenger aviation, mainly
within standardisation of tickets and allocation of airport codes and airline codes,

OTA - ONLINE TRAVEL AGENCY
Online companies whose websites permit consumers te book various travel-
related services durectly over the internet.

UNWTO - UNITED NATIONS WORLD TOURISM
ORGANIZATION

Multilateral institution promaoting tourism with headquarters 1n Madrid, The
organisation was formed at the initiative of the United Nations,

WTTC ~WORLD TRAVEL & TOURISM COUNCIL

A global association that gathers large actors in travel and tourism, The WTTC
works toncrease awareness about travel and tourism which together account for
more than 10 percent of global GD'P and employs close to 300 million people
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