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February 22, 2007

ANNOUNCEMENT NO: 7

GN Store Nord Annual Report 2006: discontinuing operations
— correction

On page 19 in the Annual Report 2006 for GN Store Nord the organic growth for
the hearing instrument activities are stated to have been 2% in Q4 2006 and 6%
for the full year 20086.

This is incorrect. The correct organic growth rates are 6% in Q4 2006 and 2% for
the full year 2006.

For further information, please contact:

Jens Bille Bergholdt Jens Due Olsen

VP Investor Relations Executive Vice President & CFO

GN Store Nord A/S GN Store Nord A/S

Tel,: +45 457502 70 Tel.: +4545 75 00 00

GN Store Nord A/S Lautrupbjerg 7 Tel.: +4545 750000 www.gn.com Co. Reg. No. 24257843
P.O. Box 99 Fax: +4545 750009 info@gn.com

DK-2750 Ballerup
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ANNOUNCEMENT NO: 6

GN Annual Report 2006

The Executive Management and the Supervisory Board have today discussed and
approved the annual report of GN Store Nord A/S for the financial year 2006. The annual
report has been prepared in accordance with International Financial Reporting Standards
as adopted by the EU and additional Danish disclosure requirements for annual reports of
listed companies.

Fourth quarter 2006 highlights

+ Revenue and EBITA excl. non-recurring costs were in line with the guidance
provided in the announcement of October 2, 2006.

¢ Revenue was DKK 840 million, down from DKK 946 million in Q4 2005.

* Excl. of non-recurring costs EBITA was DKK 20 million against DKK 104
million in Q4 2005.

« EBITA was impacted by non-recurring costs totalling DKK 35 million, primarity
due to the gradual implementation of the new plan. Inclusive of non-recurring
costs EBITA was DKK (15) million.

¢ EBT was DKK (45) million compared to DKK 113 million in Q4 2005.

e Cash flows from operations was DKK 239 million in Q4 2006 against DKK (12)
milliont in Q4 2005

QOutlook for 2007

In 2007, GN will report separately on continuing and discontinuing operations. For the
continuing operations, the results will be divided into CC&0 Headsets (Contact Center
and Office), Mobile Headsets (Premier and Mainstream) and Other Operations.

Expectations are expressed in approximate numbers and should be interpreted with
greater uncertainty than normally due to the substantial changes being made and the
volatility of GN’'s markets.

GN Store Nord A/S Lautrupbjerg 7 Tal.; +45 457500 00 www.gn.cem ' Co. Reg. No, 24257843
P.O.Box 99 Fax: +45 45 75 00 09 © info@gn.cem
DK-2750 Ballerup
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The projections for GN's continuing operations are a revenue growth of about 10% to
approximately DKK 3.7 billion and EBITA excluding non-recurring items of DKK 150-175
million assuming a US dollar-Danish krone exchange rate of 5.75. This represents an
improvement of DKK 80-105 million compared to the 2006 EBITA excluding non-recurring
items of DKK 70 million.

In addition to the above, restructuring costs will be in the range of DKK £0-100 million, of
which the cash flow effect is expected to be DKK 50 million at most.

Accordingly, EBITA including restructuring costs is expected to be DKK 50-125 million.

The CC&O Headsets business excluding Hello Direct expects organic growth to remain
high at about 10% and to generate revenue of approximately DKK 1.3-1.4 billion and an
EBITA of approx. DKK 250 million. European growth is expected to exceed North
American growth. Hello Direct is expected to generate revenue of DKK 250-300 million.
The Mobile Headsets business is expected to increase revenue by about 15% organically
to around DKK 2.0-2.1 billion. EBITA is expected to be a loss of approximately DKK 50-75
million. Group functions are expected to impact EBITA with approximately DKK (30)
million.

Please refer to the Annual Report for a full description of the Outlook for 2007.

GN Store Nord A/S Lautrupbjerg 7 Tel.: +45 45 75 00 00 WWW.gn.com Co. Reg. No. 24257843
PO.Box 99 Fax: +4545 7500 0% info@gn.com
DK-2750 Ballerup
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Financial Hightights for 2005, 2006 and Outiook for 2007
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(DKK millions) Outlook for 2007 2006 2005
DKKAUSD. 5.75

Continuing operations:

Revenue

Contact Center & Office Headsets approx. 1,550-1,700 1,587 1,549

Mobile Headsets approx. 2,000-2.100 1,809 1,960

Other 17 24

GN total* approx. 3,700 3,413 3,533

EBITA excluding non-recurring items

Contact Center & Office Headsets 250 234 313

Mobile Headsets {50-75) {125) 61

Other {30) (39) {52)

GN total* 150-175 70 322

EBITA including non-recurring items

Contact Center & Office Headsets approx. 250 103 313

Mobile Headsets (50-75) (184) 61

Non-recurring items (50-100)

Other approx. (30) {39) {52)

GN total* 50-125 {120) 322

Amortization, net finance etc.

GN total approx. (10) {34) 21

EBT including non-recurring items

GN total* (40-115) (154) 343

Cash flow from operating activities

GN total* no guidance 231 137

Discontinuing activities:

Revenue from discontinuing activities

2008, total of 6 months 150-200 403 572

Cash flow from operating activities

Total discontinuing operations no guidance 260 688

* Including "other”

GN’s new strategy

GN intends to retain and strengthen the position built up by the headset business over the
last few years. Already in the Q3 Interim Report a few of the elements for refocusing GN
towards profitable growth were presented, but the overall strategy plan that will be
implemented in three overlapping stages is now be presented in its entirety:

GN Store Nord A/S Lautrupbjerg 7 Tel.: +4545 7500 00 WWW.gn.com Co. Reg. No. 24257843
P.O. Box 99 Fax: +4545 750009 info@gn.com

DK-2750 Ballerup



Reengineer — End-2006-mid-2008: Reengineer the business into a single scalable
business model, align costs and sharpen processes to match best practices in the
consumer electronics industry. This part of the plan will generally be implemented during
2007, although parts of it will not take effect until in 2008.

Accelerate — Mid-2007-mid-2010: When the business model has become more scalable,
GN intends to accelerate growth rates in the headset business with frequent launches of
products featuring innovative design and technology that meet customer demands, and
grow the business with existing and new customers without similar growth in cost levels,
capital expenditure and working capital.

Extend - Mid-2008-mid-2010: Expand into new, related activities. Extend the use of
existing sales channels.
Proposed Resolutions for the Annual General Meeting (Summary):
1. appropriation of profit/loss for the year, including that no ordinary dividend be paid
2. election of members to the Board of Directors
3. authorization to issue share options and shares to employees
4

. that electronic communication is introduced

For further information please contact:

Toon Bouten Jens Due Olsen

President & CEO Executive Vice President & CFO

GN Store Nord A/S GN Store Nord A/S

Tel.; +45 45 75 00 00 Tel.: +45 45 75 00 00

GN Store Nord A/S Lautrupbjerg 7 Tel: +4545 750000 www.gn.com Co. Reg. No. 24257843
P.O. Box 99 Fax: +45 45 75 00 09 info@gn.com

DK-2750 Ballerup
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Continuing Activities

GN is the world's leading headset manufacturer. The
company markets corded and wireless headsets under the
Jabra brand for office and contact centre professionals
and for users of cell phones and portable music players.
GN also develops headsets and accessories for telephony
and music for OEM partners. GN's products are sold in
over 70 couniries worldwide. GN is listed on the Copen-
hagen Stock Exchange. For more information, please visit
www.gn.com and www jabra.com,

Cover phata: The T5300 series — wireless headsets for or fixed line telephony

Discontinuing Activities

In 2006, GN agreed 1o sell its hearing instruments and
audiologic diagnostics equipment operations to Phonak
AG. For the purposes of this Annual Report, the Manage-
ment's Report for the discontinuing activities is provided
separately from the report on the continuing headset
operations. As a result, the first part of the Management’s
Report in this Annual Report for 2006 covers the develop-
ments of GN's continuing operations in the headsets busi-
ness, including the Great Northarn Telegraph Company
and group functions in GN Store Nord ASS.

The Bluetooth ward mark and logos are owned by Bluetooth SIG, Inc. and any use of such marks by GN Netcom is under license.



The year at a glance

GN Store Nord achieved many of the goals set for 2006. GN became
a dedicated headset company and played a part in creating the
world's largest hearing instrument manufacturer through the agree-
ment to divest GN ReSound to Phonak for DKK 15,5 billion. In Den-
mark, GN relocated to the new corporate headquarters, which will
house both GN's continuing and discantinuing operations,

GN retained the pasition as the world's leading headset manufac-
turey, continued to generate increasing headset sales to offices and
retained the position as the world's largest provider of wireless head-
sets for mobile phones and similar products. A number of innovative
products were developed and launched for telephony and music.

However, the year was also impacted by losses related to discontinu-
ing Helto Direct’s unsuccessful try'n’buy campaigns, by challenges
involving two key mobile products for the US market, and by a
general shift towards mainstream products on the market for mobite
headsets. Consequently, the headsets business reported unsatisfac-
tory financial results. :

In connection with the agreernent to divest the hearing instrument
operations in October, Due to the change in GN'S corporate struc-
ture, CEQ Jarn Kildegaard decided to leave GN and also head of the
hearing instrurment activities, lesper Mailind, left the Executive Man-
agement. As of October 2006, Toon Bouten took over as President
and CEQ of GN. Among other things, Mr. Bouten was appointed
on the basis of his special knowledge and skills relating to consurner
electronics and corporate turnarounds. Since taking up the position,
he has worked on and 1aken the initial steps in implementing the
new strategic plan for reversing the performance of GN's headset op-
erations. The new strategy is released with this Annual Report.

The markets for mobile phone and office headsets both offer at-
tractive opportunities, driven by the growing sales and expanding
functionalities of mobile phones, PDAs and other device, as well as
an increasing demand for converging technologies in all devices. In
addition, growth in sales of portable music players and the growing
use of IP tefephony increases the demand for wireless stereo headsets
that can be used with music players, PCs as well as telephones.

The strong market growth has attracted new players and made all
headset markets more competitive, especially the mainstream seg-
ment for mobile headsets. This market devefopment increases the
demand for ever more frequent product launches and the need for
an organization with the flexibility to adapt to dynamic market condi-
tions.

Undler the new strategy plan, GN will reorganize the business within
the near future in order to enhance productivity and improve the
ability to adapt to fluctuating market conditions. Subsequently, GN
will again focus on profitable growth in exisiing product categories
and distribution channels.

The initial phase of the plan has been to divide the headset business
into four business areas. This ensures ownership of the business

madels in order to compete in each of the four areas. The four busi-
ness areas are contact centers, offices, the premium mobile headsat
segment and the mainstream segment, which includes Jabra branded
entry level mabile headsets and OEM products.

GN will focus on the strong labra brand, which is well-positioned in
the mobile headsets segment and in the future all new products for
the contact center, office and mobile markets will be launched under
the Jabra brand.

When the Xiamen factary is handed over to Phonak, GN intends to
outsource all production and parts of the Jogistics to ane major busi-
ness partner and a number of minor business partners. This will pro-
vide the necessary skilis and improved quality throughout the vaive
chain, greater flexibility in relation to the fluctuating demand, while
also reducing costs and working capitil.

The initial steps to implement the plar have been taken with a
number of organizational changes, negotiations with retevant busi-
ness partners and necessary changes made 1o in-house business pro-
cedures, among other things,

Within GN's heanng instrument activities, GN Jaunched 11 hearing
instruments in all price categories, the largest number in any single
year. Based on an assessment of the future opportunities for growth,
GN’s Supervisory Board resolved o examine the best strategic alter-
natives for GN ReSound and the related operations in GN Otometrics’
audiologic diagnostics equipment, inc uding the potential for playing
a part in industry consolidation. In Ocicber, the strategic review re-
sulted in an agreement to sell the hearing instrument and audiologic
diagnostics equipment operations to the Swiss hearing instrument
manufacturer Phonak Holding AG, which will then become the
world's largest manufacturer of hearing instruments. By mid-January,
the competition authorities in all relevant countries with the excep-
tion of Germany had approved the agreement between GN and
Phonak. GN expects to receive approval from the German authorities
no later than in April 2007. The transaction is still expected to be
completed in the first half of 2007.

At the dosing of the agreement to sell the hearing instrument opera-
tions GN will receive an attractive price. GN intends to distribute most
of the proceeds to the shareholders as soon as possible and at the
same time capitalize the headset activities with a net cash position of
DKK 1 billion in order 1o provide the foundaticon for the positive pros-
pects set aut in the new plan for the headset operations. The past
period created uncertainty among GM employees and it also required
substantial extra work from them. Nevertheless, GN has received a
dedicated effort from our employees.

In other words, 2007 represents the start of a new era for GN. On the
one hand, the organization is working to carve out the hearing instru-
ment activities, so the operations can be handed over to Phonak in
the best possible way while, on the other hand, working to structure
and implement the plan that will mark the beginning of GN's future.

GN STORE NOID — ANNUAL REPORT 2006




Consolidated Financial Highlights*

{DKK millions) 2002 2003 2004 2005 2006

Earnings - Income statement in accordance with International Financial Reporting

Standards (IFRS) as adopted by the EU

Revenue 5.512 4,747 5,548 3,533 3,413

Operating profit (loss) before share of profit {loss) in subsidiaries and associates (4,714) 90 506 352 (129}
Cperating profit (loss} {8,747) 86 532 309 {129
Profit (oss) from ordinary activities before tax {5.289) 263 534 343 (154)
Profit (foss) from comtinuing operations - - - 278 {55}
Profit (toss} from discontinuing operations - - - 572 403

Profit (ioss) for the year {5,114) 250 508 859 348

Earnings - Investor-specific highlights

Earnings before depreciation, amentization and impairment (EBITDA} {997} 670 865 39 {15)
Earnings before amortization and impairment of goodwill and other intangible

assets acquired in company acquisitions (EBITA) {1,204) 549 731 322 {120}
Balance sheet

Share capital 879 879 879 879 B55

Group equity 4,789 4,473 4,580 5,34% 4,900

Parent company equity 4,789 4,473 5.799 5,293 4,811

Total assets 7.938 6,597 6,086 8,091 8,227

Net interest-bearing debt (incl. discontinuing operations) {1,243} (784) (245) (720) {1,387}
Cash flows

Cash flows from operating activities (CFFO) 24 827 959 137 231

Cash flows from investing activities {704) {358) (273) {175) (458}
Total cash flows fram operating and investing activities {463} 469 686 (38) (227}
Dividends

Parent company dividends paid - 132 132 132 -
Development costs

Development costs incurred for the period 625 264 307 134 179
Restructuring costs

Restructuring recognized in income statement 374 140 - - {2}
Restructurings, paid 321 147 40 4 -
Investments

Plant and machinery etc. 147 105 121 110 214
Real property including leasehold improvements 50 47 99 5 148
Development projects, developed in-house 377 132 142 70 96
Other intangible assets excluding goodwill 67 38 4 20 52

Investrments in discontinuing operations {January 1-September 30, 2006) - - - 218 187

Tota! {excluding company acquisitions) 641 342 403 423 BY/

Company acquisitions 21 - - - -
Acquisition of associates 21 26 1 - -
Depreciation and impairment of property, plant and equipment and amortization

of intangible assets 987 565 473 141 184
tmpairment of intangible assets 2,991 - - - -
Key ratios

Parent company pay-out ratio 00% 15.0 % 150% 15.0% 0.0 %

Dividend per DKK 4 share (in Danish kroner} 0.0 0.6 0.6 0.6 0.0
EBITA margin (21.8Y% 11.6% 13.2% 9.1 % (3.5)%

Return on invested capital including goodwill (ROIC including goodwilly** (11.9% 85% 162% 226% (7.0)%

Return on equity {66.0)% 54 9% 1M12% 17.t% 6.8%

Equity ratio 603% 678% 753% 66.1% 596%

Key ratios per share

Earnings per share basic (EPS) (24.20) 2.40 4.08

Earnings per share diluted (EPS diluted) (24.200 2.38 4.04

Earnings per share excluding amortization and impairment

of intangible assets and restructurings, etc, (7.59) 3.36 3.47 432 2.20
Earnings per share excluding amortization and impairment

of intangible assets and restructurings, etc., difuted (7.59) 3.35 3.44 428 2.18
Cash flow from operating activities per share (CFPS) 1.14 350 450 0.65 1.12

Book value per DKK 4 share 23 21 27 24 23

Share price at the end of the period 21 38 59 23 84
Employees

Average number 5,475 4,343 4,640 5,190 5,483

Average number (continuing operations) - - - 1,989 2,028

* The consolidated finandial highlights are only restated for the presentation of GN ReSound as a discontinuing operation for 2005 and 2006

** For 2005 and 2006 calculated based on pro-forma balance sheets.
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Agenda

GN Store Nord has been helping people connect since 1869. Initially as a telegraph company and now as a manufacturer of head-
sets for users all over the worlg.

Following the divestment of the hearing instrument and audiologic diagnostics equipment businesses, GN has become a dedicated
developer, manufacturer and seller of headsets and related products. in the future, all GN headsets will be marketed globally under
the Jabra brand.

GN headsets are manufactured mainly in China. In 2006, more than 85% of the headsets were produced by subcontractors and
following the sale of the Xiamen factory in China, all headsets will be produced by subcontractors. North America is the largest sin-
gle market. The total work force in the continuing operations numbered about 1,800 employees at December 31, 2006, of which
some 1,300 were employed outside Denmark,

GN is listed on the Copenhagen Stock Exchange and is a component of the OMX C20-index.

Mission

As an international market leader, GN aims to generate a competitive return for its shareholders by developing, manufacturing and
marketing innovative solutions for personal communication, offering users increased mobility and efficiency, and helping our em-
ployees respond to challenges and develop responsihility in an environment that combines advanced technology with global sales.

Overall Goals

» expand the leadership in the headset market
+ achieve competitive profitability and an attractive return on capital employed.

Goals and means 2007-2009

Goals Means

GN's goals for 2007-2009 are to: in 2007-2009, GN plans to:
* reengineer the business into a scalable business structure * build a strong, market-ariented organization within the
individual business areas
» be the leading suppiier of headsets for offices
* enhance all operational processes to match the

strengthen the position in the contact center market

remain the largest provider of wireless headsets for
mobile phones and similar products

achieve profitable growth in all business areas
retain the innovation leadership
achieve world class operational excellence

ensure that the GN share price reflects the company's
results and strategic potential

retain key employees in strategically important positions.

requirements in our business areas

ensure high and consistent guality in products and
processes

enhance employee, praduction, distribution and
subcontractor productivity

reduce costs and tied-up capital, especially in working
capital

reengineer the global supply chain

launch innovative products that ara increasingly based on
shared platforms

retain the status as an attractive einployer that offers
development opportunities 1o employees and provides
performance-related remuneratior:.

GN STCRE NORD ~ ANNUAL REPCRT 2006




GN'’s Future Strategy

In appointing Toon Bouten, GN has ensured that the management
has the necessary skills to meet the future requirernents GN will be
facing as a headset business cperating in a fast-expanding, competi-
tive market.

The Supervisory Board intends to propose that the AGM approve a
new Board composition that will reflect the changed conditions.

In this Annual Report, the new management presents the revised
strategy intended to enable GN 1o capitalize on the opportunities
provided by the company’s strong starting point and by the attractive
markets.

The markets for headsets for mobile phones and offices continue
to expand strongly, and demand is growing for wireless stereo head-
sets combining music and telephony. This strong market growth,
especially in mainstream mabile headsets, has attracted new players
and made the market more competitive. This increases the need for
frequent product launches that meet user demands as well as the
need for a flexible organization able to adapt to dynamic market
conditions.

In its current strategic position, GN is the world's leading independ-
ent manufacturer of headsets with the broadest praduct portfolio in
the market supported by a strong tradition for adopt technologies
and implementing them in innovative, trend-setting products. GN is a
recognized supplier and business partner to OEM customers, telecoms
operators, IT distributors and to the retailers, and Jabra is a recognized
brand.

Three Stages towards Profitable Growth

GN intends to retain and strengthen the position built up by the
headset business over the last few years. Already in the 2006 Q3
Interim Report a few of the elements for refocusing GN towards
profitable growth were presented, bui the overall strategy plan that
will be implemented in three overlapping stages is now be presented
in its entirety:

Reengineer - End-2006-mid-2008: Reengineer the business into a
single scalable business model, align costs and sharpen processes to
match best practices in the consumer electronics industry. This part
of the plan will generally be implemented during 2007, although
parts of it will not take effect until in 2008.

The core elements of this part of the strategy include:
1. A market-oriented organization - Redistributing employees
between direct sales staff and indirect staff will provide a sharp-
ened customer and market focus, Setting up four business areas
will sharpen the sales focus. Customer segmentation to increase
the focus on strategic alliances with majer customers and more
efficient servicing of small customers.
2. Manufacturing & processes — All production and parts of
logistics will be outsourced to one main business partner and a
number of small business partners. Business processes will be
simplified and made mare efficient in order to increase the flex-
ibility of the cost structure and improve customer satisfaction.
Products are to be based on shared hardware and software plat-
forms,
3. Enhanced productivity
a) Costs and working capital; the changes set out above will
improve the revenue/cost ratio and reduce working capital
and fixed assets

b) Employees; implementation of a more flat management
structure and a stronger focus on achieving performance tar-
gets. Reduction of the overall number of employees.

3 GN STORE NORD — ANNUAL REPORT 2006

o) Production; outsourcing to one main business partner in
order to improve guality and enhance production process
productivity

d) Distribution; revise the distiibution strategy, postponing
product assembly as late as possible before shipping the
product to the customer

e) Suppliers; sharply reducing the overall number of subcon-
tractors.

Accelerate — Mid-2007-mid-2010:; When the business model has
become more scalable, GN intends to accelerate growth rates in the
headset business with frequent taunches of products featuring in-
novative design and technology that meet customer demands, and
grow the business with existing and new customers without similar
growth in cost levels, capital expeniiture and working capital.

Extend - Mid-2008-mid-2010: Expand into new, related activities.
Extend the use of existing sales channels.

Refocusing on Customers and Markets

The new strategy plan wilt divide the headset business into four

separate business areas, each operating under different market con-

ditions and managed as a separate profit center with full bottomline
responsibility.

* Contact Center - this is a high penetration market with moder-
ate growth rates of 2-4% per year and with about 25% operat-
ing margins. Sales are primarily made through system integrators.
The requirements to sound quality, functionality and comfort are
high. GN intends to retain its position on this attractive market
and to grow in all markets, especially in North America, the UK
and Asia, by constantly expanding the product portfolio.

= Office - the office market is currently growing by 10-20% per
year with operating margins of about 15%. Main growth drivers
are the benefits provided by wiraless headsets, IP telephony, and
new retail-oriented sales channels, such as IT distributors and the
retailers. GN's goal remains to become the leading manufacturer
of headsets for offices, in part by establishing a leading position
as a provider of IP telephony solutions and solutions supporting
the growing convergence between various types of telephony.
The strategy is based on a differentiated customer approach to
the Large Enterprise, Small/Medium-size Enterprise and Small Of-
fice’'Home Office (SOHO) custorner segments,

* Premier - the upper segment of the market for mobile products;
currently growing by about 309 per year and with single-digit
operating margins. GN aims to grow with the market by expand-
ing Jabra's position as the leading headset brand, accelerate the
development pace and the marketing of innovative trend-setting
products in support of a strong brand name strategy with a posi-
tive spillover effect on the other three business areas.

* Mainstream - the market for mainstream mobite products
served by the Jabra brand and ()EM products is currently expand-
ing at a rate of 30-40% annually with low single-digit operating
margins. A key GN priority is to be a supplier to OEM customers
and telecoms operators by offering competitive products while at
the same time covering the rest of the market with the compa-
ny’s own Jabra brand products. Headsets for music is an expand-
ing market highlighting the market convergence. GN aims to
achieve economies of scale in production and development and
to gain a competitive edge through high-volume production.



Improvement Process

In order 1o optimize the suppart of the four new business areas, GN
will implement a number of restructurings of the organization and
of internal processes that will also signal the completion of GN's
long-lasting transformation to becoming a dedicated headset busi-
ness.

In order to sharpen GN's customer and market focus, the sales,
product marketing and general marketing funciions were allocated
the four business areas in December 2006,

Other relevant group functions will continue to operate on the ba-
sis of dedicated resources allocated to the various business areas.

The restructuring will sharpen the development and decision-mak-
ing processes considerably, so as to prevent product delays. Time to
market, from the preduct definition stage to launch, will be cut in
half, so GN will be able tc launch more products at an ever increasing
pace, with greater differentiation between the products and an ever
growing focus on user needs and requirements.

Brand Focus

In the future, GM will focus on the strong Jabra brand, which is welt-
positioned in the mobile headset segment. All new products for the
contact center, oifice or mobile markets will be launched under the
Jabira brand. Profiling a single brand will leverage GN's branding and
promotional spending. As a result, a number of products will be re-
branded during 2007 and all new products will carry the Jabra label.
Product design and functionality along with product marketing will
be the factors difierentiating the individual business areas.

Flexible and Efficient Supply Chain

The new strategy plan will simplify GN's global organization and
processes and enhance flexibility, facilitating faster atignment with
changing market conditions. The process will trim the cost structure
along the entire value chain, adapting it to GN’s level of revenue:
inventories will be reduced, the supply chain will be optimized, and
general administrative costs will be cut. G is not reducing R&D
spending.

GN plans to outsource all production and parts of the logistics to
one main business partner and a number of small business partners.
This will provide the necessary skills, imprave quality throughout the
value chain, increase flexibility in relation to the fluctuating demand,
while also reducing costs. GN also plans to implement a production
and distribution strategy in which final product assembly is postponed
10 as late as possible before the product is shipped to the customer,
This postponement setup will reduce inventories and ather tied-up
capital further. At the same time, a growing number of products will
be based on shared hardware and software platforms, reducing pro-
duction, inventory and logistics Costs.

GN has entered into negotiations with a business partner with
the purpose of setting up an integrated partnership for production
and other logistical services. Negotiations are expected to be finished
by the end of the second quarter of 2007, Full implementation of
the partnership is then expected to take between nine and twelve
months. The initiative will improve GN's customer service and further
reduce supply chain costs and working capital.

Outlook for 2007

Expectations are expressed in approximate numbers and shouid

be interpreted with greater uncertainty than normally due to the
substantial changes being made and the volatility of GN's markets.
1n 2007, GN wili report separately on continuing and discontinuing
operations,

For the continuing operations, the results will be divided into CC&O
Headsets (Contact Center and Office), Mabile Headsets (Premier and
Mainstream) and Other Operations.

The outlook excluding restructuring <osts is projected:

The CC&O Headsets business excluding Hetlo Direct expects or-
ganic growth to remain high at about 10% and to generate revenue
of approximately DKK 1.3-1.4 billion. Luropean growth is expected
1o exceed North American growth. The normal seasonal variations in
EBITA are expected, with first and second quarter trailing the fourth
guarter slightly and with Q3 earnings at a somewhat lower level due
to the summer holidays in Europe. EBITA is expected to be approxi-
mately DKK 250 million.

Hello Direct is expected to generate a small EBITA profit on a rev-
enue of DKK 250-300 million.

The Mobile Headsets business is expected to increase revenue by
about 15% organically to around DKK 2.0-2.1 billion. EBITA is ex-
pected 1o be a loss of approximately DKK 50-75 million. The Mobile
Headsets business is expected to generate negative earnings in the
first and second quarters and to be profitable in the third and fourth
quarters. As a result, the Mobile Headsets business is expected 10
grow less than the market in the first half-year. In the second half-
year, growth is expected to be at the market level, with Q4 outper-
forming Q3. The EBITA margin is expected o be 2-3% in the fourth
quarter. In addition to the earnings improvements, fower capital
employed including working capital will be the means of achieving a
satisfactory return.

Group functions are expected to have total costs of approximately
DKK 30 millien.

The projections for GN's continuing operations are @ revenue
growth of about 10% to approximately DKK 3.7 biflion and EBITA
excluding non-recurring items of DKK 150-17% million assuming a US
dollar-Danish krone exchange rate of 5,75, In 2006, EBITA excluding
non-recurring items was DKK 70 million.

In addition 1o the above, restructuring costs will be in the range of
DKX 50-3100 miltion, of which the cash flow effect is expected to be
DKK 50 million at most. Accordingly, EBITA including restructuring
Costs is expected to be DKK 50-125 million

Operations in 2007 will be impacted by the gradual implementa-
tion of the above-mentioned plan. tn addition to the normal seasonal
fluctuations, results will be impacted by restructuring <osts and by
falling underlying overheads during the year. Accordingly, the restruc-
turing of the supply chain is not expected to have a notable financial
impact until in the fourth quarter.

As a result, earnings will be negative in the first quarter and peak in
the fourth quarter, both induding and exduding restructuring costs.

When the implementation of the new business model is completed
by the end of 2007, the second stage of the plan, "Accelerate”, will
be launched. Accordingly, both revenuie growth and operating mar-
gins are expected to be higher in 2003 than in 2007,

Amortization of intangible assets is expected 1o amount to approxi-
mately DKK 10 milfion.

Financial items are expected to be approx. DKK 0, depending on
the timing of the dosing of the agreement to sell GN Resound to
Phonak.

As previously mentioned, profit from the sale of discontinuing op-
erations is expected to be at least DKK 10 biliion.

For the discontinuing operations, the sale of GN ReSound to Pho-
nak is expected to be finalized in mid- 2007, Profit from the discon-
tinuing operations for the first half-year, which will be reported under
a separate line itemn in the Income Statement, is expected to be DKK
150-200 million.
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Continuing Operations

Focusing on Headsets

GN's continuing operations consist of the headset operation, the
Great Northern Telegraph Company and the group functions, fol-
lowing the sale of the hearing instrument operations and the au-
diologic diagnaostics business to Phonak AG.

Q4 2006

The financial results were in line with the guidance provided in
the announcement of October 2, 2006. Q4 was impacted by the
gradual implementation of the new plan with non-recurring costs
totaling DKK 35 million, cansisting of DKK 22 million in severance
payments and DKK 13 million from an acceptance ex gratia of
products returned by a major US customer.

Revenue was DKK 840 million, down from DKK 946 million in Q4
2005, which was in line with the guidance provided on October 2,
2006. GN's continuing operations generated overall organic growth
of (8)% relative to Q4 2005. The decline was due to Hello Direct's
discontinued try-'n’-buy-campaigns earlier in the year and a slight
drop in Mobile Headset revenue. As expected, revenue from both
CC&0 and Mobile headsets increased compared to the previous
quarter.

New product launches remain the key sales driver. The innovation
rate remained high, at 25% for CC&0 Headsets and at more than
90% for Mobile Headsets.

Costs were impacted by the ongoing impfementation of the new
strategy. Excluding one-offs, sales, marketing and administrative
costs were DKK 211 miilion, compared to DKK 256 million in Q4
2(G05. The drop in sales, marketing and administrative activities was
due to Hello Direct's discontinued try'n’buy campaigns and cost cuts
resulting from the implementation of the new strategy.

Net of the above-mentioned non-recurring costs, EBITA was DKK
20 miltion (EBITA margin of 2.4%) against DKK 104 milfion in Q4
2005 (EBITA margin of 11.0%). The reduction was due t¢ Mobile
Headsets’ increase in sales of mainstream products at iower margins.

Inventories fell by DKK 155 million during the quarter to DKK 316
million from DKK 471 million at the end of Q3 2006, when inven-
tories were exceptionally high due to the sudden slowdown in the
sale of mobile headsets. Inventories are expected to continue to fall.
Trade receivables were up by DKK 67 million to DKK 604 million,
due to the sates growth relative to Q3 2006. Trade payables were
DKK 220 million, as compared to DKK 131 million at September 30,
2006,

This brought cash flows from operations to DKK 239 million in Q4
2006 against DKK (12) million in Q4 2005 and the free cash flow
was DKK 125 million, compared to DKK (83) million in Q4 2005.
The cash flow was impacted by the above-mentioned non-recurring
costs, in part because Hello Direct's operations in Dover, New Hamp-
shire, USA were shut down.

CC&O Headsets

CCRO Headsets revenue was DKK 405 million including Hello
Direct, corresponding to {7)% organic growth relative to the Q4
2005 revenue of DKK 454 million. Excluding Hello Direct, revenue
was DKK 335 million, correspending te 6% organic growth relative
to Q4 2005.
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CCR&O Headsets generated 14% organic growth in Europe rela-
tive to Q4 2005. A main improvemani driver was the added invest-
ment in marketing and sales. Earnings were higher than expected,
driven espedally by the continuing success of the GN 9120 wireless
headset, whereas the GN 9300 series launched in early 2006 has yet
to meet expectations.

Growth in the US market was impacted negatively by Hello Direct,
mainly due to the try-"n"-buy campaigns discontinued earlier in the
year, Excluding Helio Direct, revenue in North America fell short of
expectations due to a market slowdown. The organic growth rate
was (10)%, exciuding Hello Direct.

Hello Direct suffered a Y-0-Y decline due to the try'n'buy cam-
paigns, which were discontinued in June because customers
returned or failed to pay for their headsets after the end of their
free trial period. Hello Direct achieved a revenue of DKK 70 milion,
down from DKK 130 million in Q4 2005. GN began to restructure
the business already in the fourth uarter, and improvements are
expecied to materialize already in 1 2007.

Products launched in the past 24 months contributed more than
25% of Q4 revenue, compared to 5% in Q4 2005. Wireless head-
sets contributed 40% of 2006 revenue, compared 10 44% in Q4
2005.

CC&O Headset revenue in the fourth quarter excluding Hello
Direct was DKK 87 million in North America, KK 218 million in
Europe and DKK 30 million in Asia and the rest of the world.

Costs were impacted by non-recurring items of DKK 16 mitlion
related to the organizational chan¢es.

CC&Q Headset EBITA excluding Hello Direct and excluding non-
recurring itemns was DKK 89 million (EBITA margin of 26.6%), which
was in line with the 2005 rate (26.5%).

Mobile Headsets

Mobile Headsets revenue was DKK 435 million, which was in line
with the guidance provided on Octaber 2, 2006. Accordingly,
growth was (8)% relative to the Q4 2005 revenue of DKX 487 mil-
lion.

Jabra headsets contributed DKK 245 million, or S6%, to revenue,
which was slightly less than expecied. Orgaric growth for Jabra
headsets was (2)%. The strong growth in sales of mainstream prod-
ucts continued, especially on the North American market.

Revenue from OEM products was slightly higher than expected at
DKK 190 miflion, compared to DKK 223 million in Q4 2005.

Wireless Bluetooth-enabled headsets contributed 93% of Mobile
Headsets revenue. Products launched in the past 24 months contrib-
uted to more than 90% of revenue. GN now has about 20 products
in its mobile headsets portfolio and six active OEM agreements.

Jabra headset revenue in Q4 was DKK 144 million in North
America, DKK 77 million in Europr: and DKK 24 million in Asia and
the rest of the world.

Costs were impacted by non-recurring costs of DKK 19 million,
consisting of DKK 13 million for the acceptance ex gratia of a prod-
uct shipment returned by a custorner and DKK 6 million in sever-
ance payments,



Excluding non-recurring items, EBITA was lower than expected
{EBITA of DKK (49) million and EBITA margin of (11.3)%) against
DKK 25 million (5.1%) in Q4 2005, The shortfall was due to the
continuing sales of low-margin mainstream products through mo-
bile operators, especially on the North American market.

Full Year 2006

GN's continuing operations generated revenue of DKK 3,413 mil-
lion, which was in line with the guidance provided on October 2,
2006. The difference relative to 2005, when revenue was DKK
3,533 million, was caused by weaker sales of mobile headsets and
lower revenue in Hello Direct. Revenue fell well short of the pro-
jections announced at the beginning of 2006, due to significant

REVENUE - DXK miflions

2002 2003 2004 2005 2006

lower than expected Mobile Headsets revenue. Revenue from the
attractive CC&O segment improved throughout the year, especially
on the European market. The improvement continues to be driven
by headset sates to the low-penetrated office segment, which is
increasingly demanding wireless products.

Gross profit was DKK 1,234 million. The reduction from DKK
1,459 million in 2005 was due to weaker Mobite Headsets revenue,
the greater share of revenue from low-margin mobile headsets and
the discontinuation of Hello Direct’s try'n"buy campaigns which were
accelerated in 2005. The gross margin excluding Hello Direct was
33.7%, down from 38.2% in 2005.

Development costs incurred rose by DKK 45 mitlion, or by 34%,
relative to 2005, of which 54% was capitalized. Development costs
incurred totalled about 5% of revenue. Development costs are ex-
pected to continue to rise in the years ahead, driven by expectations
of higher revenue and as part of the more intensive development ef-
forts initiated in response to the growing requirement of ever more
frequent product taunches.

Capitalized development costs amounted to DKK 115 million at 31
December 2006 against DKK 82 million at December 31, 2005. Capi-

REVENUE distributed geographically 2006 - %

Asia and Narth
rest of world Amerita

9% b 41%

Europe
50%

talized projects are amortized over a period of from one to three
years, In Mobile Headsets, projects are: amortized over 12 months
due to the short commercial life of threse types of products.

Development costs recognized in the income statement rose to
DKK 147 million (2005: DKK 122 million} induding DKK 64 million
(2005: DKK 59 million) in amortizations on previousily capitalized
projects.

New products faunched within the tast 24 months accounted for
58% of revenue. Especially, the Jabra }1X10 and the Jabra BT160
were successful launches.

In fine with the guidance provided on October 2, 2006, the full-
year EBITA was a oss of DKK 120 million, compared to a profit of
DKK 322 million in 2005. EBTTA was DKK 70 million excluding the
DKK 115 million writedowns on Hello Direct's try'n’buy campaigns,
DKK 40 miliion in inventory writedowns in the third quarter and
DKK 35 miliion in severance payments, among other things, in the
fourth quarter. The tower EBITA level was due to the significant
developments in the Mobile Headsets business, with a big propor-
tion of headsets sold at low prices ant! low margins and due to the
planned increase in spending on development, sales and market-
ing activities. The latter factor had a KK 58 million impact on the
combined EBITA of CC&0 Headsets, excluding of Hello Direct, and
Mobile Headsets.

EBITA - DKK mullsons
=Y

300

2002 2003 2001 2005 2006

Net financial items were DXK (37 rnillion against DKK 21 million
in 2005. The increase in expenses was mainly due to the higher av-
erage net debt.

The loss before tax was DKK 154 million compared to a prefit of
DKK 343 million in 2005. This is in line with the guidance provided
on October 2, 2006.

Tax on the profit for the year was an income of DKK 99 million,
because GN capitalized tax-loss carryforwards for 2006 relating to
the North American operations, among other things.

This brought the loss from continuing operations to DKK 55 mil-
lion.

Profit from discontinuing operations was DKK 403 million, which
was in line with the guidance provided on October 2, 2006.

Accordingly, the profit for the year was DKK 348 million against a
profit of DKK 850 million in 2005.

Total assets increased to DKK 8,091 million at December 31,
2006, from DKK 8,227 million a year earlier. The change was mainly
due to the acquisition and renovation of the new corporate head-
quarters.
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The following statements apply to the pro-forma balance sheet
relating to the continuing operations. The pro-forma balance sheet
is provided in the investor-specific statements.

Inventories were reduced by DKK 111 million to DKK 316 million
and trade receivables fell by DKK 116 million to DKK 604 million,
The inventory turnover rate fell from 98 to 70, and debtor days fell
from 68 days to 60. Trade payables fedl by DKK 60 million to DKK
220 million, Net interest-bearing debt including discontinuing opera-
tions was DKK 1,387 million against DKK 720 million at December
31, 2005. The increase was due to the share buybacks and dividend
payments totaling DKK 524 million made during the year, and the
impact from the free cash flow of DKK 227 million.

Intangible assets, consisting mainly of goodwill, amounted to
DKK 746 million against DKK 763 million in the previous year. The
reduction was due to the effects of the lower DKKAJSD exchange
rate on USD-denominated goodwill.

GN invested DKK 458 million in intangible assets and property,
plant and equipment in 2006.

Investments in the new corporate headquarters in 2006 amount-
ed to DKK 306 miftion.

Investments in intangible assets amounted to DKK 147 million, of
which development costs accounted for DKK 96 million, a 39% in-
crease on the previous year. The remaining investments in intangible
assets related mainly to software, including investments associated
with for the upcoming split into two IT functions with separate ap-
plications and infrastructures when the divestment of GN ReSound
is finalized.

Divestments of operations generated a cash inflow of DKK 49
million, as GN received the outstanding proceeds from the divest-
ment in 2004 of the ownership interest in the Moldavian mobile
operator Voxtel.

Equity was DKK 4,900 million at December 31, 2006 against DKK
5,349 million a year earlier,

The number of employees fell to 1,795 at December 31, 2006
from 2,073 at December 31, 2005. The decline mainty involved staff
at the factory in Xiamen, China, and was due to a continuing in-
crease in the outsourcing of headset production 10 subcontractors.

Cash flows from operations were DKK 231 million, representing a
69% increase from DKK 94 million in 2005.

The improvement materialized in spite of lower earnings, because
of a substantial improvement in working capital.

Cash flows from operations before changes in working capital fell
to DKK 67 million in 2006 from DKK 498 million in 2005.

A substantial reduction of the working capital during 2006 re-
leased cash flows of DKK 185 million. Reduced inventories and a
drop in trade receivables produced the decrease in capital employed.

Net interests was an expense of DKK 46 million, compared to
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an income of DKK 6 million in 200%. The change was mainly at-
tributable to the increase in net interest-bearing debt during 2006.
Taxes improved cash funds by DKK 25 million in 2006. The amount
involves inter-company payments fiom discontinuing operations to
continuing operations in relation tc joint taxation.

CC&O Headsets

CC&O Headsets revenue grew by 3% organically to DKK 1,587
million which was almost in line with the guidance of DKK 1.6-1.7
bitlion. The corresponding figures for 2005 were DKK 1,549 million
and 17%. Excluding Hello Direct, {.C&0 Headsets generated 10%
growth, sustaining the high rate, and a revenue of DKK 1,221 mit-
lion, which was in line with guidanice at the beginning of 2006 and
throughout the year. The revenue increase was supported by the
planned increase of development and sales and marketing activi-
ties by 16% to DKK 359 miflion.

Unlike 2005, when the North American markets expanded the
most, the European markets were the main growth drivers in 2008.
Organic growth in Europe was 15%, up from 6% in 2005, driven
by the greater number of headset users in office environments and
the resulting interest from new distribution channels in promoting
the use of headsets. In addition, technological innovation also serves
1o increase demand for headsets, as several headsets on the market
today can be used for tefephony, mobile telephony, IP telephony,
games and music.

Hello Direct, GN's direct sales channel on the SOHO (Smali Office,
Home Office) segment in the United States, conducted try'n‘buy
campaigns, inviting customers to try out a headset free of charge for
30 days. The campaigns were discontinued in June 2006, because
customers failed to pay for their headset and due to a substantial
return rate. Discontinuing the campaigns resulted in writedowns
totaling DKK 115 million. As before the try'n'buy campaigns were
launched, the core focus for Hello Direct is now to drive sales,
mainly of headsets, through telemazrketing supported by catalog
and online sales.

CCAG REVENUE Distributed by Corded and Cordless headsets = %
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GN launched five new products on the CCRO market in 2006,
including the award-winning GN 9300 headset series, which mainly
targets the office market and can be used for ordinary telephony
and IP telephony. At the CES convention in Las Vegas in Janu-
ary 2007, GN launched the wireless T5330 for offices, expanding
the GN product portfolio for the CC&0 market to more than 15
products. The wireless GN 9120 series, launched in February 2003,
remains the most popular product. In the future, all CC&Q products
will be launched under the Jabra brand, and nearly all the existing




GN Netcomn products will be given GN series names during 2007
and marketed under the Jabra brand.

CC&O Headsets revenue excluding Hello Direct was DKK 353
million in North America, DKK 752 million in Europe and DKK 116
million in Asia and the rest of the world.

EBITA was DKK 103 million (EBITA margin of 6.5%), impacted by
non-recurring costs of severance payments, among other things,
totaling DKK 16 million. Net of the above-mentioned non-recurring
costs, EBITA was DKK 119 million {EBITA margin of 7.5%), which
was better than the guidance of DKK 100 millicn provided on
October 2, 2006. In addition, EBITA was also negatively impacted
by non-recurring costs refating to Hello Direct of DKK 115 million,
These costs were included in the guidance of October 2, 2006. The
2005 EBITA was DKK 313 million (EBITA margin of 20.2%).

The EBITA margin was 20% excluding Hello Direct and excluding
the above-mentioned non-recurring items, compared to 24.1% in
2005.

Mobhile Headsets

Mobile Headset revenue was DKK 1,809 million, which was better
than the guidance provided on October 2, 2006, but well short of
the forecast of about DKK 2.7 billion provided at the beginning of
2006.

REVENUE Distributed by Biuetooth and other products - %
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The increase relative to the guidance of October 2, 2006, was due
to greater-than-expected OEM revenue, which made up DKK 834
million of the overall Mobile Headset revenue. Demand from OEM
customers fell in the third quarter, but recovered in the fourth quarter.
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The significant shortfall relative to expectations at the beginning
of 2006 was due to lower-than-expected sales of two key prod-
ucts to two North American accounts in the second half-year and
a substantially higher proportion of mainstream products in sales
than had been expected. This led to overhead costs being too high
relative to the lower-than-expected revenue and produced a lower-
than-expected margin of products soid.

GN is the largest provider of headsets for mobile phones, but has
lost market share during 2006 for the above-mentioned reasons.
The market share is currently estimated to be about 25%. Unlike in
previous years, Q4 revenue was slightly higher than the Q3 figure.

GN launched 13 mobile products on the market in 2006, includ-
ing the Jabra BT160 with replaceable covers for the lbow-end seg-
ment. Along with new versions of the Jabra IX10, the BT160 was
well received on the market. GN also launched the Jabra BT620s,
which meets the demand from the cenverging markets for a single
headset for PCs, mabile phones, music players and other Bluetooth-
enabled products. In cooperation with Apple, GN also launched a
Bluetooth adaptor enabling GN's wireless headsets to connect to
Apple's portable music players.

At the CES convention in early January 2007, GN presented four
new products, including the Jabra $5010 speaker made in coopera-
tion with Klipsch, which can connect to almost all mobile music
players, such as an MP3 player or a mobile phone. Accordingly, GN
has a portfolio of about 20 mobile products.

Mobile products are increasingly so'd through mobile operator
retail shops.

Jabra headset revenue was DKK 975 million, distributed on DKK
585 miflion in North America, DKK 2¢7 million in Europe and DKK
93 million in Asia and the rest of the world.

EBITA was a loss of DKK 184 million, or a loss of DKK 165 mil-
lion excluding of the above-mentioned non-recurring items totaling
DKK 19 million. EBITA for 2005 was DKK 61 million. As mentioned
above, the substantial setback was due to a greater share of low-
margin mainstream products in overall sales, but also due to the fact
that the drop in revenue resulted in excess capacity.

Other Business Activities

Revenue in the GN Great Northern Telegraph Company was DKK
16 miflion against DKK 21 million in 2005. EBITA was DKK 4 mil-
lion against DKK & million in 2005. DPTG IS, in which GN has a
75% ownership interest, is still a party to arbitration proceedings
with Telekomunikacja Polska 5.A. As previously announced, DPTG
I¥S has claimed DKK & billion for the period from 1994 to mid-
2005. The agreement between DPTG and TPSA covers the period
1994-2009. For more information see note 35.

New Management

Toon Bouten took over as President énd CEO when the agreement

to sell GN's hearing instrument operations was concluded in Octo-

ber, and he and CFQ Jens Due Olsen now constitute GN's executive
managerent,

GN's former President and CEQ, Jern Kildegaard, announced
priar to the investigation into GN ReSound’s strategic opportunities,
that if the outcome of the investigation was a divestment of GN
ReSound, he would want to resign his position because it would
signify a material change to the natute of his job. He did so accord-
ingly in October after almost 14 years with GN. Mr. Kildegaard was
executive vice president from 1993 before being named President
and CECQrin 2001. At the same time, head of the hearing instrument
activities Jesper Mailind left the Executive Management.
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Events after the Balance Sheet Date

With a view to distributing most of the net proceeds from the sale
of GN ReSound to Phonak as soon as possible after the transaction
is finalized, GN hetd an extraordinary general meeting on January
5, 2807 {announcements nos. 1 and 2). The shareholders in gen-
eral meeting resclved that when the transaction is finalized, GN
will make a capital reduction and lower the nominal value of each
GN share from DKK 4 to DKK 1. This will take place when the sale
of GN ReSound to Phonak has received the approval of the Ger-
man competition authorities, the only approvat stilt outstanding,
and when Phanak has completed the subsequent rights issue. The
shareholders in general meeting also approved the distribution of
most of the proceeds from the sale of GN ReSound to GN's share-
holders. Clasing of the transaction is still expected to take place in
the first half of 2007,

GN 360" - Operations and Risk Management

Markets

GN is the second-largest player in the market, holding about 35%
of the market for headsets for contact centers and offices. The
headset penetration rate is still estimated at less than 10% among
the soma 100 mitlion office workers in the western world who
speak on the telephone at least two hours daily. Although it has
become more competitive, the market still offers a great potential
that is materializing more and more as wireless headsets are be-
coming more common on the market. Market analysts believe that
the office market will expand by about 15% for a period of time
yet, while growth in the contact center market, which has a pen-
etration rate of almost 100%, will track GDP.

The mobile market remains very competitive, with still more play-
ers attempting to gain a foothold. As the largest provider of head-
sets 10 the mobile market, GN will seek 10 retain its 25% market
share by launching innovative new products in 2007, followed by a
drive to enhance the market share. The market for mobile headsets
continues to expand strongly, but the refatively low prices and low
earnings that prevail make high volurme production essentiat for the
players to stay competitive. The global market for Bluetooth-enabled
headsets was estirated at 58 million units in 2006, and it is expect-
ed to grow to 190 million units by 2010. In value terms, the annual
growth rate is forecast to be somewhat lower at about 30%.

On GN' core market, headsets for telephony, more and more
players are combining telephony and music in their product offer-
ings. GN also operates on the market for accessories for portable
music players. Like the market for mobile headsets, this is also a very
competitive market with established ptayers.

Sales

GN sells headsets through a targe number of channels. Headsets
for contact centers are sold either directly to contact centers or
through distributors specializing in supplying contact centers. GNs
office headsets are sold direct to small and medium-size offices in
the United States by mail order, online or by telephone through
GN's own sales channel Hello Direct, Office headsets are also sold
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through retail chains, specialist distributors and telecorns operators,

OEM customers, which include leading mobile phone manu-
facturers, take almost hali of GN's iobile headsets measured in
DKK-terms, Demand fluctuates considerably from one quarter to the
next, but it plays an important part in enabling GN to maintain the
essential large-volume production of mobile headsets. GN's Jabra-
branded mobile headsets are soid through operator outlets and
electronics retail chains.

GN consistently added more resources to sales operations during
2005 and 2006, resulting in more agreements with retain chains
and distributors today.

Sales to the ten largest headset tustomers accounted for 22%
of CC&O revenue and 70% of Mobile Headset revenue. The larg-
est headset customer accounted for about 20% of total headset
revenue.

in the future, all GN products will be marketed under the Jabra
brand, which is already an established brand in mobile headsets and
existing GN Netcom products for the CC&O markets will also be
marketed under the Jabra brand in the future.

Prices

All headset markets are becoming increasingly competitive. In
tangem with the launch of new products and technologies, this is
pushing down prices on existing products, especially on the market
for mobile headsets where low-end products account for an ever
greater part of sales. However, accelerating growth and the taunch
of cheaper products are also pushing down prices on the office
markets. The launch of new headsets with more advanced features
offset falling prices to some extent.

GN operates in a number of segments, and retail prices vary con-
siderably depending on the segment and the functions of a headset.
The cheapest Bluetooth-enabled headset, the labra BT135, sells at
about DKK 300, while the most expensive one, the Jabra X10, sells
at around DKK 1,000. On the office market, a corded headset typi-
cally retails for about DKK 150-400 while a wireless headset sells for
about DKK 1,000-2,500. Prices are generally a little lower on the
contact center market.

Manufacturing

GN manufactured 27 million headsets in 2006, either in-house or
through subcontractors, which was an 8% increase from 2005.

All GN headsets are manufactured in China. Just over 85% of the
headsets were manufactured by subcontractors, while the remain-
ing almost 15% were produced at the factory in Xiamen, China,
The production of headsets at Xiamen involves a total of 650 em-
ployees. Fluctuating demand from QOEM customers and the peak
period for headset sales during the final months of the year put
extra pressure on the supply chain during the fall months.

GN intends gradually to outsource all headset production 1o sub-
contractors over time in order to capitalize more on the economies
of scale available from high volume manufacturing.

As part of its ongoing efforts to develop and optimize the compa-
ny's supply chain, GN has initiated negotiations with a main business
partner for the purpose of establishing an integrated partnership in
production and other logistics services. Such an arrangement will



help reduce the number of subcontractors significantly. The negotia-
tions are expected to be finished by the end of the second quarter
of 2007. Implementation of the partnership is then expected to
take between nine and twelve months. The initiative will improve
customer service and further reduce supply chain costs and working
capital.

The factory in Xiamen has been sold to Phonak. As many as pos-
sible of the employees working in the manufacturing of headsets
will be offered a job in the production of hearing instruments or
elsewhere in GN.

Most components for GN headsets are sourced in Asia.

Environmental Issues and Working Environment

GN has global environmental, health and safety and working
environment standards that combine local and global rules. GN's
production requires a modest amount of energy and materials, and
as new designs make headsets smaller and lighter, even smaller
amounts will be required. The batteries in almost all GN headsets
are rechargeable. In 2006, GN phased out all components contain-
ing heavy metals such as lead and cadmium. As a result, the com-
pany complies with EU Directive 2002/95/EC, which took effect on
July 1, 2006.

Selecting subcontractors, compliance with local environmental
and occupational health and safety requirements is essential and GN
regularly monitors such compliance. The GN supply chain expands
this wark on a regular basis along with GN's ethical standards, for
example by ensuring that child labor does not occur and that local
and global employee rights are observed.

Product Development

In 2006, GN spent DKK 179 million on development activities,
equivatent to about 5% of headset revenue. Development costs
have increased by 35% from 2005, due to a planned increase in
investment for development as well as sales and marketing for
both CC&O and Mobile headsets.

GN's consolidated innovation rate remained high in 2006, at
about 60%. Especially the Jabra 1X10 and Jabra BT160 headsets
contributed to the high innovation rate.

GN launched almost 20 new headsets and accessories in 2006.
GN has won many awards for its headsets, among others for design
and functionality. In 2006, GN headsets received more than 30
awards and other recognitions.

GN employs a total of 200 employees in research and develop-
ment. The activities are based in centers in Denmark and China.
Most of the development engineers are based in Copenhagen or
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Aalborg, Denmark, to allow GN to capitalize on the many interna-
tional businesses with operations in refated fields located in Den-
mark and the @resund region. In addition, Denmark has a university
environment with leading technology know-how in acoustics, digital
signal processing and communication technology. GN also has
development operations in Xiamen, China, which will continue to
be based in Xiamen following the sale of GN's hearing instrument
operations and the factory in Xiamen.,

GN also takes advantage of very good design skills in Denmark,
applying design and technology input from external business part-
ners. The share of development experises aflocated to external
business partners fell from 31% in 2005 to 24% in 2006 due to a
strong inflow of new employees. Thanks to this inflow of skills and
know-how, more development activities were performed in-house.

In addition to the intentional expansion of development activities,
the R&D function worked to develop technology platforms that will
reduce the time to market from the idea stage and improve supply
chain flexibility and productivity.

Human Resources and Organizational Development

in the first half of 2006, focus was an a number of strategic
projects and initiatives for the purpose of increasing the tevel of
service and quality of GN's HR services worldwide. The HR projects
centered around two headlines: Talent Acquisition & Development
and Developing the HR Delivery Model.

Among the projects of the year, the HR department developed
an expatriation and global relocation policy, designed a new global
leadership development program focusing on people and team de-
velopment and carried out an organizational development process
aligning strategy with people, procestes and structure and assessing
the talent of about 25% of GN's employees.

The HR organization consisted of about 25 full-time employees
worldwide serving up to 2000 employees in more than 30 locations
in almost 20 countries. The four locations with local HR covered
around 75% of all GN employees and the remaining 25% of the
employees were located at more than 20 locations without local HR
support.

The main events of the second half of 2006 were the strategic
review and the subseguent divestment of GN ReSound and GN Oto-
metrics. As a result, most HR projects were placed under review as,
going forward, the company will be divided in two organizations.

After the transaction with Phonak is finalized, the focus of the HR
activities will continue to be to support the new GN business model
and aligning HR activities to the new strategy.

HR worked closely with management in its work to spin off the
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hearing instrument operations, addressing the uncertainty employ-
ees have felt due to the many changes being made, and by commu-
nicating and providing dedicated assistance both to individuals and
at the organizational ievel. This work will continue in 2007, as focus
will also be on developing a globally aligned bonus and stock option
program, optimizing and aligning key HR processes and ensuring
global search for candidates through global advertising of vacancies.

IT

GN upgraded, consolidated and expanded its IT platform in order
to build an infrastructure and a set of applications that will ef-
ficiently support the developments in the next couple of years. As
part of the divestment of GN ReSound, steps were taken to divide
the IT function and establish independent IT platforms and IT or-
ganizations for GN and for GN ReSound during 2007. The project
is progressing as planned and the IT platform that will support GN's
future development witl be in place by mid-2007.

Assets and Investments

GN’s assets held for aperating activities — inveritories, trade receiva-
bles and property, plant and equipment — amounted to DKK 1,421
miflion at December 31, 2006, or 17% of total assets. The remain-
ing assets consist mainly of the value of assets held for sale, i.e.

GN ReSound and GN Otometrics, of DKK 5,596 million, or 68% of
total assets at December 31, 2006. In addition, the balance sheet
consists of intangible assets of DKK 746 million, equal to 9% of
total assets, and mainly invofve goodwill and development projects.

RISK MANAGEMENT

In 2005, GN began implementing a standard risk management
system so that major business risks can be identified, reported

and managed in a uniform and systematic way throughout GN.
The overall objective is to gain an overview of all GN‘s material
risks and to consistently work to map, reduce or completely avoid
unwanted risks to the extent this is possible and found relevant in
light of GN’s business strategy and know-how. The risk manage-
ment process is conducted annually and the results are compiled
by the corporate risk management function for presentation of
GN’s overall risk scenario to the management. In addition to the
annual process, the risk management function is involved in major
business changes, ensuring that the risk assessments form a part of
the decision-making process.

Material Strategic and Operational Risks

GN’s overall risk prafite will change significantly after the divest-
ment of GN ReSound is completed. Described below are a number
of strategic and operational risks relating exclusively to the continu-
ing operations. The order of the risks does not express any order of
relative materiality and does not purport to present a full account
of the risks, the business is exposed to.
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Markets

GN’s continuing operations are structured mainty to reflect the seg-
ments of the headset markets, Headset sales rely in part on general
economic developments. This applies especially for headset sales
1o contact centers, as this market has a penetration rate of almost
100% and historically has correlated with developments in GDP

in both the United States and Europe. Accordingly, GN regularly
reviews any changes to the general econamic outlook.

A substantiai part of mobile headset sales is made to OEM cus-
tomers, and aggregate sales to such custemers may vary consider-
ably depending on whether individual orders are won or not. As a
result, this specific part of the business has become an independent
business area together with GN's own mass-produced mobile head-
sets in order to have as many variable costs as possible and to make
it easier 10 adapt the business model to sudden changes in demand.

GN suffered severe price falls in 2006, especially in the Maobile
Headsets business, resulting in lower earnings and necessitating the
praductivity and flexibility-enhancing restructurings that will help GN
remain a competitive player.

Competition

GN products are sold on most major markets in North America,
Europe and parts of Asia. The markets for mobile headsets and
headsets for cffices are very competitive, Consequently, GN re-
views market shares on an ongoing basis and carefully menitors
new product faunches in the headset industry. GN also manitors
the frequent changes in sales growth in the various sales channels,
When combined with a diversified product offering covering mast
price segments, this enables GN to optimize its presence in the
fastest growing sales channels at any given time.

Employees and Corporate Reputation

GN's reputation and its brands are vital for its business prospects
and for attracting and retaining skilled employees. GN regularly
monitors compliance with local labor market rules on markets
where GN operates, and being abte: to offer GN employees work-
ing conditions that as a minimum raatch local market standards or
better is absolutely essential. In ordar to strengthen the awareness
of GN's products, GN has resolved 1o promote the use of the Jabra
brand by also marketing all new CC&O headset products under
this brand in the future,

Research, Development and Quality

Headset product life cycles have constantly been shortened in
recent years, especially for mobile headsets. The ability to identify
and master new core technologies and to move quickly from idea
to high quality product is essential {or achieving the targets set.
QOver the past couple of years, GN's Product Creation department
has developed an actual systematic product development process
and worked to develop a number cf product platforms to achieve
both enhanced quality and shorter time to market. In addition,




resources have been allocated for the development of a technol-
ogy plan to make sure that new technology is available on a timely
basis for the development of future products. A number of innova-
tion forums and idea databases have also been set up to support
new ideas, including some that promote thinking outside the box.

In order to make sure that we manufacture quality products, GN
has developed a new, more stringent development model consisting
of a number of gate reviews to ensure that each individual phase is
complete before the next phase in initiated.

Manufacturing

Nearly all of GN’s production is handled by selecied subcontractors,
giving GN much better tools for adapting production to market de-
mands. GN is currently considering future manufacturing partners
and a key part of this process is to make sure that satisfactory risk
aspects are in place. For this purpose, GN makes a number of visits
to the major production sites, reviews insurance and engineering
reports on the production sites and reviews contingency plans in
the event of breakdowns. GN also pursues a strategy of always
having alternative supplier eptions. Qnre specific Bluetooth chip
manufacturer has a very large share of the global market, and if
this company were to suffer a breakdown it would ¢reate a very
difficult situation for the entire industry. GN has a quality system
setting global environmental, health and safety and working en-
vironment standards. In order to ensure that the suppliers comply
with GN's tough quality standards, GN conducts regular quality
checks of all suppliers of finished products and of subcontractors
of critical components, During such visits, GN also verifies that sup-
phers meet GN's ethicat standards.

Insurance

GN's insurance program reflects the scope and geograpbhical lo-
cation of its business operations. As GN business operatiens are
undergoing considerable change in the current situation, coverage
requirements are reviewed not only when policies are renewed,
but also on a regular basis together with local and global advisors.
GN takes out insurance policies for liahility, property damage and,
when found appropriate and financially feasible, consequential
loss. Liability and property damage coverage is subject 1o global
and local standards. The Executive Management ensures that cov-
erage always complies with GN's policies, reflects GN’s exposure,
and keeps the Supervisory Board updated on the scope and extent
of the insurance program.

Foreign Currency

GN has currency exposure only in connection with commercial
transactions. GN does not raise loans or place surplus cash in for-
eign currency unless doing so reduces a currency exposure. With
more than 70% of revenue and costs generated in US doltars or US
dollar-related currencies, GN's long-term industrial competitiveness
and its EBITA are resilient to likely US dollar fiuctuations. Short-

-

term fluctuations in the dollar would impact profit as and when
products manufactured at a given exchange rate are sold at a dif-
ferent exchange rate at a later point ins time. In the longer term,
Asian currencies will take on added impertance in terms of both
revenue and costs.

Funding and Capital Structure

At December 31, 2006, GN had an equity ratio of 66% and net
interest-bearing debt of DKK 1,387 million. The debt was mainly
DKK-denominated with duration of fess than one year, reflecting
the asset comnposition with few long-term assets other than good-
will. Other things being equal, a one-percentage-point increase

in GN’s funding costs would increase net interest expenses by ap-
proximately DKK 14 million assuming an unchanged level of debt.

After the divestment of GN ReSound is completed, GN intends
to repay all debt and return approximately DKK 12.4 billion to the
shareholders by way of a capital reduciion. As soon as the final fig-
ure for the net proceeds from the GN #eSound safe is known, GN
will pay an additional amount to shareholders through a new share
buyback program, which will result in GN subsequently holding DKK
1 billion in liquid funds. Holding liquid funds of DKK 1 billion is the
future target for GN's capital structure, as the Supervisory Board and
the Executive Management believe such amount 10 be necessary
10 give the company sufficient flexibility to make attractive invest-
ments that will support the underlying business. Any adjustments
to the size of the liquid funds resulting from GN's future free cash
flows will be made predominantly through share buybacks, as these
are the most appropriate means of distribution for many sharehold-
ers from a tax perspective, and because for most of the remaining
shareholders this method is as least as attractive as dividend pay-
ments.

After the divestment of GN ReSound has been finalized and the
net proceeds have been paid to shareholders, a one percentage
point change in interest rates will impact interest income by approxi-
mately DKK 10 million per annum,

Financial Credit Risks
GN holds most of its cash funds as short-term money market de-
posits with banks that have a satisfactory rating with Moody' or
Standard & Poor's. GN has a policy of never having an exposure to
a single financial counterparty for more than 2.5% of such party's
capital and reserves, The policy can be departed from in special
circumstances if the counterparty has a high credit rating. For ex-
ample, GN expects to exceed this limit when placing liquid funds
with a few financial institutions for the period from when the net
proceeds from the sale of GN ReSound are received until the funds
are paid to shareholders.

GN had cash and cash equivalents of DKK 47 miflion at December
31, 2006. As previously mentioned, liquid funds will be in the DKK 1
billion range in the future.
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Corporate Governance

The Copenhagen Stock Exchange published its “Corporate Gov-
arnance Recommendations” on October 6, 2006, as part of the
disclosure requirements applying to companies listed on the stock
exchange. The recommendations are based on a core “comply or
explain” principle, making it legitimate for a company to either
comply with or explain why it has resolved not to comply with the
recommendations.

The recommendations take effect for the 2006 financial year, and
the following provides GN's comments on eight key points of the
recommendations.

1} THE ROLE OF THE SHAREHOLDERS AND THEIR INTERACTION
WITH MANAGEMENT

GN endeavors to provide adequate and timely information simulta-
necusly to the market in order to provide the necessary framework
through which the share price will always reflect GN's results and
its strategic potential.

In order 1o ease communication between GN and GN's sharehold-
ers and to make it less cost intensive, the shareholders attending the
general meeting in March will be asked to approve a proposal that
will allow GN to send publications, convening notices, etc. electroni-
cally in the futuse.

Share Capital and Voting Rights

During the past year, the Supervisory Board has considered the
optimum capital structure for the continuing activities, concluding
that GN should have liquid funds of DKK 1 billion excluding net
debt following the sale of GN ReSound to Phonak. The amount
was determined on the basis of considerations about earnings
volatility and the need to have strategic reserves for special invest-
ments.

GN Store Nord A/S's share capital of DKK 855,052,252 is distrib-
uted on 213,763,063 shares each carrying one vote. There are no
restrictions on ownership or voting rights.

At the Extraordinary General Meeting held in January 2007, it
was resolved that, after a three month statutory claims filing pe-
ricd, GN will reduce the share capital by DKK 21,611,200, equal to
5,402,800 shares, in relation to the share buyback program com-
pleted on June 30, 2006. in addition, GN will make a capital reduc-
tion of DKK 625,080,789 by lowering the nominal value of each GN
share from DKK 4 to DKK 1. The reduction will be effected as soon
as possible after the sale of GN's hearing instrurnent operations has
been finalized.

At the 2006 general meeting, just over 21% of the share capital
was represented directly or by proxy.

The GN share provided a return in 2006 of 2% including divi-
dend.

The GN stack is 100% free float and the company has no domi-
nant shareholders, ATP, Kongens Vaenge 8, DK-3400 Hillered,
Denmark {the Danish Labour Market Suppfementary Pension Fund),
is the only shareholder 1o have reported an ownership interest in
excess of 5% of GN's share capital. GN is estimated to have about
63,000 shareholders. Some 40,000 are registered shareholders,
holding in aggregate just over 67% of the shares in GN.
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Foreign ownership is estimated at about 30%. Members of
the Supervisory Board, Executive Board and other “insiders” hold
70,688 GN shares. The ten largest registered shareholders held
about 30.2% of the GN share capital in aggregate at mid-February
2007. GN holds 5.0% treasury shares, of which 2.5% are held to
cover the share option program.

Pursuant to the Articles of Association, the Supervisory Board has
been authorized to increase the share capital by up to a nominal
amount of DKK 205 million. The authorization is valid until 2010.
At the Extraordinary General Meeting held in January 2007, the
Supervisory Board was authorized to reduce the above-menticned
authorization from DKK 205 millicn to DKK 50 million, subject to,
however, the proposed capital reduction of DKK 625,080,789 being
carried out. The Supervisory Board has also been authorized to in-
crease the share capital as part of the company’s share option plan.
The authorization is for a nominat amount of up to DKK 6 million
and is valid until 2007. In addition, the Supervisory Board has been
authorized to issue employee shares for up 1o a nominai value of
DKK 13.2 million during the period until 2007. No proposal will be
submitted to renew this authorization when it expires. The Asticles
of Association may be amended in accordance with the general pro-
visions of the Danish Public Companies Act.

General Meetings

Notice to convene a general meeting will be announced not more
than four and not less than two weeks prior to the date of the
meeting in one or more Danish national daily newspapers. Such
notice containing the agenda of the general meeting is forwarded
in writing to all registered shareholders. At the annual general
meeting in March, the Supervisory Board intends 1o submit a pro-
posal that future general meetings can be convened electronically.
Authorizations given to the Supervisory Board should be limited to
one particular general meeting and should allow shareholders to
consider each individual point on the agenda.




Proposed Resofutions for the Annual General Meeting

(Summary}

The Board of Directors intends to propose the following to the an-

nual general meeting:

« appropriation of prafitloss for the year, including that no ordi-
nary dividend be paid

» election of members to the Board of Directors

* authorization to issuue share options and shares to employees

» election of an auditor

+ appointment of new registrar

« that electronic communication is introduced

2} THE ROLE OF STAKEHOLDERS AND THEIR IMPORTANCE TO
THE COMPANY

The management ensures that GN maintains ongoing relations
with the company’s stakeholders in order to ensure value enhance-
ment for all stakeholders in both the short term and the long term.
GN believes that this helps to ensure that GN's market capitaliza-
tion reflects both short-term results and long-term strategic op-
portunities.

3) OPENNESS AND TRANSPARENCY

GN’s communications policy requires adequate, timely and simul-
taneous communication to all parties, including the stock market,
shareholders, financial analysts, investors and prospective investors.
All communication with the Copenhagen 5tock Exchange and the
stock market is conducted by the Executive Management as well as
the Investor Relations and the Communications departments.

A large part of the company’s relations with Danish and foreign
sharehotders as well as with prospective investors is cultivated
through meetings organized by banks or stockbrokers. GN took
part in the Companies’ Day arrangement held in May by the Dan-
ish Association of Financial Analysts and in September attended
Dansk Aktiemesse 2006, an annual event promoting private share
ownership, that is hosted by the Danish Association of Sharehotd-
ers. In April, GN held a capital markets day in the United States,
focusing on GN's hearing instrument operations. Also, GN goes on
roadshows in Denmark and internationally following the publication
of each interim report and we also take part in investor conferences.
In 2006, GN had about 250 one-on-one meetings with institutional
investars.

Interim and full-year earnings releases are presented at meetings
arranged for financial analysts, investors and the press. To ensure
that everyone has equal access, these meetings are alt hefd in Eng-
lish at GN's new corporate headguarters in Ballerup, Copenhagen,
and transmitted live on GN's Web site: www.gn.com. Al presenta-
tions are also available from the website. Some 14 financial analysts
in Denmark and abroad provide active coverage of the GN share.
The current list of analysts can be found on www.gn.com/investor/
analyst_coverage. .

Communications comprise written and oral information. GN
makes a dedicated effort to maintain a high level of information,
including making alt GN presentations available on www.gn.com
when they are held. In addition, shareholders and other stakehold-
ers can always contact GN through investor@gn.com and info@gn.

com. GN endeavors 1o reply to all inquiries and maintains proce-
dures 10 ensure that everyone receives a reply, either by mail, e-mail
or telephone.

By registering for a subscription to GN's news and information
services on www.gn.com, interested parties receive electronic news
from GN immediately after the release of stock exchange announce-
ments, including interim and full-year profit announcements, on
the Copenhagen Stock Exchange. GN issued 32 stock exchange an-
nouncements in 2006, eleven of which involved GN's share buyback
from March to June, and six of which involved trading in GN shares
or share options by insiders. The anncuncements are available at
www.gn.com/finvestor/announcemenis/2006.

2007 Financial Calendar

Annual General Meeting.......c......... s March 21
The company's Annual Genera! Meeting will be held at 3:30 p.m.
at the Radisson SAS Falconer Center, 9 Falkoner Allé,

DK-20G0 Frederiksberg, Denmark.

fnterim report 172007 ... N May 3
tnterim report 2/2007 ... August 15
fnterim report 3/2007 November &

4) THE TASKS AND RESPONSIBILITIES OF THE SUPERVISORY
80ARD
Rules of procedure have been drawn up stipulating the duties
of GN's Supervisory Board. The rules are updated when deemed
retevant. The rules of procedure lay down the guidelines far ap-
pointing the chairman and deputy chairman, duties of disclosure,
assignments and responsibilities.

There is also a set of guidelines for the Executive Management’s
reparting to the Supervisory Board.

5) THE COMPOSITION OF THE SUPERVISORY BOARD

The company’s Supervisary Board consists of three employee repre-
sentatives and six directors elected by the shareholders in general
meeting. Among the directors elected by the shareholders, four
have served on the Board for five years or less. The Supervisory
Board held six ordinary meetings in Z006. In addition, the Board
held eleven extraordinary meetings in relation to the divestment

of the hearing instrument operations and related activities in au-
diclogic diagnostics equipment. Each year, the Supervisory Board
prepares a schedule for the coming year’s board meetings.

The Supervisory Board does not use permanent committees, be-
cause GN believes that it is important for all board members to be
involved in all aspects of the company’s business.

No member of the Supervisory Bozrd elected by the general
meeting is or has ever been an employee of GN, and no board
member has any financial interests in the company other than that
of a shareholder. Information on the accupation, other directorships,
shares held in GN and the date elected for each Board member can
be found in the annual report.

The members of the Supervisory Board embody extensive experi-
ence from international businesses in the 1T, pharmaceuticals, foods,
and educational sectors, all of which have previously been relevant
for GN's operations. As a result of GN divesting its hearing instru-
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ment operations and focusing on headsets, the Supervisory Board
proposes 1o change the Board compesition, in order that know-how
and experience on the Board will better reflect the reguirements GN
faces on the consumer electronics market. A proposal 1o that effect
will be submitted for approval by the general meeting to be held on
March 21. The members elected by the shareholders hold office for
terms of one year, and are eligible for re-efection until they attain
the age limit of 70 years.

The work of the Supervisory Board and the Executive Manage-
ment in 2006 was assessed by way of 2 questionnaire and sub-
sequent individual discussions with the Chairman. The results of
the assessments were then discussed in the presence of all board
members,

The Supervisory Board evaluated the work and results of the Ex-
ecutive Management, in particular once a year in connection with
determining remuneration packages, targets achieved and fixing
new targets.

The collaboration between the Supervisory Board and the Execu-
tive Board is also evaluated on a regular basis through discussions
between the CEQ and the Chairman.

6) REMUNERATION OF SUPERVISORY BOARD AND EXECUTIVE
BOARD MEMBERS
The Annual Report provides information about the remuneration
to members of the Supervisory Board and the Executive Board.
Members of the Supervisory Board receive fixed remuneration.
They are not awarded share options, nor do they participate in other
incentive programs. However, a proposal will be submitted to the
shareholders in general meeting on March 21, 2007 that members
of the Supervisory Board receive spedial remuneration for their work
in relation to the sale of G ReSound to Phonak AG.

Share Option Plans

In 2006, 95 employees including the members of the Executive
Management were awarded a total of 983,630 options running for
five years and with an estimated Black&Scholes value of DKK 21.7
million at an average strike price of 85. There were 3,201,943 out-
standing share options at December 31, 2006, corresponding to
1.5% of the share capital. Based on the average strike price of 57,
the outstanding options had a calculated Black&Scholes value of
DKK 114 million. A total of 1,747,252 of the 3,201,943 outstand-
ing share options were held by employees of the discontinuing
operations. New share options awards will be announced at the
Annual General Meeting.

7) RISK MANAGEMENT

GN has adopted and implemented a standard risk management
system so that major strategic and operational risks can be identi-
fied, reported and managed in a uniform and systematic way
throughout GN. The risk management process is conducted annu-
ally and the results are compiled by the corporate risk management
function for presentation of GN's overall risk scenario 10 the Execu-
tive Board and the Supervisory Board. The Annual Report provides
a presentation of GN's material strategic and operational risks.
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8) AUDIT

Pursuant to Danish law, the independent auditors are elected by
the shareholders in general meeting. Rotation of the state author-
ized public accountants signing the financial statements is required
at least once every seven years. This year, the current auditors are
signing GN's Annual Report for the seventh and the second year,
respectively. The audit engagement is concluded with the Executive
Management, which subsequently presents the main points of the
agreement to the Supervisory Board. Candidates are recommended
to the position as auditars on the basis of a specific assessment

of their competence and independeance. The Danish auditors act
restricts the scope of the services an independent auditor may
provide to a listed company. Independent auditors may only pro-
vide advisory tasks approved before such task is commenced. The
advisory tasks provided are specified in the notes to the financial
statements in the classifications of audit-related services, tax assist-
ance and other services.

At least once a year, the Supervisory Board reviews the adequacy
of the internal control systems. At the board meeting when the an-
nual report is reviewed, the board members discuss the internal con-
trol systems with the auditars elected by the shareholders in general
meeting. Based on the auditors’ reporting in the long-form audit
report, the Supervisory Board and the independent auditors discuss
the audit results, the material accounting policies applied, critical
accounting estiimates and the appropriateness of the accounting
policies applied.

The principles for the company's presentation of its financial state-
ments are described in a financial reporting manual applied by all
subsidiaries. Financial reporting is done in a corporate reporting sys-
tem that provides full transparency in each individual reporiing unit
10 the parent company’s Corporate Finance department.

Controlier visits are conducted, among other things, 1o evafuate
internal controt systems of subsidiaries and to ensure that subsidiar-
ies comply with approved principles and policies. The results of the
controller visits are reported to the fxecutive Management, the in-
dependent auditors and the local management.

The Supervisory Board has concluded that the company's current
size and level of complexity does not require the establishment of an
audit committee or an internal audit department.




Discontinuing Operations

With the agreement to sell GN ReSound and GN Otometrics, the
financial results of the Hearing Instrument and Audiclogic Diagnos-
tics Equipment operations will be reported under *Profit {loss) from
discontinuing operations.” This section covers the discontinuing
operations.

Q4 2006
Revenue was DKK 899 million versus DKK 864 million in Q4 2005.
The revenue increase in the fourth quarter of 2006 was the result
of the many new product launches covering alf price segments and
the acguisition of INTERTON effective on November 1, 2005.
Revenue was DKK 347 million in North America, DKK 435 million
in Europe and DKK 117 million in Asia and the rest of the world.
Organic growth was 2%.
EBITA was DKK 130 million against DKK 149 million in Q4 2005.
Resound Pulse, the rechargeable hearing instrument launched in
the high-end segment in October 2006, was well received by the
market, and new products and product upgrades launched in the
past 24 months account for just over 70% of revenue.

Full Year 2006

Revenue was DKK 3,353 million versus DKK 3,111 million in 2005.
The revenue increase was the result of the acquisition of INTERTON
effective on Novemnber 1, 2005 and the many new product launch-
es covering all price segments made during the year.

Revenue was DKK 1,382 million in North America, DKK 1,496
million in Europe and DKK 475 million in Asia and the rest of the
world.

The organic growth rate for hearing instruments and audiologic
diagnostics equipment was 6%, driven in part by the many new
product launches made during the year to strengthen GN's presence
in the mid-price segment.

The ReSound Pixel, ReSound Plus5 and ReSound Pulse 5 hearing
instruments, launched in 2006, have all more than performed in line
with sales forecasts. On the other hand, the ReSound Metrix, the
device launched in 2005, has not.

New products and product upgrades launched in the past 24
manths contributed almost 70% of revenue.

EBITA was DKK 382 million against DKK 553 million in 2005. The
fall was due to an increase in sales of low-end products as welt as
expanded development and marketing activities, but also to non-re-
curring costs relating to the closure of the hearing instrument opera-
tions in Cork, Ireland, and the process relating to the divestrment of
GN ReSound.

The discontinuing operations generated profit after tax of DKK
403 million including adjustment of provisions relating to other dis-
continuing operations, which was in line with the guidance provided
on Qctober 2, 2006.

GN 360 - Operations

Markets

In the past years the market for hearing instruments has grown
by an estimated 5% annually. With the market becoming more
and more competitive, there is a grov/ing need for critical mass in
the hearing instrument industry and for more frequent and faster
product launches in all price categories. This necessitates ever
greater investment in development, marketing and sales. For that
reason, GN concluded after investigating the strategic options for
GN ReSound and the relative operations in GN Otometrics that the
best option for these business activitics would be to allow GN Re-
Sound become a part of the industry consolidation.

Sales

GN launched 11 new hearing instrumenis in 2006, more than in
any other year. GN sells most of its hearing instruments to large
and small independent hearing aid dispensers. Audiologic diagnos-
tics equipment is sold to hearing clinics, hospitals, ear-nose-throat
specialists and, on a smaller scale, to OEM customers.

Prices

GN offers a portfolio of products covering all price segments. The
ReSound Pixel and the ReSound PlusS were faunched in the mid-
price segment in the spring of 2006. GN increased the proportion
of revenue from the mid-price segment from 29% to 42%.

Manufacturing and Distribution

In April, GN completed the refocation of production and the global
distribution center previously based in Cork, Ireland to China and
Denmark, respectively. The cost reductions of DKK 40 million are
expected to take full effect in 2007.

In June, GN sold its 25.2% stake in UK-based hearing instrument
dispensing ¢hain Ultravox Holdings Ltd. to the international hearing
instrument distributor Amplifon $.p.a., while at the same time sign-
ing a long-term supply agreement with Amplifon. The agreement
mainly covers existing orders to the most important European mar-
kets, including the Netherands, France, Switzerland, Spain, kaly, the
UK, Germany and Hungary.
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Investor-specific Statements

Earnings, Cash Flows and Balance Sheet Items by Business Area for Continuing Operations

GN Store Nord's consolidated and parent company financial statements are presented in accordance with the provisions of the Interna-
tional Financial Reporting Standards as adopted by the EU and additional Danish disclosure requirements for annual reports of listed

companies.

These standards, regulations and guidelines do not include the
concepts of EBITDA and EBITA, which are often applied in a valua-
tion of a company's profitability and in comparisons of GN with its
competitors or other comparable companies.

(N defines EBITA as the operating profit before impairment of
goodwill and amortization of other intangible assets acquired in
company acquisitions.

EBITDA is defined as EBITA before depreciation of property, plant
and equipment. Amortization of development projects developed
in-house, etc., is included in both EBITDA and EBITA,

The International Financial Reporting Standards require that im-
pairment of property, plant and equipment, internally generated in-
tangible assets are treated as ordinary items and, to the extent possi-
ble, included under the respective functions in the income statement,
as “Preduction costs”, “Development costs”, "Selling and distribu-
tion costs” and "Management and administrative expenses” etc.

For the purpose of calculating EBITA and EBITDA operating profit
is adjusted for the following;

« Impairment of goodwill and other intangible assets acquired in
company acquisitions, as these are recognized in EBITA cf. the
Group's definition,

* Write-downs on other assets, which according to the IFRS
income statement classified by function are recognized in the
costs of individual functions, including manufacturing, selling
and distribution costs, and management and administrative ex-
penses, but which are considered to be non-recurring items in
an investor-specific income statement.

= The share of profit from associates which is not considered a
part of EBITA,
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The EBITA figure is then adjusted for ordinary depreciation of prop-
erty, plant and equipment, resulting in the EBITDA figure.

Business Area Operations

The statements contain earnings of each business area, Contact
Center & Office Headsets and Mobile Headsets and other, for the
last eight quarters.

The presentation also centers on the earnings concepts of EBITDA
and EBITA, and performance is shown through changes in revenue,
gross profit, overheads excluding developments costs, depreciation
and amortization and expensed development costs.

Pro-forma Balance

In accordance with IFRS 5 the value of discontinuing operations is
shown in a separate line item undar assets for 2006. Accordingly,
the balance sheet at the 2006 year end is not directly comparabie
with the balance sheet at the 2005 year end. For ease of compari-
son, the investor-specific statements contain a pro-forma balance
sheet with a restatement of 2005 figures. Comments in the Man-
agement’s report on the balance sheet and the development in
significant balance sheet items are based on the pro-forma balance
sheet.

Cash Flow Statement by Quarterly Period and by Business Area
The statements also provide, for the past eight quarters, changes
in cash flows from operating activ ties before changes in working
capital, changes in working capital, cash flows from operating
activities before financial items, ta<es paid and restructuring costs,
cash flows from operating activities, cash flows from investing ac-
tivities and cash flows from financing activities,

The presentation and the method of calculation applied are iden-
ticat to what is used in an IFRS cash: flow statement.




Investor-specific Income Statement per Quarterly Period — continuing operations

m Q2 Q3 04 Total Qi Q2 Q3 Q4 Total

2005 2005 2005 2005 2005 2006 2006 2006 2006 2806
{DKK millions) {unaud.} {unaud.} {unaud) (unaud.) faud.} (unaud) {unaud) {unaud.) {unaud} {aud.)
Revenue 642 860 1,085 %46 3,533 915 947 ral 840 3,413
Production costs {338) (535) (703} 1528) (2.074} (529) {614) 482) (554) 12179
Gross profit 304 355 332 218 1,459 386 313 229 286 1,234
Incurred development costs (23) (36) {30} (45) (134} (40) (56) 43) {40) (179
Selling and distnbution costs {137) (153) (169} {(170) {629} (195) {215) (200 (166} {783)
Management and administrative expenses {69) (79) {85} (86) {319} (82) (56) (89) {66) (323)
Other operating Income - 3 - - 3 - 1 4 {n 4
Operating profit (loss) before capitalization and
amortization of development costs, amartization
and impairment of intangible assets acquired
in company acquisitions 75 90 98 17 380 69 {3 {106) 13 {47}
Capitalized development costs 12 22 16 20 70 23 a5 24 24 96
Amortized development ¢osts {14) {15) {15} {15) {59} (16} (16} {17) {15) (64)
EBOTDA 73 97 99 122 391 76 {14) (99) 22 {15)
Depreciation and amertization refating 1o’
Praduction {5) {6) {7} (7) {25} (9) 9 (13) (14) (a5)
Selling ard distnbution - i {1 - 2) {1 [43] (1) )] {a)
Adrministration auy (10) {10y [§R))] {42} {9) 12) (13) (22} (56)
EBITA 57 80 B1 104 322 57 {36) {126) (15} (120}
Share of profit (oss) in associates . . 3) (3) - - -
Amortization of other intangible assets
acquired 1n company acquisitions (2) (3) (2 (3) {10) {2) (2) (2} (3) (9
Impairment - - - - - - - - - -
Earnings before interest and tax (EBIT) 55 17 79 93 209 55 {18) {128) {18) {129)
Gains (losses) on disposal of discontinuing operaticns - - 13 13 5 2 4 1 12
Capnal gaing (losses) on shares, dwidends 2 1 . . 3 . . - - -
Financial iterns,_net ] 9 ) 2 18 8 & (1] (28) 37
Earnings before tax (EBT) 63 ar 80 113 343 52 3 {131) (45) {154)
Margins:
Gross profit margin 47.4% 41.3% 35.2% 45.2% 41.3% 42.2 % 352 % 322% 34.0% 36.2%
EBITA margin 8.9% 9.3% 75% 11.0% 9.1% 62% 38% (17.9)% {1.8)% {3.5)%
EBITA margn, excl. capitalization and amortization of
developmen? costs 92% B.5% 7.4% 105% 88% 5.5% Aa%  (187% {2.9% (4.51%

The accounting abbreviations EBITDA and EBITA are not defined in International Financial Reporting $tandards as adopted by the £U.
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Quarterly Operations by Business Area — continuing operations

Q1 Q2 Q3 Q4 Total o] Q2 Q3 g4 Total

2005 2005 2005 2005 2005 2006 2006 2006 2006 2006
{DKK millions) (unaud.) (unaud) (unaud.)} {unaud.) {aud.} _(unaud.) funaud.) {unaud} {unaud.) {aud.}
Revenue
Contact Center & Office Headsets 342 373 380 454 1,549 447 386 349 405 1,587
Mobile Headsets 292 482 699 487 1,960 463 556 355 435 1,809
Cther * 8 5 3 5 24 5 5 7 - 17
Total 642 860 1,085 946 3,533 915 947 7 BAD 3413
Gross profit
Centact Center & Office Headsets 222 249 748 P21} 1.610 288 229 205 246 966
Mabile Headsets 74 10 128 122 425 95 98 18 40 251
Cther * 8 5 6 5 24 5 6 6 - 17
Total 304 355 382 418 1,459 386 323 229 286 1,234
Qverheads exciuding development costs
and depreciation and amortization of asses
Contact Center & Office Headsets {131 {150) {162} {169) (6812) (386) {205} 21 (152} {760)
Mokhile Headsets 163) 62) {76} {68) (269) 82} (82) {71} (74} (30%)
Other * (02 19)] {16} {19) (64} 9) {13) {4) 7} (33)
Total (206) (229) (254} (256} {945) 277 {200) {292) {233) __{1,102)
Expensed development costs
Centact Center & Office Headsets [§]8)] {10} {11} (17) (48} (13} 122) 16) {12} (63)
Mabile Headsets (1%) [$1] {18} {23) (75} 20} (26) {21} (19} (86)
Other * - - - - - - 4 1 - 2
Tatal (25) {29} (29) (40) (123 (33) (47) {36) 313 (147}
EBITDA
Centact Center & Office Headsets 81 89 75 105 350 B7 2 {28) 82 1432
Mohile Headsets &3] 20 34 3 81 " (0 {74) (53} {144)
Other * 1] (12) {10} {14) 120} 4] {6) 3 (v 14)
Total 73 97 99 122 391 76 {14} 199} 22 {15)
Depreciation and amortization
Centact Zanter & Office Headsets [4]4)] (8) (%) ao 137 8 {9} (1 {12) {40}
Mobile Headsets 4] (5) {5} (B! 20 7} (8 {10} (15 (40)
Other * {2) 4 {4} {2) 12) @ {5 ] 110} (25)
Total (18) {17} {18} {18} (69 (19) (22} 27) (37} {105}
EBITA
Centact Center & Office Headsets n 81 66 as 313 79 (7} (39) 70 103
Mobile Headsets (8) 15 29 25 61 (14 {18) (84) [{53] (184}
Other * (6) {16) (14} {16) 152) 8 {11) {3 an (39}
Total 57 B0 a1 104 322 57 {36} (126) {15} {120)
EBITA margin
Coniact Center & Office Headsels 08% 21.7% 174% 209% 202 % 177 % (LBI% {(112)% 17.3% 6.5 %
Mobile Headsets {2.7)% 3.1 % 4.1 % 5.1 % 31 % {3.00% (3.2)% (23.7)%  {15.6)% {10.2)%
Total B.9 % 93 % 75% 11.0% 9.1 % 62 % (1.8)% (12.7)% (1.8)% (3.5)%

*) “Other” comprises the Telegraph Company, GN Ejendomme, corporate staff, carporate finance and efiminations.
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Expensed Development Costs - continuing operations:

Qi Q2 Q3 Q4 Total [#3] Q2 Q3 Q4 Total

2005 2005 2005 2005 2005 2006 2006 2006 2006 2006
[DKK millions) {unaud.) (unaud.) (unaud) {unaud) {aud.) {unaud} (unaud) (unaud.) (unaud.) aud.
Incurred development costs®
Contact Center & Of‘ice Headsets {10} {13} (12) {22} (59) {16} (25) (18) (t7) {n
tachile Headsets (13} {21} {18} (23} {75) 24) [£43] (26) 23) (104
Cther * - - - - . - 1 1 - 2
Total (23} {36} (30} {45) (134) {40} {51 {43) (40) (179)
Capitalized development costs
Contact Center & Off.ce Headsets 5 0 6 10 N 9 9 8 10 36
Mobile Headsets 7 12 10 i0 39 14 15 16 14 60
Total 12 22 16 20 70 23 23 24 24 96
Amartized development ¢osts
Contacl Certer & Olnce Headsets (5} 15 (5} (S} (20} 15) (3} (6) {5} (22)
Mobile Headsets 19} (10) (o} (o (39) {10) a1 an [410)] (42)
Total (14} (15) {15} (15} {59} (16) (19} 7 {15} (64)

*} Incurred development costs do not include share of amortization of other intangible assets acquired in company acquisitions.

Pro-forma Balance Sheet

Balance Sheet at December 31 — Assets

Balance Sheet at December 31 - Equity and Liabilities

Assets Consolidated Equity and Liabilities Consolidated
2006 2005 2006 2005
(DKK milligns} {oud.} (unaud.) (DKK millions} {awd.) (unaud.)
Non-current assets Equity
Goodwll 455 502 Share capital 855 879
Development projects, developed in-house 15 82 Foreign exchange adjustments {1,531) {1,086}
Software 66 43 Proposed dwidends for the year - 132
Patents and nghts 4 [} Retained earnings 5,576 5424
Telecommunications systems 27 33 Total equity 4900 5,349
Other intangible assets 79 94
Total intangible assets 746 763 Non-current liabilities
Bank loans 1.250 406
Factory and off ce buddings 244 77 Pension obligatons and similar ebhgations 1 1
Leasehold improvements 6 1 Deferred 1ax 72 109
Plant and machinery 73 43 Other provisions 21 k)]
Operating assets and equipment 26 26 Total non-current liabilities 1,344 541
Telecommunications systems . -
Assets under construction 152 72 Current liabilities
Total property, plant and equipment 501 229 Payabtes to discontiuned operations - 55
Bank loans 162 217
Other securities 4 4 Trade payables 220 280
Other recaivables 10 " Amounts owed 10 associates - -
Deferred tax assets 196 172 Tax payable 10 -
Total other non-current assets 210 187 Other payables 270 257
Total non-current assets 1,457 1,179 Other provisions 55 27
657 836
Current assets Labiiues associated with assets classified as held for sale 1,326 1,365
{nventories 36 427 Total current liabilities 1,983 2,201
Trade receivables 604 720 Total liahitities 3327 2,742
Receivables from discontiuned operations 14 -
Tax recewvable B9 38 Total equity and liabilities 8,227 8,091
Other receivables 73 126
Prepayments 31 30
Total receivables 811 914
Cash and cash equivalents 47 27
Assets held for sale 5,596 5,544
Total current assets 6770 6,912
Total assets 8,227 8091
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Quarterly Statement of Cash Flows — continuing operations

o] ] Q2 Q3 Q4 Total o} ] Q2 Q3 Q4 Total

2005 2005 2065 2005 2005 2006 2006 2006 2006 2006
{DKK millions) {unaud.} (unaud) f{unaud.) {unaud.) faud.) {unaud.) (unaud.) [(unaud.) (unaud.) (aud.)
Operating activities
Earnings before interest and tax (EBIT) 53 78 21 97 309 57 (37} (i31) 8 (129}
Depreciation, amaortization and impairment 32 35 35 39 141 36 42 48 58 184
Other adiustments 16 10 7 15 48 bl {1} 45 (34) 12
Cash flow from operating activities before changes in
wortking capital 101 123 123 151 498 a5 4 {38) & 67
Change in inventories 38 (19) (145) [CY)] {183) 45 (86) (32) 133 =]
Change in recevables (38) {176} (160} 20 (294) 15 2n 4% n 126
Change in trade payables and ciher payables 28 143 135 {186) 120 3 45 (207) 130 (1
Total changes in working <apital 2B (52) {170) {163) (357) a1 {62) (90) 246 185
Cash flow from operating activities before financial
items, restructurings and tax 129 Fal 47) (12) 141 186 {58) {128) 252 252
Recewed and paio firancial items, net 1 2 1 2 & (6}, 7 1 (44) 46)
Restructurings, pad (2) - - {2) (4} - - - - -
Tax paid, net (&) - . . {6} (2} 2) 2} 31 25
Cash flows from operating activities 122 73 (46} 12) 137 178 {67} {119) 239 23
Investments
Development projects, acguired and developed in-house {n 23) (17} (19} (70) 23} (25) (25) (23) (96)
Acquisition of cther intangible assets and property,
plant and eguipment, nel (13) (14) (30) (55) {112) (100} (137) (83) (91) {411)
Acguisition/disposal of other non-current assets, net 1 ) 1 2 3 - . - - -
Acquisition/disposat of listed securities 2z 1 - - 3 - - - - .
Disposa! of discontinuing operaticns, incuding settled
liabilties 1 relation to discontinuance of operatians - - .- 1 1 - - 49 - 49
Cash flows from investing activities (21} {37 (46) 1) {175) {123) (162) {59) (114) (458)
Cash flows from operating and investing activities 101 36 (92) {83) (38) 55 {229) {178) 125 (227)
Financing activities
Increase/decrease of short-term liabibties 7 89 (32) 32 96 (114} a4 22 (68) {119)
Acquisition of treasury share {51} {349) - - {400) (52} (348) - - {400)
Share options exerciced 1 Eld 4 A 35 21 2 £ 32 60
increasefreduction of non-current Labilties {51} 194 43) 202 302 300 551 (58) 5} 850
Paid dividend ta shareholders (103} (24) - - {127} (103} 21 - - {122}
Change in balances with discontinuing operations 97 43 148 (152) 136 78} (31) 225 47) 6%
Foreign exchange agdjustments etc. 7 - 2) (3) 2 2 26 )] (&) (8)
Cash flows from financing activities (93) (17) 75 83 48 {24) 220 164 (32) 328
Net cash flows from continuing operations 8 19 {17} - 10 31 {9) {14) 93 101
ez casn flows from discontinuing operations 19 9 2%) i3 37 118} 139 {149} G (300
Net cash flows 27 28 (46} 38 47 13 130 {163) 21 1
Cash and cash equivalents, beginning of the pericd 67 a5 124 79 67 120 132 261 98 120
Foreign exchange adjustments, cash and cash equivalenis 1 1 1 (1} 2 [} () - (1) [€]]
Cash and cash equivalents, beginning of the period* 658 96 125 78 69 119 tER 261 97 117
Cash ang cash equivalents in acquired companies - - - 4 4 - - - - -
Cash and cash equivalents, end of the period* 85 124 79 120 120 132 261 98 118 18
* Cash and cash equivalents, beginnning and end of the period contain both continuing and discontmuing operations.
Quarterly Cash Flow Statement by Business Area - continuing operations
Cash flow from operating activities befare changes in
working capital
GN Netcom 104 135 131 162 532 99 13 40) 30 82
Other (3 12 &) 1) (34) 14 )] 2 1) (15)
Total 101 123 123 151 498 a5 4 (38} [ 67
Cash flow from operating activities before financial
items, restructurings and tax
GN Netcom 129 86 (41) (1} 173 170 (14) {105) 194 245
Other - {as) ()] (1) (32) 16 (44) (23) 58 7
Total 129 EA] (47} (12) 143 186 (58) {128} 252 252
Cash flows from operating activities
GN Netcom 109 74 (51) {11 121 154 {33 {100) 170 191
Gther . 13 m 5 m 11 24 34 (19) &9 40
Total 122 73 (46} (12) 137 178 {67) {119) 239 231
Cash flows from investing activities
GN Netcom (22) 37N 42) {54} {155) (44} [Cly] (35) (49) {168)
Other 1 - ) (17 (20) (79} (122) (24) (6%) {290
Total 21} {37) {46} (71) {175} (123} {162) {59} {114} {458)
Cash flows from operating and investing activities
GN Netcom a7 37 93) (85) (34) 110 {73) {135) i1 23
Other 14 (U] 1 (18) ) {55} (156 43 4 {250}
Tota! 101 36 (92} (83) (38) 55 {229) {178) 125 (227)
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SUPERVISORY BOARD

Mogens Hugo Jorgensen
Chairman

Member of the Board since 1994,
age 63

Remuneration: DKK 600,000

No. of GN shares held: 23,572

Chairman of:

Dampskibsselskabet *"NORDEN" ASS
Nordea Danmark-Fonden

Amminex A/S

Danelec Electronies A/S

Finn Junge-Jensen

Deputy Chairman

Member of the Board since 1990,
age 62

Remuneration: DKK 400,000

No. of GN shares held: 22,050
Dean, Copenhagen Business
School

Deputy Chairman of:
Symbion A/S

Board member of:
Zacco ASS
Teknologisk Innovation A/S

Jorgen Bardenfleth

Member of the Board since 2003,
age 51

Remuneration: DKK 200,000

No. of GN shares held: 2,000
Country General Manager, Micro-
soft Danmark A/S

EXECUTIVE MANAGEMENT

L

President & CEQ

Member of the Executive Management since
October 2, 2006, age 48

Salary: DVK 0.9 sillion (Oct, 2-Dec 31}
Options cranted: 84,951 (exercise price 80}
QOptions Feld: 84,951 (avg. exercise price 8()
No. of GM shares held: 0

Toon Bouten

Asger Domino

Member of the Board since 2003,
age 47

Remuneration: DKK 200,000

No. of GN shares held; 2,500

Chairman of;
Buhl & Bensoe ASS

Per Harkjar

Member of the Board since
2002, age 49

Remuneration: DKK 200,000
No. of GN shares held: 6,000
President & CEO of Findus AB

Jens Bille Bergholdt

Employee representative

Member of the Board since 2001,
age 38

Remuneration: DKK 200,000

No. of GN shares held: 426

VP, IR, Treasury & Risk Manage-
ment, GN Store Nord A/S

Nikolai Bisgaard

Employee representative
Member of the Board since 2006,
age 55

Remuneration: DKK 200,000

No. of GN shares held: 5,540

VP, IPR & Industry Relations, GN
Store Nord A/S

Lise Kingo

Member of the Board since 2005,
age 45

Remuneration: DKK. 200,000

No. of GN shares held: 2,000
Executive Vice President, Novo
Nordisk A/S

Christian Bjerrum-Niese
Employee representative
Member of the Board since
2006, age 39

Remuneration: DKK 200,000
No. of GN shares held: 1,500
Manager, Strategic Partnerships,
GN A/SS

INFORMATION PROVIDED BY BOARD MEMBERS AT FEBRUARY 22, 2007

Jens Due Olsen

Executive vice president, CFQ

Member of the Executive Management
since 2001, age 43

Salary; DK 3.3 million

Bonus: DEK 0.6 million

Options granted; 44,973 (exercise price B6)
Options held: 267,388 stk. (avg. exercise
price 44}

No. of GN shares held: 5.100

Board member of:

Cryptomathic A/S

ndustriens Pensionsforsikring A/S
NKT Hold.ng A%

of GN ReSound ¢ Phonak.,

Remuneration to the Executive Management and the Supervisory Board
Remuneration of the Executive Management is based on a fixed base salary plus a potential bonus for Yoon Bouten of up to 100% and for Jens Due Qlsen of
up to 30% of the base salary. Bonuses are subject to the performance of GN' profit before tax and the cash flow from operating activities. Options are granted
to members of the Executive Management. The company does not make pension contributions in respect of members of the Executive Management. Toon
Bouten has a severance agreement and a change-of-control agreement on market terms. At final closing of the divestment of GN ReSound, Jens Due Olsen wiil
receive a transaction bonus of a minimum of one years’ salary. In connection with the divestment of GN ReSound, a reduced resignation period for Jens Due
Qlsen has been agreed. In case of resignation, lens Due Olsen is entitled to a resignation-compensation of two years salary. No member of the Executive Ma-
nagement bought or sold any GN shares or exercised any options guring 2006.
Mogens Hugo Jergensen, Asger Doming, Per Harkjar and Lise Kingo of the Supervisory Board bought shares in 2006.
Share options are not granted to members of the Supenvisory Board.
The Board proposes to the AGM that it approve an increase in the board remuneration in 2006, such increase reflecting the workload associated with the sale
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STATEMENT BY THE EXECUTIVE MANAGEMENT AND THE SUPERVISORY BOARD

The Executive Management and the Supervisory Board have today discussed and approved the annual report of GN Store Nord A/ for the financial year 2006.

The annual report has been prepared in accordance with International Financial Reporting Standards as adopied by the EU and additional Danish disclosure reguirements
for annual reporis of tisted companies, We consider the accounting policies used to be appropriate. Accordingly, the annual report gives a true and fair view of the
Group's and the parent company's financial position at December 31, 2006 and of the results of the Group’s and the parent company’'s operations and cash flows for the
financial year 2006.

We recommend that the annual report be approved at the annual general meeting.

Ballerup, February 22, 2007

Executive Management

Toon Bouten Jens Due Olsen
CEQ

(45 of October 2, 2006)

Supervisory Board

Mogens Hugo Jergensen Finn Junge-lensen Jorgen Bardenfleth
Chairman Deputy Chairman

Asger Domino Per Harkjeer Lise Kingo

Jens Bite Bergholdt Nikolai Bisgaord Christian Bjerrum-Niese

INDEPENDENT AUDITORS' REPORT

To the shareholders of GN Store Nord A/S

We have audited the annual report of GN Store Norgt A% for the financial year January 1 - December 31, 2006, which comprises the staternent by the Executive Ma-
nagement and the Supervisory Board on the annual report, Management's report, income statement, balance sheet, statement of recognized income and expense,
statement of changes in equity, cash flow statement and notes for the Group as well as for the parent company. The annual report has been prepared in accordance
with Internationa! Financial Reporting Standards as adopted by the EU and additional Danish disclesure requirements for annual reports of listed companies.

The Executive Management and the Supervisory Board's responsibility for the annual report

The Executive Management and the Supervisory Board are responsible for the preparation and fair presentation of this annual report in accordance with Internationa’
Finandial Reporting Standards as adopted by the EU and additional Danish disclosure requirements for annual reports of listed companies. This responsibility includes:
designing, impiementing and mainiaining internal control relevant to the preparation and fair presentation of an annual report that is free from material misstatement,
whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumnstances.

Auditors' responsibility and basis of opinian

Qur responsibility is to express an opinion on this annual report based on our audit. We conducted our audit in accordance with Danish Standards on Auditing. Those
standards require that we comply with ethical requirernents and plan and perform the audit to obtain reasonable assurance whether the annual report is free from mata-
rial misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the annual report. The pre cedures selected depand on the auditors’
judgment, including the assessment of the risks of material misstatement of the annual report, whether due to fraud or error. In making those risk assessments, the auditors
consider internal control relevant tc the Company's preparation and fair presentation of the annual report in order to design audit procedures that are appropriate in the
dreumnstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control, An audit 2lso includes evaluating the appropriate-
ness of accounting policies used and the reasonableness of accounting estimates made by the Executive Management and the Supervisory Board, as well as evaluating the
overall presentation of the annual report.

We believe that the audit evidence we have obtained is sufficient and appropriate 10 provide a basis for our audit opinion.

Qur audit did not result in any qualification,

Opinion

In our opinion, the annual report gives a true and fair view of the Company’s financial position at Decermnber 31, 2006 and of tha2 results of the Company’s operations
and cash flows for the financial year January 1 - December 31, 2006 in accordance with International Financial Reporting Stand.rds as adopted by the £U and additional
Danish disclosure reguirements for annual reports of listed companies.

Copenhagen, February 22, 2007

KPMG C.lespersen
Partnership of State Authorized Public Accountants

¥urt Gimsing Peter Gath
State Authorized State Authorized
Public Accountant Public Accountant
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CONSOLIDATED PARENT COMPANY

Note {DKK millions) 2006 2005 2006 2005
3 Revenue 3,413 3,533 16 19
4,6,8 Production costs (2,224) (2,099) (1) (1)
Gross profit 1,189 1,434 15 18
4,56 Development costs {(151) {126) - -
4.6 Selling and distribution costs (792) (638} - -
4,6,7,8 Management and adminisirative expenses (379) (361} (53) (50)
Other operating income 4 3 3 -
Operating profit {loss) before share of profit (loss)
in subsidiaries and associates {129) 312 {35) (32)
9 Dividends from subsidiaries - - - 2
10 Share of profit (loss) in associates - (3
Operating profit (loss) {129) 309 (35) (30)
Gains/losses on disposal of operations 12 13 12 13
Profit {loss) before financial items (117) 322 (23) (17)
1 financial income 24 36 110 77
12 Financial expenses {61) {15) (i05) (57
Profit (loss) from continuing operations before tax (154) 343 (18) 3
13 Tax on profit {loss) from continuing operations 99 (65) 55 (22}
Profit (loss) from continuing operations (55) 278 37 (19)
4,.6,7,
8,14 Profit from discontinuing operations 403 572 5
Profit (loss) for the year 348 850 42 (19)

Proposed profit appropriation/distribution of loss

Retained earnings 42 {151}
Proposed dividends for the year 0% (15% in 2005) - 132
42 (19)

38 Earnings per share (EPS)

Earnings per share (EPS} 1.71 4.08

Earnings per share, fully diluted (EPS diluted) 1.69 4.04

Earnings per share excluding amortization and impairment of

intangible assets and restructuring etc. 2.20 4,32

Earnings per share excluding amortization and impairment

of intangible assets and resiructuring etc., fully diluted 218 4.28
38 Earnings per share, continuing operations

Earnings per share {EPS) 0.27) 1.34

Earnings per share, fully dituted (EPS diluted) (0.27) 1.32

Earnings per share excluding amortization and impairment of

intangible assets and restructuring etc. (0.24) 1.38

Earnings per share excluding amortization and impairment

of intangible assets and restructuring etc., fully diluted (0.23) 1.37
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Note

15

16

18
19
20
22,27

23

24

21
25
33

30

CONSOLIDATED PARENT COMPANY
(DKK millions} 2006 2005 2006 2005
Non-current assets
Goodwill 455 3,044 - -
Development projects, developed in-house 115 445 - -
Software 66 107 N 6
Patents and rights 4 69 - -
Telecommunications systems 27 33 18 20
Other intangible assets 79 365 -
Total intangible assets 746 4,064 49 26
Factory and office buildings 244 179 -
Leasehold improvements B 46 -
Plant and machinery 73 102 - -
Operating assets and equipment 26 11 4
Leased plant and equipment - 3
Telecommunications systems - -
Assets under construction 152 72
Total property, plant and equipment 501 513 4 -
Investments in subsidiaries - 600 5,384
Receivables from subsidiaries - - 1,499 1,652
Investments in associates - 184 - -
Other securities 4 £
Other receivables 10 27 -
Deferred tax assets 196 5617
Total other non-current assets 210 783 2,099 7,036
Total non-current assets 1,457 5,360 2,152 7,062
Current assets
Inventories 316 747 - -
Trade receivables 604 1,387 19 22
Receivables from associates - 23 -
Receivables from discontinued operations 14 - 14 -
Tax receivable 89 17 48 29
Other receivables 73 301 12 34
Prepayments 31 135 5 6
Total receivables 811 1,864 98 91
Cash and cash equivalents 47 120 - -
Assets held for sale 5,596 - 4,654 -
Total current assets 6,770 2,731 4,752 91
Total assets 8,227 8,091 6,904 7.153

GN STORE NORD — ANNUAL REPORT 2006



Note

34

26
27
28

29

31
32

28

14
30

33
34
35
36
37
38
39
40
41
42
43

CONSOLIDATED PARENT COMPANY
(DKK millions) 2006 2005 2006 2005
Equity
Share capital 855 879 855 879
Foreign exchange adjustments {1,531} {1,086) -
Proposed dividends for the year - 132 - 132
Retained earnings 5.576 5424 3,956 4,282
Total equity 4,900 5,349 4,811 5,293
Non-current liabilities
Bank loans 1,250 409 1,250 400
Capitalized lease obligations - 3 - -
Other long-term payables - 3 -
Received prepayments - 42 - -
Pension obligations and similar obligations 1 78 1 1
Deferred tax 72 146 192 i95
QOther provisions 21 157 5 7
Total non-current liabilities 1,344 838 1,448 603
Current liabilities
Amounts owed to subsidiaries - - 494 i,071
Repayment of {ong-term loans - 4 - -
Bank loans 102 428 62 118
Trade payables 220 464 26 24
Amounts owed to associates - - - .
Tax payable 10 33 - -
Other payables 270 665 a5 15
Received prepayments - 60 -
Oiher pravisions 55 210 - -

657 1,864 627 1,228
Liabilities associated with assets classified as held for sale 1,326 40 18 29
Total current liabilities 1,983 1,904 645 1,257
Total liabilities 3,327 2,742 2,093 1,860
Total equity and liabilities 8,227 8,091 6,904 7,153

Security

Lease obligations

Contingent liabilities, other financiat liabilities and contingent assets
Financial instruments

Government granis

Quistanding shares and treasury shares

Related party transactions

Incentive plans

Acquisition of companies and operations

Other adjustments

Adopted accounting standards for implementation in 2007 or later
Primary and secandary segments
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Note

42

33
V4

32

CONSOLIDATED

PARENT COMPANY

(DKK miilions} 2006 2005 2006 2005

Operating activities

Operating profit {loss) {129) 309 (35) {30)
Depreciation, amortization and impairment 184 141 9 B

Other adjustments 12 & - 1

Cash flow from operating activities before changes in

waorking capital 67 49§ (26} (23)
Change in inventories 60 (183) - -

Change in receivables 126 {294) (6) 1

Change in trade payables and other payables {1) 120 32 i8

Total changes in working capital 185 (357) 26 19

Cash flow from operating activities before financial

items, restructurings and tax 252 141 - (4)
Interest and dividends, etc. received 15 6 101 68

Interest paid (81) - (105) (48)
Restructurings, paid - (1) . -

Tax paid, net 25 [(3)] 41 -

Cash flows from operating activities 231 137 37 16

Investing activities

Acquisition of intangible assets excluding development projects (51 {26) {32) {5)
Development projects, acquired and developed in-house (96) {70) - -

Acqguisition of property, plant and equipment (369) {83) a4 -

Acquisition of other non-current assets - (2) -

Disposal of praperty, plant and equipment 9 2 3

Disposal of other non-current assets - 5 - -

Acquisition/disposal of listed securities - 3 - 3

Company acquisitions and capital contributions in subsidiaries - - (65) (303)
Company disposals - i08 -

Sale of disposed aperatians, including liabilities settled - -

in connection with disposal of activities, etc. 49 1 49 -

Cash flows from investing activities (458) {175) 59 (305)
Cash flows from operating and investing activities (227) (38) 96 (289)
Financing activities

Increase of non-current liabilities 850 300 850 300

increase of shori-term liabilities - - (347) 50

Decrease of short-term bank loans (19 €6 (56) 426

Repayment ard reduction of non-current liahifities . 2 - -

Share options exercised 60 z9 60 39

Acquisitions of treasury shares (400} (400) {400) (400)
Paid dividends 1 shareholders (124) {127 (124) (127)
Change in balances with discontinuing operations 69 136 - -

Foreign exchange adjustments eic. 8 2 - i

Cash flows from financing activities 328 48 (17) 289

Net cash flows from continuing operations 101 i0 79 .

Net cash flows from discontinuing operations (100) 37 {79) -

Net cash flows 1 a7 - .

Cash and cash equivalents beginning of the period 120 67 - -

Foreign exchange adjustments, cash and cash equivalents (3) 2 - -

Cash and cash equivalents, beginning of the period 117 59 - -

Cash and cash equivalents in acquired companies . 4 - -

Cash and cash equivalents, end of the period 118 120 - -

Of which

Cash and cash equivalents continuing operations a7 27 - -

Cash and cash equivalents classified as assets held for sale 71 93 - -

The statement of cash flows cannot be derived using only the other accounting data.
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Statement of recognized income and expense CONSOLIDATED PARENT COMPANY
{DKK millions) 2006 2005 2006 2005
Statement of recognized income and expense - items recognized
directly in equity
Actuarial gains (losses} 6 (25) - -
Foreign exchange adjusiments, etc. (445) 478 - -
Lasses on disposal of investments in subsidiaries - - {81) -
tssued share options 13 17 13 17
Tax on changes in equity 93 (52) 8 (19)
Total income and expense recognized directly in eguity (333} 418 (60) {2)
Profit (loss) for the period 348 850 42 (19)
Total recognized income for the year 15 1,268 (18) (21)
Of which:
Total recognized income for the year, continuing operations (46) 379 (23) 21
Total recognized income for the year, discontinuing operations 61 889 5 -
Consolidated equity Share Foreign
capital exchange Propased
(shares of adjust-  dividends Retained Total

(DKK milliens) DKX 4 each) ments for the year earnings equity
Balance sheet total at December 31, 2004 879 (1,564) 132 5,133 4,580
Total recognized income and expense for the year,
cf. the Statement of recognized income and expense - 478 - 790 1,268
Share options exercised - - - 39 39
Purchase of treasury shares - - {400} (400)
Paid dividends to shareholders - - (127 - {127}
Dividends, treasury shares - - (5) 5 -
Proposed dividends to shareholders - - 132 (132} -
Changes in equity in assoccates - - - {11} (11}
Balance sheet total at December 31, 2005 879 (1,086) 132 5424 5,349
Total recognized income and expense for the year,
¢f, the Statement of recognized income and expense - (445) - 460 15
Capital decrease (24) - 24 -
Share options exercised - - - 60 60
Acquisition of treasury shares - - . (400} (400)
Paid dividends to shareholders - - {124) - (124)
Dividends, treasury shares - - (8) 8 -
Changes in equity in associates - - -
Balance sheet total at December 31, 2006 855 {1.531) - 5,576 4,900
Parent company equity
Balance sheet total at December 31, 2004 879 - 132 4,788 5,799
Change in accounting policies - - 15 15
Total recognized income and expense for the year,
f. the Statement of recognized income and expense - 21 (21)
Share options exercised - - 27 27
Acquisition of treasury shares - - - (400) (400}
Paid dividends to shareholders - - (127} - (127)
Dividends, treasury shares - - (5} 5 -
Proposed dividends to shareholders - 132 (132) -
Balance sheet totat at December 31, 2005 879 - 132 4,282 5,293
Total recognized income and expense for the year,
cf. the Statement of recognized income and expense - - - (18 (18)
Capital decrease (24 - - 24 -
Share options exercised - - - 60 60
Acquisition of treasury shares - - - (400} (400)
Paid dividends to shareholders - - (124} - (124)
Dividends, treasury shares - - (8} 8 -
Proposed dividends to shareholders - - - - -
Balance sheet total at December 31, 2006 855 - - 3,956 4,811
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Note 1 - Accounting Policies

The annual report of GN Store Nord for 2006 has been prepared in ac-
cordance with International Financial Reporting Standards as adopted
by the EY and additional Danish disclosure requirements for annual
reports of listed companies. Additional Danish disciosure requirements
for annual reports are those laid down by the statutory order on the
adoption of IFRS issued pursuant to the Danish Financial Statements
Act and by the Copenhagen Stock Exchange. In addition, the annual
report has been prepared in compliance with the International Financial
Reporting Standards issued by the International Accounting 5tandards
Board {IASB).

CHANGES TO ACCOUNTING POLICIES

GN Store Nord has adopted the principles in JFRIG 11 “Group and
Treasury Share Transactions” as of January 1, 2006. The parent com-
pany recognizes stock options granted to employees in subsidiaries in
the parent company’s equity and with a corresponding increase in the
cost of investments, The implementation of IFRIG 11 increased equity
by DKK 12 million at December 31, 2005 {January 1, 2005; DKK 15
mitlion). The change did not affect tax on the profit {loss) for the year or
deferred tax.

Apart from the change described, the annual report is presented in ac-
cordance with the same accounting policies applied in previous years.

IAS/IFRS effective for the financial year 2006

The amendments to |AS 21, The Effects of Changes in Foreign Ex-
change Rates, and 1AS 39, Financial Instruments: Recognition and
Measurement, both effective at January 1, 2006 have not affected the
financial reporting of GN Store Nord A/S,

DESCRIPTION OF ACCOUNTING POLICIES

Consolidated Financial Statements

The consolidated financial statements relate to the parent company,
GN Store Nord, and the enterprises in which GN Store Nord directly

or indirectly holds more than 50% of the voting rights or where it, in
some other way, has the power to govern the financial and operating
policies of an enterprise. GN Store Nord and its subsidiaries are referred
to as the Group. Group companies are listed on page 70. Enterprises
that are not subsidiaries but where GN Store Nord holds between 20%
and 50% of the voting rights and over which it exercises significant in-
fluence, but where it does not have power to govern the financial and
operating policies, are considered associates. When assessing whether
GN Store Nord exercises control or significant influence, potential vot-
ing rights and options on acquisition of additional ownership interests
are 1aken into account.

The consolidated financial statements are prepared as a consalida-
tion of the financial statements of the parent company and those of the
individual subsidiaries, all of which are presented in accordance with the
Group’s accounting policies. Intra-group income and expenses, share-
holdings, intra-group balances and dividends, and realized and unreal-
ized gains and losses on intra-group transactions are eliminated. On
consolidation, the carrying amount of shares held by the parent company
in subsidiaries is set off against the subsidiaries” equity. Projects and en-
terprises established as joint ventures with joint control are accounted for
by proportionate cansolidation,
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Business Combinations

Enterprises acquired or formed dunng the year are recognized in the
consolidated financial statements from the date of acguisition or forma-
tion. Enterprises disposed of are recognized in the consolidated income
statement until the date of disposal. The comparative figures are not
restated for acquisitions. Discontinuing operations are presented sepa-
rately, see Presentation of discontiruing operations.

For acquisitions of new enterprises in which the parent company
is able 1o exercise control over the ecquired enterprise, the purchase
method is used. The acquired enterorises’ identifiable assets, liabilities
and contingent liabilities are measured at fair value at the acquisition
date. Identifiable intangible assets are recognized if they are separable
or arise from a contractual right, and the fair value can be reliably meas-
ured. Deferred tax on revaluations is recagnized.

Any excess of the cost over the fair value of the identifiable assets,
liabilities and contingent liabilities acquired (goodwill} is recognized as
goodwill under intangible assets. Goodwill is not amortized but is tested
at least annually for impairment. The first impairment test is performed
within the end of the acquisition year. Upon acquisition, goodwill is al-
located 1o the cash-generating units, which subseguently form the basis
for the impairment test. Goodwill nd fair value adjustments in connec-
tion with the acquisition of a foreign entity with another functional cur-
rency than the presentation currency used by GN Store Nord are treated
as assets and liabitities belonging to the foreign entity and translated into
the foreign entity’s functional currency at the exchange rate at the trans-
action date, Negative differences (negative goodwill) are recognized in
the income statement at the acquisition date.

If uncertainties regarding measurement of identifiable assets, liabilities
and contingent fiabilities exist at th2 acquisition date, initiai recognition
will take place on the basis of prelininary fair values. If identifiable as-
sets, liabilities and contingent diabilities are subsequently determined
to have different fair value a1 the azquisition date than first assumed,
goodwill is adjusted up until 12 months after the acquisition. The effect
of the adjustmenits is recognized in the opening balance of equity and
the comparative figures are restated accordingly. Subsequently, goodwill
is only adjusted as a result of changes in estimates of contingent pur-
chase considerations, However, subsequent realization of the acquired
enterprise’s deferred tax assets not recognized at the acquisition date
will require recognition of the tax benefit in the income statement and
at the same time write-down of the carrying amount of goodwill to the
amount which would have been recognized if the deferred tax asset had
been recognized as an identifiable asset at the acquisition date.

For business combinations made prior to April 1, 2004, the accounting
classification is maintained according to the former accounting policies
and goodwill is recognized on the basis of the cost recognized in accord-
ance with |AS 22, Business Combinations, less amortization and impair-
ment losses up until December 31, 2004,

Gains or losses on disposal of subsidiaries and associates that are not
classified as discontinuing activities are recognized in the income state-
ment in the line item " Gains (losses) on disposal of operations” and
determined as the difference between the sales amount and the carrying
amaount of net assets at the date ¢f disposal plus goodwill and antici-
pated disposal costs.

Foreign Currency Translation

Functional Currency and Presentation Currency

Financial statement items for each of the reporting enterprises in the
Group are measured using the currency used in the primary financial
environment in which the reporting enterprise operates. Transactions
denominated in other currencies than the functional currency are



considered transactions denominated in foreign currencies. The con-
solidated finandal statements are presented in Danish kroner {DKK),
which is the functional currency and presentation currency of the par-
ent company.

Translation of Transaction and Amounts

On initial recognition, transactions denominated in foreign currencies
are translated to the functional currency at the exchange rates at the
transaction date. Foreign exchange differences arising between the
exchange rates at the transaction date and at the date of payment are
recognized in the income statement as finandiat income or financial
expenses. Receivables, inventories, payables and other monetary items
denominated in foreign currencies are translated to the functionat cur-
rency at the exchange rates at the batance sheet date. The difference
between the exchange rates at the balance sheet date and at the date
at which the receivable or payable arose or was recognized in the iatest
annual report is recognized in the income statement as financial income
or financial expenses,

Translation of Subsidiaries

On recognition in the consolidated financial statements of foreign enti-
ties with another functional currency than GN Store Nord's presentation
currency, the income statements are translated at the exchange rates at
the wransaction date, and the balance sheet items are translated at the
exchange rates at the balance sheet date. An average exchange rate
for the month is used as the exchange rate at the transaction date to
the extent that this does not significantly distort the presentation of the
underlying transactions.

Foreign exchange differences arising on translation of the opening bal-
ance of equity of such enterprises at the exchange rates at the balance
sheet date and on translation of the income statements from the ex-
change rates at the transaction date to the exchange rates ai the balance
sheet date are recognized directly in equity.

Foreign exchange adjustnent of balances with foreign entities which
are considered part of the investment in the entity are recognized directly
in equity in the consolidated financial statements.

Translation of Associates

Qn recognition in the consolidated financial statements of associates
with another functional currency than GN Stare Nord's presentation
currency, the share of profit (foss) for the year is translated at average
exchange rates and the share of equity, including goodwill, is transtated
at the exchange rates at the balance sheet date. Foreign exchange dif-
{ferences arising on the translation of the share of the opening balance
of equity of foreign associates at the exchange rates at the balance
sheet date, and on translation of the share of profit (loss) for the year
from average exchange rates to the exchange rates at the balance
sheet date, are recognized directly in equity.

Derivative Financial Instruments
Derivative financial instruments are initially recognized in the balance
sheet at cost and are subseguently measured at fair value. Positive and
negative fair values of derivative financial instruments are recognized as
other receivables and payables, respectively, and set-off of positive and
negative values is only made when the Company has the right and the
intention 1o settle several financial instruments net. Fair values of de-
rivative financial instruments are computed on the basis of market data
and generally accepted valuation methods.

Changes in the fair value of derivative financial instruments designated
as and qualifying for recognition as a hedge of the fair value of a recog-

nized asset or liability are recognized in the income statement together
with changes in the value of the hedged asset or liability as far as the
hedged portion is concerned.

Changes in the portion of the fair value of derivative financial instru-
ments designated as and qualifying as a cash flow hedge that is an ef-
fective hedge of changes in the value of the hedged item are recognized
in equity. If the hedged transaction results in gains or fosses, amounts
previously recognized in equity are transferred to the same item as the
hedged item.

For derivative financial instrurnents that do not qualify for hedge ac-
counting, changes in fair value are recognized in the income statement
under financial items.

Changes in the fair value of derivative financial instruments used 10
hedge net investrnents in foreign subsidiaries or associates that are effec-
tive hedges of currency fluctuations in these enterprises are recognized
directly in a separate transtation reserve in equity.

Options on acquisition and disposal of investments in unlisted
enterprises

On initial recognition, options on acquisition and disposal of invest-
ments in unlisted enterprises are recognized in the balance sheet at cost
and are subsequently measured at cost if a reliable measurement of

the {air value can not be made. The cost of options is included in Other
securities.

Government Grants

Government grants relate to grants and funding for R&D activities.
Grants for development activities are recegnized in the income state-

ment as development costs. Grants for the acquisition of assets are set

off against the cost of the assets for which grants are awarded.

Incentive Plans
The Executive Management and a number of executive employees are
included in share option plans (equity-settled plans).

Granted share options are considered as consideration for services
received from employees in the Compzny and are recognized as a salary
cost, The value of services received by the Company from employees in
exchange for share options is measured at the fair value of the options
granted. Fair value is measured at the grant date and recognized over
the period. For the purpose of recognition, an estimate is made of the
number of options expected 10 vest, see description in note 40, That
estimate is subsequently revised for chinges in the number of optiens
expected to vest. Accordingly, recogniton is based on the number of op-
tions that uftimately vested.

The amount is recognized as a salary cost of the respective functions
and segments with a corresponding increase in equity. The fair value of
granted share options is estimated using the Black-5choles option pricing
model, Vesting conditions are taken into account when estimating the
fair value of the share aptions.

Assets Held for Sale
Assets held for sale comprises non-cusrent assets and disposal groups
held for sale. Disposal groups are defined as a group of assets to be dis-
posed of, by sale or otherwise, together as a group in a single transac-
tion, Liabilities associated with assets classified as held {or sale are those
liabilities directly associated with 1he assets that will be transferred in
the transaction.

Assets are dassified as held for sale if the carrying amount will be re-
covered principally through a sale within 12 months in accordance with a
formal plan rather than through continuing use.
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Assets or disposal groups held for sale are measured at the lower of
carrying amount at the date of the dlassification as “held for sale” or fair
value less costs to sell. Assets are not depreciated or amortizec from the
date when they are reclassified as held for sale.

Impairment losses on initial classification as “held for sale” and gains
and losses on subsequent remeasurement at the lower of carrying
amount and fair value less costs 1o sell are recognized in the income
statement in the items to which they relate. Gains and losses are dis-
closed in the notes.

Assets and liabilities are recognized in separate line items in the bal- '
ance sheet and main items are disclosed in the notes.

Presentation of Discontinuing Operations

Discontinuing operations comprise a major unit whose activittes and
cash flows can be clearly distinguished, operationally and for financial
reporting purposes, from the othes business areas and where the unit
either has been disposed of or is held for sale and where the sale is
expected to be carried out within twelve months in accordance with a
formal plan.

The profit (loss) after 1ax of discontinuing operations and value adjust-
ments after tax of related assets and liahilities are presented in a separate
line item in the income statement with comparative figures and disclosed
in the notes. Assets and liabilities of discontinuing cperations are pre-
sented in separate line items in the balance sheet without restatement of
comparative figures, see Assets held for sale, and main items are speci-
fied in the notes. MNet cash flows {rom operating, investing and financing
activities of discontinuing operations are presented separately in the cash
flow statement and disclosed in a note.

INCOME STATEMENT

Revenue

Revenue from the sate of goods and rendering of services is recognized
in the income statement provided that delivery and transfer of risk to
the buyer has taken place before year end and that the income can be
reliably measured and is expected to be received. Extended warranties
are recognized over the term of the contract.

Revenue is measured excluding VAT, taxes and granted cash and
quantity discounts in relation to the sale and expected returns of goods
and rebates. The portion of goods sold that is expected to be returned is
determined based on historical product returns data.

Production Costs
Production costs comprise ¢osts, including depreciation and salaries,
incurred in generating the revenue for the year.

Production costs include direct and indirect costs for raw materials and
cansumables, wages and salaries, maintenance and depreciation and
impairment of production plant and costs and expenses relating to the
operation, administration and management of factories. Also included
are inventory write-downs.

RE&D Costs

R&D costs comprise costs, salaries, and depreciation of operating assets
and equipment directly or indirectly attributable to the Group’s R&D
activities,

Research costs are recognized in the income statement as incurred.
Development projects that are clearly defined and identifiable, where the
technical utilization degree, sufficient resources and a potential future
market or development opportunities in the Company is evidenced, and
where the Company intends to produce, market or use the project, are
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recognized as intangible assets if it is probable that costs incurred will

be covered by future earnings. The cast of such development projects
includes direct wages, salaries, matetials and other direct and indirect
costs attributable to the development projects. Amortization and write-
down of such capitalized development projects are started at the date of
completion and are included in R&D costs. Other development costs are
recognized in the income statement as incurred.

Selling and Distribution Costs

Selling and distribution costs comprise costs relating to the sale and dis-
tribution of products and services, including salaries, sales commissions,
advertising and marketing costs, depreciation and impatrment, etc.

Management and Administrative Expenses

Management and administraiive expenses comprise expenses incurred
for management and administration. Administrative expenses include
office expenses, and depreciation and impairmens, etc. Also included
are losses on trade receivables.

Other Operating Income and Costs

Other operating income and costs comprise items secondary to the
principal activities of the enterprises, including gains and losses on dis-
posal of intangible assets and property, plant and equipment.

Restructurings

Restructuring costs are recognized in the income statement when the
restructuring has been decided on and announced. Restructuring costs
for the year are recognized in the income statement to the extent that
the costs are attriputable to disposal or termination of a line of busi-
ness, ctosing of business premises or transfer of activities from one
country 1o ancther and significant changes in management structure
or other material matters which have a significant effect on the Group’s
activities. Restructuring costs are recognized in the income statement
under the functions 1o which they relate and are specified in a note.

Profit (Loss) from Investments in Associates

The proportionate share of the profit (loss) before tax of the individual
associates is recognized in the income statement of the parent com-
pany less amortization of goodwill and after elimination of the propor-
tionate share of intra-group profits {losses).

Profits {Losses) from Investments in Subsidiaries and Associates
in the Parent Company Financial Statements

Dividend received from investments in subsidiaries and associates is
recognized in the parent company income statement in the financial
year in which the dividend is declated. To the extent that distributed
dividend exceeds the accumulated earnings after the acquisition date,
the dividend is, however, not recognized in the income statement but
recognized as a write-down of the cost of the investment. To the extent
that investments are written down below cost, the write-down is recog-
nized in the income statement.

Financial Income and Expenses

Financial income and expenses comprise interest income and expense,
costs of permanent loan fadilities, gains and losses on securities, re-
ceivables, payables and transactions denominated in foreign currencies,
amortization of financial assets and liabilities etc. Also included are real-
ized and unrealized gains and losse:s on derivative financial instruments
which are not designated as hedges.



Tax on Profit (Loss) for the Year

The parent company is jointly taxed with all Danish subsidiaries. The
current Danish corporation tax is allocated between the jointly taxed
companies in proportion 1o their taxable income. The jointly taxed com-
panies are taxed under the on-account tax scheme.

Tax for the year comprises current tax and changes in deferred tax for
the year. The tax expense relating to the profit {loss) for the year is recog-
nized in the income statement, and the tax expense relating to amounts
directly recognized in equity is recognized directly in equity. Current tax
payable is recognized in current liabilities and deferred tax is recognized
in nen-current liabilities. Tax receivable is recognized in receivables and
deferred tax assets are recognized in other non-current assets.

Deferred tax assets, including the tax base of tax loss carryforwards,
are recognized at the expected value of their utilization; either as a set-
off against tax en future income or as & set-off against deferred tax liabil-
ities in the same legal tax entity and jurisdiction. Deferred tax is measured
using the balance sheet fiability method on all temporary differences
between the carrying amount and the tax base of assets and liabilities.
Deferred tax is not recognized on goodwill unless this is deductible for
tax purposes.

Deferred tax is measured according to the tax rules and at the tax
rates applicable in the respective countries at the balance sheet date
when the deferred tax is expected 1o crystallize as current tax. The
change in deferred tax as a result of changes in tax rates is recognized in
the income siatement.

If a tax deduction on computaticn of the taxable income in Denmark
or in foreign jurisdictions is obtained as a result of share-based payment
programs, the tax effect of the programs is recognized in Tax on the
profit (loss) for the year. If the total tax deduction exceeds the total tax
expense, the tax benefit for the excess deduction is recognized directly in
the balance sheet.

BALANCE SHEET

Intangible assets

Goodwill

Goodwilt is recognized at the date of acquisition in the balance sheet at
cost as described under Business combinations. Subsequently, goodwill
is measured at cost less accumulated impairment losses. Goodwill is not
amortized.

The carrying amount of goodwili is allocated to the Group's cash-gen-
erating units at the acquisition date. ldentification of cash-generating
units is based on the management structure and internal financial con-
trof. As a result of the integration of acquired enterprises in the existing
group, Management assesses that the smallest cash-generating units
to which the carrying amount of goodwill can be allocated are Contact
Center & Office Headsets and Mobile Headsets, see Segment informa-
tion.

The carrying amount of goodwill is tested at least annually for impair-
ment together with the other non-current assets in the cash-generating
unit to which the goodwill is allocated and written down to recoverable
amount over the income statement if the carrying amount is higher. The
recoverable amount is computed as the present value of the expected
future net cash flows from the enterprises or activities to which the
goodwill is atlocated. Impairment of goodwill is recognized in a separate
line item in the income statement.

Development Projects, Patents and Licenses
Intangible assets with a finite useful life are measured at cost less ac-
cumulated amortization and impairment. Amortization is provided on

a straight-line basis over the expected useful lives of the assets. The
expected useful lives are as follows:
Completed development projects
Software

Patents, licenses, trademarks and
other intellectual property rights

1-3 years
3-5 years

up to 20 years

Completed development projects are arnortized on a straight-line basis
over the estimated useful life. The basis of amortization is cafculated
less impairment losses.

Development projects are described under Research and
developrnent costs.

Gains or losses an the disposal of intangible assets are determined as
the difference between the selling price less selling costs and the car-
rying amount at the disposal date, and Jare recognized in the income
statement as other operating income or other operating costs, respec-
tively.

Telecommunications Systems

Intangible assets include telecommunications systems which are not in
the legal ownership of the Group, but from which the Group is contrac-
tually entitled to receive revenue. Amortization of telecommunications
systems reflects utilization during the period in the form of actual traffic
as compared to total forecast traffic cver the term of the contract. The
carrying amount of a telecommunications system may, however, not
exceed what it would have been had amnortization been provided on a
straight-line basis over the expected useful lives of the assets (contract
term). The expected useful lives of telecornmunications systems are as
follows:
Telecommunications systems 5-15 years
Other intangible Assets

Cther intangible assets with an indefiniie useful lfe, including selected
trademarks, are measured at cost less impairment losses. Other intangi-
ble assets are not amortized but are tested for impairment annually.

Property, Plant and Equipment

Land and buildings, plant and machinery and fixtures and fittings, other
plant and equipment are measured at cost less accumulated deprecia-
tion and impairment losses.

Cost comprises the purchase price and costs of materials, compo-
nents, subsuppliers, direct wages and salaries and indirect production
costs until the date when the asset is avaitable for use. Liabilities related
to dismantling and removing the asset and restoring the site on which
the asset is located are added to the cost. Where individual components
of an item of property, plant and equipment have different useful lives,
they are accounted for as separate items, which are depreciated sepa-
rately. interest and other borrowing costs are not included in the cost of
acquisition.

Depreciation is provided on a straight-line basis over the expected use-
ful lives of property, plant and equipment. The expected useful lives are
as fallows:

Buitdings and installations 10-50 years

Leasehold improvements 5-20 years i
Plant and machinery 3-15 years !
Operating assets and equipment 2-7 years ,

Land is not depreciated.
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The basis of depreciation is calculated on the basis of the residuat vatue
of the asset less impairment losses. The residual value is determined

at the acquisition date and reassessed annually. If the residual vaiue
exceeds the carrying amount, depreciation is discontinued. When
changing the depreciation period or the residual value, the effect on
the depreciation is recognized prospectively as a change in accounting
estimates.

Depreciation is recognized in the income statement as production
costs, develapment costs, distribution costs and administrative expenses.
Expenses for repairs and maintenance of property, pfant and equipment
are included in the income statement.

Gains or losses on disposal or scrapping of an item of property, plant
and equipment are determined as the difference between the sales price
reduced by costs related te dismantling and removing the asset, selling
costs and costs related to restoring the site on which the assel is located
and the carrying amount. Gains or tosses are recognized in the income
statement as Other operating income or other operating costs, respec-
tively.

Rental and Lease Matters

Leases for property, plant and equipment that transfer substantially

all the risks and rewards incident to ownership to the Group (finance
leases) are initially recognized in the balance sheet at the lower of fair
value and the present value of the future lease payments. In calculat-
ing the net present value the discount factor is the interest rate implicit
in the lease or a rate that approximates this rate. Assets held under
finance leases are subsequently treated as the Group's other property,
plant and equipment.

The capitalized residual obligation on the lease is recognized in the
balance sheet as a liability and the interest element of the lease payment
is recognized in the income statement over the term of the lease. Leases
that do not meet the criteria for classification as a financial asset are
treated as operating leases. Operating lease payments are recognized in
the income statement over the term of the lease.

Investments in Associates in the Consolidated Financial State-
ments

investments in associates are recognized in the consolidated financial
statements according to the equity method.

investments in associaies are measured at the proportionate share
of the enterprises’ net asset values calculated in accordance with the
Group’s accounting palicies minus or plus the propartionate share of
unrealized intra-group profits and losses and plus the carrying amount of
goodwill.

Investments in associates with negative net asset values are measured
at DKK 0 {nil}. If the Group has a legal or constructive obligation to cover
a deficit in the associate, the remaining amount is recognized under
provisions.

Investments in Subsidiaries and Associates in the Parent Com-
pany Financial Statements
Investments in subsidiaries and associates are recognized in the parent
company financial staterents at cost less impairment losses. Where the
recoverable amount is lower than cost, investments are written down
to this lower value.

Cost is reduced by received dividend that exceeds the accumutated
earnings after the acquisition date.

Stock options granted by GN Store Nord to employees in subsidiaries
are for accounting purposes treated as a capital injection and increase
GN Store Nord's cost of the subsidiaries. If GN Store Nord subsequently
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requires the subsidiaries 1o pay the intrinsic value of the options at the
exercise date, the cost is reduced correspondingly.

Other Securities

Shares and bonds that are included in the Groups trading porticlio and
where {air value can be measured reliably are recognized under current
assets at cost at the trade date and are subsequently measured at fair
value corresponding to the market price of quoted securities and for
unquoted securities an estimated fair value computed on the basis of
market data and generally accepted valuation methods. Changes in

fair value are recognized currently in the income statement as financial
income or financial expenses. Shaies and bonds not included in the
Group's trading portfolio (available-for-sale) are recognized under non-
current assets at cost at 1he trade date and are subsequently measured
at fair value corresponding to the rmarket price of quoted securities and
for unquoted securities an estimated fair value computed on the basis
of market data and generally accepted valuation methods. Unrealized
value adjustments are recognized directly in equity except for impair-
ment losses and reversal of impairrnent losses as well as foreign ex-
change adjustmenits of bonds denominated in foreign currencies, which
are recognized as financial income or financial expenses. On realization,
the accumulated value adjustment recognized in equity is transferred to
financial income or financial expenses in the income statement.

Ownership interests between 20% and 50% in unlisted enterprises
in which GN Stare Nord does not exercise significant influence on the
financial and operating policies are recognized under non-current assets
at cost and are subsequently measured at cost if a reliable measurement
of the fair value can not be made.

Cptions on acquisition and dispesal of investments in unlisted enter-
prises are recognized under non-current assets at cost and are subse-
quently measured at cost if a reliab'e measurement of the fair value can
not be made, see Derivative Financial Instruments.

Impairment of Non-current Assets

Goodwill and intangible assets with indefinite useful lives are subject to
at least annual impairment tests, initially before the end of the acquisi-
tion year. Similarly, in-process developmens projects are subject to an
annual impairment tess.

The carrying amount of goodwill is tested for impairment together
with the ather non-current assets in the cash-generating unit to which
goodwill is allocated and written down 1o the recoverable amount over
the income statement if the carrying amount is higher. The carrying
amount of other non-current assets - with the exception of deferred tax
assets, investments in associates and other securities measured at fair
value - is subject to an annual impairment test for indications of impair-
ment. When there is an indication that assets may be impaired, the re-
caverable amount of the asset is determined. The recoverable amount is
the higher of an asset’s fair value less expected costs to sell and its value
in use. Value in use is the present value of the future cash flows expected
to be derived from an asset or the cash-generating unii to which the as-
set belongs.

Deferred tax assets are subject to annual impairment tests and are
recognised only to the extent that it is probable that the assets will be
utilised.

An impairment loss is recognized if the carrying amount of an asset or
its cash-generating unit exceeds the recoverable amount of the asset or
the cash-generating unit. iImpairment losses are recognized in the income
statement under the respective functions. Impairment of goodwill is
recognized in a separate line item in the income staternent. Impairment
of goodwill is not reversed. Impairrment of other assets is reversed only to



the extent of changes in the assumptions and estimates underlying the
impairment calculation. Impairment is only reversed to the extent that
the asset's new carrying amount does not exceed the carrying amount of
the asset after amortization had the asset not been impaired.

Inventories

Raw materials and goods for resate are measured at Cost in accordance
with the FIFO method, Work in progress and finished goods are meas-
ured at cost in accordance with the FIFO method. Cost includes direct
materials, wages and salaries and indirect production costs. Where the
net realizable value is lower than cost, inventeries are written down to
this lower value.

The net realizable value of inventories is calculated as the sales amount
less costs of completion and costs necessary to make the sale and is
determined taking into account marketability, obsolescence and develop-
ment in expected sales price.

Receivables

Receivables are measured at amortized cost Jess write-down for expect-
ed bad debt losses. Write-down for expected bad debt losses is based
on an individual assessment of each receivable.

Prepayments
Prepayments recognized under current assets comprise costs incurred
concerning subsequent financial years and are measured at cost.

Equity

Dividends

The expected dividend payment for the year is disclosed as a separate
item in equity. Proposed dividends are recognized as a liability at the
date they are adopted by the annual general meeting (declaration
date). Extraordinary dividends are recognized as a liability at the date
when the decision to pay extraordinary dividends is made.

Treasury Shares

Cost of acquisition, consideration received and dividends received from
treasury shares are recognized directly as retained earnings in equity.
Capital reductions from the cancellation of treasury shares are deducted
from the share capital at an amount corresponding to the nominal
value of the shares. Proceeds from the sale of treasury shares are recog-
nized directly in equity.

Translation Reserve

The translation reserve in the consolidated financial statements com-
prises foreign exchange differences arising on translation of financial
statements of foreign subsidiaries from their functional currencies into
the presentation currency used by GN Store Nord {DKK). On ful! or par-
tial realization of the net investment, the foreign exchange adjustments
are recognized in the incorne statement.

Net Revaluation Accordling to the Equity Method

Net revaluation according 1o the equity method in the consofidated
finandcial statements comprises value adjustments of invesiments in
associates. Amounts included in the net revaluation of associates are
transferred to retained earnings upon realization of the investment in
the associate or upon receipt of dividends from the associate.

Pensions and Other Non-current Liabilities
Contributions to defined contribution plans are recognized in the
income statement in the period to which they relate and any contribu-

tions outstanding are recognized in the balance sheet as other paya-
bles. Defined benefit plans are subject to an annual actuarial estimate
of the present value of future benefits under the defined benefit plan.
The present value is determined on the basis of assumptions about the
future development in variables such ax satary fevels, interest rates, in-
flation and moartality. The present value is determined only for benefits
earned by employees from their employment with the Group. The actu-
arial present vatue less the fair value of any plan assets is recognized in
the balance sheet in pensions.

Any difference between the expected development in plan assets and
the defined benefit abligation and actual amounts results in actuarial
gains or losses.

Actuarial gains or losses are recognized directly in equity through the
Statement of recognized income and expense.

Similarly, other fong-term employee henefits are recognized based on
an actuarial calculation. Actuarial gains and losses on other long-term
employee benefits are recognized in the income staternent immediately.

Other Provisions
Other provisions primarily comprise warranties, onerous contracts, re-
structurings and return cbligations releted to sold products etc.

Provisions are recognized when as a result of events before or at the
balance sheet date the Group has a legal or a constructive obligation and
it is probable that there may be an outflow of resources embodying eco-
nomic benefits 10 settie the obligation.

On measurement of provisions, the costs required to settle the liability
are discounted if the effect is material to the measurement of the liability.
A pre-tax discount factor is used that reflects the current market interest
rate level plus risks specific to the liability. Changes in present values dur-
ing the year are recognized as financial expenses.

The amount recognized as a provisicn is Management’s best estimate
of the expenses required to settle the ¢bligation. Warranty provisions are
recognized as the underlying goods and services are sold based on war-
ranty costs incurred in previous years and expectations of future costs.

Restructuring costs are recognized under labilities when a detailed,
formal restructuring plan has been announced 1o the persons affected
no later than at the balance sheet date. On acquisition of enterprises, re-
structuring provisions in the acquiree are only included in goodwill when
the acquiree has a restructuring liability at the acquisition date. A provi-
sion for onerous contracts is recognized when the expected benefits to
be derived by the Group from a contract are [ower than the unavoidable
costs of meeting its obligations under the contract (onerous contracts).

A provision for onerous contracts is recognized e.g. when the Company

has entered a binding legal agreement for the purchase of components

from sub-subsuppliers that exceed the benefits from the expected future
use of the components and the Company can only self the components

at a loss.

Financial Liabilities

Amounts owed to mortgage credit institutions and banks are recog-
nized at the date of borrowing at the net proceeds received less trans-
action costs paid.

In subsequent periods, the financial liabilities are measured at amortized
cost, corresponding to the ¢apitalized value using the effective interest
rate. Accordingly, the difference between the proceeds and the nominat
value is recognized in the income staterment over the term of the loan.

Financial liabilities also include the capitalized residual obtigation on
finance leases. Other liabilities, comprising trade payables, amounts
owed to group enterprises and associztes as well as other payables, are
measured at amortized cost.
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Received Prepayments
Received prepayments, recognized in liabilities, comprise payments re-
ceived concerning income in subsequent years.

CASH FLOW STATEMENT

The cash flow statement is presented using the indirect method based
on the operating profit (loss). The cash flow statement shows the cash
flows from operating, investing and financing activities for the year,
the year's changes in cash and cash eguivalents as well as the ¢ash and
cash equivalents at the beginning and end of the year. The cash flow
effect of acquisitions and disposals of enterprises is shown separately
in cash flows from investing activities. Cash flows from acquisitions of
enterprises are recognized in the cash flow staternent from the date of
acquisition. Cash flows from disposals of enterprises are recognized up
until the date of disposal.

Cash flows from operating activities comprise cash flows from the
year's operations adjusted for non-cash operating items and changes
in working capital. Working capital comprises current assets excluding
itemns stated as cash and cash equivalents and excluding tax receivable,
as well as current liabilities less repayment of non-current liabilities, bank
loans and tax payable.

Cash flows from investing activities comprise payments in connection
with acquisitions and disposals of enterprises and activities, acquisitions
and dispasals of intangible assets, property, plant and equipment and
other non-current assets and acquisitions and disposals of securities that
are not included in cash and cash equivalents.

Cash flows from financing activities comprise changes in the size or
composition of the share capital and refated costs as well as the raising
of loans, repayment of interest-bearing debt, acquisition and disposal of
treasury shares and payment of dividends to shareholders. Cash and cash
equivalents comprise ¢ash and short-tesm marketable securities with a
term of three months or less which are subject to an insignificant risk of
changes in value.

Net cash flows from operating, investing and financing activities of
discontinuing cperations are presented separately in the cash flow state-
ment and disclosed in a note.

SEGMENT INFORMATION

The Group’s main activities and primary segment comprise:
» Contact Center & Office Headsets

* Mobiie Headsets

The Group's secondary (gecgraphical) segments comprise:
* Denmark

* Rest of Nordic region

« Rest of Europe

* North and South America

* Asia and rest of World

Segment information is based on the Group’s accounting policies, risks
and internal financial management. Segment revenue and expense and
segment assets and Habilities comprise itemns directly attributable to a
segment and items which can be allocated to a segment on a reasona-
ble basis. Unallocated itens primarily comprise assets and liabilities and
revenue and expense relating to the Group’s administrative functions,
investing activities, income taxes etc.

Segment assets comprise non-current assets used directly in the op-
erating activities of the segment, including intangible assets, property,
plant and equipment and investments in associates. Current segment
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assets comprise current assets used directly in the operating activities of
the segment, including inventories, trade receivables, other receivables,
prepayments and cash and cash equivalents. Segment liabilities comprise
liabilities resulting from the operating activities of the segment, including
trade payables and other payables.

KEY RATIOS

Earnings per Share and Diluted Earnings per Share

Earnings per share (EPS) is calculated by dividing the profit for the year
after tax by the weighted average number of shares outstanding in the
year.

Diluted earnings per share are calculatec by increasing the weighted
average number of shares outstanding by the number of additional
ordinary shares that would be outstanding if potentially dilutive shares
were issued. The dilutive effect of outstanding share options is calculated
using the Treasury Stock method.

Other Key Ratios

Other key ratios are calculated in accordance with the Danish Society of
Financiai Analysts' guidelines on the calculation of key ratios “Recom-
mendations Financial Ratios 2005“. The key ratios stated in the survey
of consolidated financial highlights are defined on the inside of the
back cover.

Note 2 - Significant Accounting Estimates and Judgments

Determining the carrying amount of certain assets and liabilities implies
making an estimate over how future events will affect the value of
these assets and liabilities at the balance sheet date, Estimates, which
are significant for the preparation of the financial statements, are i.e.
made by making a computation of amortization, depreciation and im-
pairment, useful lives and remaining useful lives of non-current assets,
pensions and similar non-current fiabilities, provisions and contingent
assets and liabilities.

The estimates used are based on assumpiions which by Management
are assessed 1o be reliable, but which by nature are associated with
uncertainty. The assumptions may be incomplete or incorrect, and unex-
pected events or circumstances may arise. Furthermore, the Company is
subject to risks and uncertainties which may result in the fact that actual
results may differ from these estimates, Particular risks of GN Store Nord
are described in the Management's report. GN Store Nord considers the
following estimates and assumptions significant to the annual report:

Development Projects
Development projects are initially tneasured at cost. An impairment
test is performed of the carrying amount of recognized development
projects. The impairment test is based on assumptions regarding strate-
ay. product lifecycle, market conditions, discount rates and budgets etc,
after the project has been compleied and preduction has commenced.
If market-related assumptions etc. are changed, development projects
may have to be written down. Management examines and assesses
the underlying assumptions when determining whether the carrying
amount should be written down.,

The canrying amount of completed and in-process development
projects is DKK 115 million at December 31, 2006 (2005: DKK 82 mil-
lion).




Impairment of Goodwill B

Determining whether goodwill is impaired requires a comparison of the
recoverahle amount with the carrying amount. The recoverable amount
is determined as the net present value of the future cash flows ex-
pected to arise from the cash-generating unit to which goodwiill is allo-
cated. The recoverable amount is determined based on the discounted
future cash flows expected from the cash-generating unit. At Decem-
ber 31, 2006 the carrying amount of goodwill is DKK 455 million. As-
sumptions underlying the impairment test are provided in note 15,

Write-down for Bad Debt Losses on Receivables

Receivables are measured at amortized cost less write-down for ex-
pected bad debt losses. GN Store Nord performs write-downs for
expected bad debt losses based on an individual assessment of each
receivable. If a customer’s financial condition deteriorates, and thus the
ability to meet the financial obligation to GN Store Nord, further write-
downs may be required in future periods. In assessing the adequacy

of write-downs for bad debt losses, Management specifically analyses
receivables, including doubtful debts, concentrations of credit risk,
¢redit ratings, current economic conditions and changes in customers’
payment terrns,

Based on actuat losses incurred in the latest three years, uncertainties
associated with write-down for bad debt iosses are considered fimited.
At December 31, 2006 the carrying amount of write-downs for bad debt
losses is DKK 40 million {2005: DKK 88 mitlion).

Measurement of Inventories
Inventories are measured at ¢ost using the standard cost method.
Standard costs take into account normal fevels of raw materials and
consumables, staff costs, efficiency and capacity utilization. Standard
costs are reviewed regularly and adjusted to take into account changes
in circumstances. Where the net realizable value is lower than cost,
inventories are written down to this lower value. The net realizable
value of inventories is calculated based on the size of the inventory
and decreases in the recoverable amount of purchased raw materiats,
technical obsolescence (e.g. faulty products), physical obsolescence
{e.g. damaged products} and financial obsolescence {e.g. reduced de-
mand or substituting products}. GN Store Nord performs write-downs
of inventories based on an individuat assessment of products or product
groups and expected product sales within 12 months following the bal-
ance sheet date.

At December 31, 2006 the carrying amount of write-downs of inven-
tories is DKK 70 mitlion {2005: DKK 40 million).

Deferred Tax
Management has made judgments in determining the Company’s
provisions for tax, deferred tax assets and deferred tax liabilities and
the extent to which deferred tax assets are recognized. GN Store Nord
recognizes deferred 1ax assets only to the exient that it is probable
that taxable profit will be available against which the temporary differ-
ences and unused 1ax losses can be utilized. Management has taken
the future taxable profit into account in determining the recognition of
deferred tax assets.

At December 31, 2006 the carrying amount of deferred tax assets
{net) and deferred tax liabilities is DKK 196 million (2005: DKK 172 mil-
lizn) and DKK 72 million (2005: DKK 109 million), respectively.

Provisions and Contingencies

As part of its normal business policy GN Store Nord supplies its products
with ordinary and extended warranties. Warranty provisions are rec-
ognized based on historical and future vzarranty costs related to the
Group's products. Future warranty costs may differ from past practices
and the leve! of costs.

At December 31, 2006 the carrying amount of warranty provisions is
DKK 14 million {2005: DKK 17 million).

GN Store Nard's production of headsets is undertaken by sub-suppli-
ers. Agreement has been made with a number of the sub-suppliers that
the sub-suppliers purchase components “or the production of headsets
based on sales estimates prepared by GN. To the extent that GN's actual
purchases from sub-suppliers are lower than sales estimates, GN will be
under obligation to purchase any remaining components from the sub-
suppliers. Management assesses sales estimates on an ongoing basis and
1o the extent that component inventories at sub-suppliers are not ex-
pected to be used, GN recognizes a provision for onerous purchase con-
tracts, At Decernber 31, 2006 the carrying amount of onerous purchase
contracts is DKK 34 million (2005: DKK < million).

The Company's Management assesses provisions, contingent assets
and contingent liabilities and the likely outcome of pending or threat-
ened lawsuits on an ongoing basis. The outcome depends on future
events that are by nature uncertain. In assessing the fikely outcome of
lawsuits and tax disputes etc., Management bases its assessment on
externat legal assistance and decided cates. A detailed account of signifi-
cant lawsuits is provided in note 35.

Discontinuing Operations

GN ReSound is presented as a discontinuing operation as of October
1, 2006. GN ReSound comprises the segments Hearing Instruments
and Audiologic Diagnostics Equipment, which are units in the GN
Store Nord group whose activities and cash flows can be clearly distin-
guished, operationally and for financial reporting purposes, from the
other business areas. GN ReSound is presented in a separate line item
in the income statement with comparative figures and disclosure in the
notes.

In the balance sheet at December 31, 2006 assets and liabilities relat-
ed 10 GN ReSound are presented in separate line items as “held for sale”
and disclosed in the notes. Managemerit has made an assessment of the
fair value of GN ReSound’s assets, which did not give rise to any write-
downs. GN Store Nord has not made any depreciation or amortization of
non-current assets from the date when the unit was classified as “held
for sate”, i.e. fram October 1, 2006.

Concurrent with the sale of GN ReSound it was decided to terminate
a number of shared group functions in GN Store Nord, as GN Store Nord
will no longer serve as a holding compzny for more units, but only for
GN's headset business. The termination of GN Stare Nord's joint corpo-
rate functions is accordingly presented as discontinuing operations.

Financial highlights for 2002-2004 have not been resiated to the
changed presentation and therefore correspond to the financial high-
lights presented in the annual report for 2005.
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CONSOLIDATED PARENT COMPANY

(DKK millions) 2006 2005 2006 2005
Revenhue

Revenue is distributed as follows:

Praducts 3,397 3,508 - -
Services 16 21 16 19
Rent - 4 R

Total 3,413 3,533 16 19

Total revenue by gecgraphic area:

Denmark 77 i - -

Rest of Nordic region 152 123 - -

Rest of Europe 897 1,028 16 19

Morth and South America 1,878 1,954 - -

Asia 302 3249 -

Other 7 22 -

Total 3,413 3,533 16 19

Staff costs

Staff costs

Wages, salaries and remuneration and emoluments {1,802) (1,482 (130) (69)

Pensions (64) (57 (8) (4)

Other sodial security costs (184) (187 (2) (2)

Share-based payments (13) {17 {3) (2)

Total (2.063) {1,743) (143) 77

Included in:

Production costs and change in payroll costs

in¢luded in inventories 9N {549) - -

Development costs (111} (71) - -

Selling and distribution costs (328) (276) - -

Management and administrative expenses (239) (167) (143) (77}
(775 (573 (143) an

Profit {loss) from continuing operations (1,288) {1,170) - -

Total (2,063) (1.743) (143} an

Of which:

Parent company Supervisory Board emoluments @ ey 2) 12

Parent company Executive Management remuneration (28) (19 (23) (13}

Parent company Supervisory Board emoluments and Executive
Managernent remuneration for 2006 are specified on page 25.

The farmer CEO, Jern Kildegaard, resigned in October 2006. in addition 1o his remuneration in the period lanuary to October 2006
Jorn Kildegaard has been promised two years’ remuneration. The total remuneration is recognized in 2006 at DKK 17 million. in addi-
tion, Jarn Kildegaard may receive up to a further two years' salary conditional on the completion of the GN ReSound transaction.

CEQ lesper Mailind resigned {rom the Executive Management of GN Store Nord A/S in October 2006. Jesper Mailind is recognized at
DKK 4 million in 2006. In addition, Jesper Mailind may receive up 1o a further two years’ salary conditionaf on the completion of the
GN ReSound transaction.

Average number of employees, continuing operations 2,028 1,983 217 91
Average number of employees, year end, continuing operations 1,795 2,073 241 109
Average number of employees, discontinuing operations 3,455 3,201 - -
Average number of employees, year end, discontinuing aperations 3,353 3,556 - -

Incentive plans
The Group’ incentive plans are specified and described in note 40.
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CONSOLIDATED PARENT COMPANY

Note (DKK millions) 2006 2005 2006 20035

5 Development costs
Development costs are capitalized when the related projects
satisfy a number of conditions relating to reliability of
measurement and probability of future earnings.

The relationship beiween development costs incurred and development
costs recognized in ihe income statement is as follows:

Develapment cosis incurred (173) (132} - -
Depreciation of operating assets etc. used for development {10) {5} - -
Grants and 1ax refunds - - - -
Total development costs incurred (183) (137} - -
Development costs capitalized as development projects 96 70 - -
Amortization of capitalized in-house development projects (64) (59 - -
Total expensed development costs (151) (126) - -
6 Depreciation, amortization and impairment

Depreciation, amortization and impairment for the year of property,

plant and equipment and soitware, and amortization and impairment

of in-house development projects and other intangible assets acquired in
company acquisitions are recognized in the income statement as follows:

Praduction costs (45) (25) {n ("
Development costs (74) (64) - -
Selling and distribution costs (9 (10) - -
Management and administrative expenses (56) 42 (8 (5)
(184) (141) ()] (6)
Profit {loss) from continuing operations {161) (194) - -
Total {345) (335) (9 {6)
7 Fees to auditors appointed by the annuaf general meeting
Audit fees (1 9 () ()
Total {11) {9} () (1)
Other assistance
Other audit-related services (2} (4 (m (2)
Tax assistance and advice (6 (6) m (2}
Other services (2} (3) - -
Total (10) {13} (2) @)
Total (21) (22} 3) (5

Distributed as follows:

Management and administrative expenses (10} (12) (3 {5}

Profit {foss} from discontinuing operations (1) (10) - -

Total {21 (22) (3} (5)
8 Restructuring

Severance pay, post-employment pay, ouiplacerment costs, etc. (55) (6) - -

Other, including other loss-making coniracts (12) (1) - -

Total {67) (7} - -

Recognized in the income statement as:
Production costs 2 . - -
Management and administrative expenses - - - -

2 . R -
Profit (oss) from discontinuing operations (69) (7 - -
Total 67} 7 - -

Profit {loss) from discontinuing operations include restructuring costs primarily refated 1o the relocation of a distribution centre from Ire-
land to Denmark. Additional information is provided in note 28.
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10

1
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13

CONSOLIDATED PARENT COMPANY
(DKK millians} 2006 2005 2006 2005
Dividends from subsidiaries and associates
Adjustment to balance at January 1, new Danish joint taxation rujes 2
Total - 2
Share of profit {loss) in associates
Impairment of goodwili - 3 -
Total - (3} -
Financial income
Interest income from subsidiaries - 93 66
Interest income, discontinuing operations - 12 - -
Interest income {rom bank accounts 8 2 [ 4
Interest income, other 8 3 5 -
Foreign exchange adjustments, shares - 3 . 3
Gains on financial instruments 2 3 2 3
Foreign exchange gain 3] 3 4 1
Total 23 35 110 77
Financial expenses
Interest expense to subsidiaries - - (57) (34)
Interest expense, discontinuing operations (3) - - -
Interest expense on bank loans (47) (14) (45) (13)
Interest expense, ather (0 (m €} .
Foreign exchange loss () L - (o
Total (61) {15} (105) (57)
Tax
Tax on the profit (loss) for the year can be specified as foitows:
Tax on profit {loss) from continuing operations 99 (65) 55 (22}
Tax on profit {loss) from discontinuing operations {25} 91 - -
Total 74 26 55 (22}
Tax on profit (loss) from continuing operations
can be specified as follows:
Joint taxation contribution 76 35 48 29
Tax payable on foreign activities (14) (16) - -
Deferred tax adjustment 12 (95) 9 (37)
Change in tax rate 1 3 - 8
Capitalization of tax assets not previously recognized 6 (1) - -
Other, including prior-year tax adjustment 18 15 2) (22)
Total 99 (€5) 55 (22}
Breakdown of tax rate % %
Danish tax rate 28 28
Change in and differences compared to Danish tax rate (1) (2)
Non-taxable income and non-deductible expenses 5 -
Change in value adjustment, including utilization of
non-capitatized tax losses 4 -
Prior-year tax adjustment 3 (3
Other value adjustments and changes 25 4)
Effective tax rate 64 19

In 2006 the parent company paid DKK 0 million {Group’s continuing operations: DKK 17 million) in corporation tax against DKK 0

million {Group's continuing operations: DKK 14 million} in 2005.

In 2006 the parent company received reimbursement of corporation tax (joint taxation contributions from subsidiaries) of DKK 41

million (Group’s continuing operations: DKK 2 million) against DKK 0 million {Group's continuing operations: DKK 7 million) in 2005.
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Profit from discontinuing operations and assets held for sale

For a number of years, GN's strategic platform has been to build technclogy-based activities which can achieve leadership in their re-
spective markets through organic growth and acquisitions. Singe launching “The new GN” in January 2003, GN has focused partly on
headsets and partly on hearing instruments including audiclogic diagnostics equipmeni. The goal has been to achieve leading global
positians in alt activities since critical mass is essential in order 1o fund necessary investments in developinens, sales and marketing, so
that the activities can generate attractive earnings.

Therefore, GN has actively consolidated the relevant industries, not only within headsets, but also within hearing instruments, acquiring
and integrating five manufacturers into GN ReSound over a period of time. The need for critical mass in the industry is constantly inten-
sifying because the demand for more frequent and faster product launches in all price categories is constantly increasing, necessitating
ever greater investments in development, marketing and sales. Therefore, on July 5, 2006 GN announced that a strategic review would
be initiated for GN ReSound and its affiliated activities in GN Ctometrics. The review was to clarify whether the shareholders” interests
wauld be best served by letting GN ReSound form part of further industry consolidation or whether the business could generate similar
value by adhering to the strategy of organic growth complemented by minor acquisitions and investments at the distribution and retail
level.

Cn October 2, 2006 GN signed an agreement 1o sell GN ReSound to Phonak Holding AG for a total consideration of DKK 15.5 billion
in cash on a debt and cash free basis. GNResound is owned by GN Stere Nord A/S via its two subsidiaries GN ReSound A/S and GN Re-
Sound GmbH Hortechnologie.

The agreement is subject to approval by the competition authaorities and Phonak’s subsequent rights issue to fund part of the acquisition
price. The founding shareholders of Phonak, who own approx. 30% of the Phonak ordinary share capital, have committed to vote in
favor of the capital increase. However, in the event that Phonak does not complete the share issuance by August 15, 2007, GN has the
right to receive consideration consisting of cash and new shares at the then prevailing market price sub,ect to a maximum number of
shares. The transaction is expected to be completed in the first half of 2007, Accordingly, GN ReSound s classified as assets held for sale
as of October 2, 2006.

The agreement with Phanak comprises the divestment of GN ReSound and all assets and liabilities of that company, including affitiated
activities within audiologic diagnostics equipment in GN Otometrics, as well as those parts of GN Store Nord's joint corporate functions
related to GN ReSound.

Net of costs related to the divestment, the transaction is expected to result in proceeds of at least DKK 15 billion and an after-tax profit
of at feast DKK 10 billion at closing. The gain is recognized in the income statement at the closing of tre transaction. For the parent
company the accounting gain on the sale is determined to amount to at least DKK 10 billion,

GN ReSound's goodwill amounted to 2,304 million at December 31, 2006. The sales value execeeds the carrying amounts.

GN ReSound's development activities amounted to DKK 461 million at December 31, 2006. Development projects comprise develop-
ment and design of hearing instruments and audiologic diagnostics equipment.

For a description of pension obligations and similar obliaations for GN ReSound refer to note 26.
GN Store Nord will change its function in connection with the disposal of GN ReSound, primarily through the termination of the ma-
nagerment of a nurber of joint corporate functions. These restructuring costs were included in the proiit from discontinuing operations

by DKK 14 million in 2006.

Other provisions relate to previously sold companies.
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CONSOLIDATED PARENT COMPANY
{DKK millions) 2006 2005 2006 2005
Profit from discontinuing operations and assets hetd for sale (continued)
Profit from discontinuing operations
Profit before tax, GN ReSound 417 472 - -
Termination of joint corporate functions (14) . (14 -
Adjustment of other provisions 25 9 19 -
Tax {25) 91 - -
Total 403 572 S -
Earnings per share for discontinuing operations
Earnings per share (EPS) 1.98 2.7%
Earnings per share, fully diluted (EPS diluted) 1.96 2.72
Earnings per share excluding amortization and impairment of
intangible assets ana restructuring etc. 243 294
Earnings per share excluding amortization and impairment
of intangible assets and restructuring etc., fully diluted 2.41 2.91
Assets held for sale
Assets, GN ReSound 5.525 4,583
Pre-paid expenses 71 71 -
Total 5.596 . 4,654 -
Assets held for sale in the parent company comprise shares in
subsidiaries in GN ReSound, refer to the list on page 70.
Liabilities associated with assets held for sale
Liabilities, GN ReSound 1,304 - -
Liabilities related to termination of joint corparate funclions 8 . 8 -
Other provisions 14 40 10 29
Total 1,326 40 18 29
Net cash flows from discontinuing operations
Cash flows from operating activities 260 68& - -
Cash flows from investing activities (264) (57€) (79) -
Cash flows from financing activities (96) (7%) - -
Total (100) 37 (79) -

CONSOLIBATED
{DKK millions) 2006 2005
Profit before tax, GN ReSound
income statement
Revenue 3,353 31
Production costs {1,320) {1,186)
Gross profit 2,033 1,925
Development costs (233} (187
Selling and distribution costs (995) (852)
Managemeni and administrative expenses (417) (368)
Other operating income (2) 12
impairment of goodwill - (&)
Operating profit before share of profit (loss) in subsidiaries
and associates 386 522
Share of profit {loss) in associates - (&)
Operating profit 386 514
Gaing/losses on disposal of operations 54
Profit before financial items 440 514
Financial income 39 1%
Financial expenses (62) (5%)
Profit before tax 417 472
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Profit from discontinuing operations and assets held for sale (continued)

Tax

Tax related to GN ReSound is DKK (25) million, of which DKK (140} million is primarily attributabile to capitalization of previously unre-
cognized tax assets in Germany due to finalised tax assessment. The profit (loss} relating to the termination of the joint corporate func-
tions and adjustment of other provisions did not affect tax on discontinuing operations. Tax on changes in equity relating to discontinu-

ing operations amounts to DKK 40 million.

(DKK millions)

CONSOLIDATED

2006

Assets, GN ReSound
Non-current assets
Goodwill
Cevelopment projects
Software

Patents and rights
Other intangible assets

2,304
461
63

56
237

Total intangible assets

3,121

Factory and office buildings
Leasehold improvemenis

Plant and machinery

Operating assets and equipment
Leased plant and equipment
Assets under construction

98
36
66
78

Total property, plant and equipment

281

Investments in associates
Other securities

Other receivables
Deferred 1ax assets

64
58

498

Total other non-current assets

621

Total non-current assets

4,023

Current assets
Inventories

3N

Trade receivables
Receivables from associates
Tax receivabie

Other receivables
Prepayments

739
11
12

172

106

Total receivables

1.040

Cash and cash eguivalents

71

Total current assets

1,502

Total assets

5,525

Liabilities, GN ReSound

Non-current liabilities

Capitalized lease obligations

Other long-term payables

Received prepayments

Pension obligations and similar obligations
Deferred tax

Other provisions

13
37
51
56
60

Total non-current liabilities

218

Current Habilities

Amounts owed to continuing operations
Repayment of long-term loans

Bank loans

Trade payables

Amounts owed to associates

Tax payable

Other payables

Received prepayments

Other provisions

14

150
232

93
372
63
159

Total current liabilities

1,086

Total liabitities GN ReSound

1,304
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Note

15 Intangible assets
Consolidated Development Tele-
projects, communi-

developed Patents and cations
{DKK millions) Goodwill in-house  Software rights systems Other Total
Cost at January 1 3,062 781 313 263 156 543 5,108
Additions - 226 54 3 6 289
Disposals 3 71 2) - - (m a7
Foreign exchange adjustments {201) (3) (7 {15} - (35) 271)
Transferred to assets held for sale (2,393) {691) (158) {117} {370) (3,729)
Cost at December 31 455 242 180 131 159 143 1,320
Amortization and impairment at January 3 (8) (336) {206) (194} {123) 77 (1,044
Amartization . (125) 47 (9 9 {25} (215)
Disposals 62 - - - - 62
Foreign exchange adjustments - 3 15 15 14 47
Transferred to assets held for sale 8 269 114 61 124 576
Amortization and impairment at December 31 (127) (124) (127) {132) (64) {574)
Carrying amount at December 31, 2006 455 115 66 4 27 79 746
Cost at January 1 4,188 621 245 244 156 372 5,826
Additions on company acquisitions 325 - 4 - - 116 445
Additions - 188 49 - - 237
Disposals )] (33) (3) - - {40)
Transfers (1,807) - - - - (1,807}
Foreign exchange adjusiments 350 5 18 19 55 447
Cost at December 31 3,052 781 313 263 156 543 5,108
Amortization and impairment at January 1 (1,807) (245) (139) (164) {115) (131 (2,601)
Amortization - (119} (54) (1 8 (25) (217)
Disposals - 33 3 - - - 36
Impairment (8) - - - (8}
Transfer opening balance to cost 1,807 - - - - 1,807
Foreign exchange adjusiments - {5} (16} (19 (21) (61)
Amortization and impairment at December 31 (8} (336} (206) (194) (123} (177) (1,044)
Carrying amount at December 31, 2006 3,044 445 107 69 33 366 4,064

up to up to

Amortized over - 1.3 years 3-Syears 20years 5-15years 20 years
Goodwill:

No additions were made to goodwill in 2006. Management has performed an impairment test of the carrying amount of goodwill at December 31,
2006.The impairment test covered the Group’s cash-generating units (CGU) to which the carrying amount of goodwill is allocated at December 31,

2006
Carrying amount Carrying amount
of goodwiil 2006 of goodwill 2005
Cash-generating units:
Contact Center & Office headset 281 307
Mobile headset 174 195
Total 455 502

48 GN STORE NORD — ANNUAL REPORT 2006



Note
15 Intangible assets (continued)

In the impairment test the discounted future cash flows of each CGU were compared with the carrying amounts at December 31, 2006. In 2006 no
write-down was made.

Future cash flows are based on the 2007 budget and GN Store Nord's strategy plan for 2007 - 2010. Significant assumptions underlying the calcu-
lated flows comprise expectations for future growth in revenue and the expected EBITA margin.

The impairment test was based on the following significant assumptions for 2007:

Contact Center Mobile

& Office headset headset

Expected growth in revenue in % (2}%-7% 11%5-16%
Expected EBITA margin 15%-16% (D)% (4)% "
Expected growth in the terminal period in % 2.5% 2.5%
Pre-tax discount rate in % at December 31, 2006 13% 15%

* For 2007 negative earnings are expected in Mobile headset related to the implementation of a new business model. Subsequently positive,
increasing EBITA margins and a lower working capital are expected.

Future profitability is a crucial assumption for mainting the value of goodwill in Mohile headset. in 2008 positive EBITA is expected, and based on
increasing revenue the future EBITA margin is then expected to constitute approximately 3-5%. The decided outsourcing strategy will lead to a
decrease in working capital, including a decrease in inventaries, which also constitutes a crucial assumption for maintaining the value of goodwill
in this segment,

On the basis of the impairment test and the related assumptions, it is Management’s assessment that no need exisis for impairment write-down
of goodwill at December 31, 2006.

Development projects and software:

In-proagress and completed development projects comprise development and design headsets. The development projects are expected to be com-
pleted in 2007 and 2008, after which date product sales and marketing can be commenced. Management performs at least an annual impairment
test of the carrying amount of recognized development costs. In Management’s assessment, the recoverable amount exceeds the carrying amount.
The recoverable amount is assessed based on sales forecasts.

Software comprises development, design and test of production and planning software and reporting systems, business intelligence etc. Implemen-
tation of the systerns and reporting systemns is expected to optimize internal procedures and processes. In 2006 Management assessed that the ex-
pected useful lives are reflected in the carrying amount at December 31, 2006.

The carrying amount at December 31, 2006 of completed and in-progress development projects, which are developed in-house, and software is speci-
fied as follows:

Development projects,
developed in-house Software Total
2006 2005 2006 2005 2006 2005
Cost at December 31, completed projects 183 613 190 297 373 910
Cost at December 31, projects in progress 59 168 - 16 59 184
242 781 190 313 432 1,094
Carrying amount at December 31, completed projects 55 277 66 91 i21 368
Carrying amount at December 31, projects in progress 60 168 - 16 60 184
115 445 66 107 181 552

Patents and rights
Patents and rights primarily comprise rights relating to technologies regarding the development of headsets.

Other
The Group’s other intangible assets comprise DKK 79 million related to trademarks.
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Note

15 Intangible assets {continued}

Parent company

Telecommuni-

cations
{DKK millions) Software systems Total
Cost at January 1 8 76 84
Additions 28 3 31
Cost at December 31 36 79 115
Amortization and impairment at January 1 (2} (56) (58)
Amortization (3} (5) {8)
Amortization and impairment at December 31 {5} (61) (66)
Carrying amount at December 31, 2006 3 18 49
LCost at January 1 3 76 79
Additions 5 5
Cost at December 31 8 76 84
Amortization and impairment at January 1 - (53) (53}
Amortization {2) 3) {5}
Amortization and impairment at December 31 {2) (56) (58)
Carrying amount at December 31, 2005 & 20 26
Amortized over 3-5 years 5-15 years
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Note

16 Property, plant and equipment
Consolidated Tele-
Factory Leasehold Operating Leased communi- Assets
and office  improve- Plantand assetsand plantand ratiohs under con-
(DKK millions) buildings ments  machinery equipment equipment systems  struction Total
Costat January 1 199 122 418 389 12 - 72 1,212
Additions 148 10 56 34 - - 160 408
Disposals - (10 {17) (22) - - m (50
Transfers 32 (1) 44 2 - - {77 -
Foreign exchange adjustments () {6) {15) a7 - - (2) a2
Transferred to assets held for sate (123) (87) (2565} (256} (12) - - {243)
Cost at December 3t 254 28 221 130 - - 152 785
Depreciation and impairment at January 1 (20) {76) (316} (278) {9 - - (699
Depreciation (14) (12 {66} (37 {n - - (130}
Disposals - 8 14 18 - - - 40
Transfers - ! 1 (1) - - - 1
Foreign exchange adjustments - 4 13 12 - - - 29
Transferred ta assets held for sale 24 53 206 182 10 - - 475
Depreciation and impairment at December 31 {10) (22) (148) (104) - - - (284)
Carrying amount at December 31, 2006 244 6 73 26 - - 152 501
Cost at January 1 220 105 370 a7 12 LA 4 1.069
Additions on company acquisitions - - 3 9 - - - 12
Additions 3 15 36 58 - - 74 186
Disposals {35) {8) (31 {20) - (a1 - (135)
Transfers - - 6 1 - - N -
Foreign exchange adjustments 1 10 34 24 - - 1 80
Cost at December 31 199 122 418 389 12 - 72 1,212
Depreciation and impairment at January 1 {25) (52 (276) (238) 8 (a1) - (640)
Depreciation N 27 (44) (28) (2) - - (118)
Disposals 14 8 30 17 - a1 - 110
Foreign exchange adjustments (2) (5) (26) (19) 1 - - {51)
Depreciation and impairment at December 31 {20) {76) {316) (278) (9} - - (699)
Carrying amount at December 31, 2005 179 46 102 111 3 - 72 513
Additions and disposals include continuing operaticns as follows:
Additions 145 2 36 17 - - 159 359
Disposals - - {2} (7 - - 4] (10
Depreciated over 10-50 years 5-20years 3-15years  2-7years  2-7 years - - -
Parent company Operating
assets and

(DKK millions) equipment Total
Cost at January 1 4 4
Additions S 5
Disposals (1) M
Cost at December 31 8 8
Depreciation and impairment at January 1 [C:H] (4)
Depreciation (1) (1)
Disposals 1 1
Deprediation and impairment at December 31 4 &3]
Carrying amount at Decamber 31, 2006 4 4
Costat January 1 4 4
Cost at December 31 4 4
Depreciation and impairment at January 1 {3} 3
Depreciation (1) (1
Depreciation and impairment at December 31 {4) 4
Carrying amount at December 31, 2005 - -
Depreciated over 2-7 years

- GN STORE NORD - ANNUAL REPORT 2006 51



Note

17

18

19

52

PARENT COMPANY

{DKK millions) 2006 2005
Investments in subsidiaries
Cost at January 1 5,383 4,758
Change in accounting policies i5
Adjustment to balance at January 1, new Danish joint taxation rules - 308
Additions, capital cantribution 73 303
Disposals (274)
Transferred 10 assets held for sale {4,583)
Cost at December 31 600 5,384
Group companies are listed on page 70.
CONSOLIDATED

2006 2005
Investments in associates
Cost at January 1 259 184
Additions - 74
Disposals {135} (3)
Foreign exchange adjustments - 4
Transferred to assets held for sale (124) -
Cost at December 31 - 259
Value adjustments at January (70) {47}
Share of profit {loss) (6) (8
Dividends - 2}
impairment - (3}
Disposals 53 1
Other changes in equity - {11}
Transferred to assets held for sale 23 -
Value adjustments at December 31 (70)
Net asset value at December 31 189
Companies with negative net asset values -
Carrying amount at December 31 - 189
Aggregated financial information in respect of assodiates is provided below
Revenue 796
Profit (loss) for the year after tax (36}
Total assets - 342
Total liabilities 226
Total share of profit {loss) for the year after tax {8}
Total share of net assets - 11
Associates are listed on page 70.
Aggregated financial information in respect of joint ventures accounted for by proportionate
censolidation is provided below:
Nan-current assets 9 13
Current assets 29 27
Non-current liabilities - -
Current liabilities - 7
Revenue - -
Costs 5 9
Joint ventures accounted for by proportionate consolidation are listed on page 70.
Other securities
Shares, listed -
Shares, unlisted 4
Total 4
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Note

22

23

24

25

CONSOLIDATED

(DKK millions) 2006 2005
Other receivables
Loans 10 27
Loans have terms of between 1 - 8 years and will be fully repaid by 2013 at the latest.
Prepayments
Prepayments include rent paid in advance, insurance and other costs.

CONSOLIDATED PARENT COMPANY
{DKK millions} 2006 2005 2006 2005
Deferred tax assets
Tax assets at January 1 561 418 - 180
Adjustment to balance at January 1, new Danish joint taxation rules - - - (306)
Prior-year adjustments 4 5 - -
Change in tax rate 1 (5) - -
Capitalization of tax assets not previously recognized [ 249 - -
Changes relating 1o profit {loss) for the year 1 (138) - -
Transferred from " Deferred tax” - 84 - 126
Tax on changes in equity 53 (88) - -
Foreign exchange and other adjustments (19 36 - -
Tax adjustment regarding discontinuing operations 1 - - -
Transferred to assets held for sale (422) - - -
Deferred tax assets at December 31 196 561 - -
A specification of above is shown in note 27.
Inventories
Raw materials and consumables 65 271 - -
Contract work in progress - 8 . -
Finished goods and merchandise 251 468 - -
Total 316 747 - -
The above includes write-downs amounting 1o 70 146 - -
Write-downs recognized in the income statement
under production costs 73 50 - -
Reversed write-downs recognized under
production costs 3 7 - -
Value of inventary, recognized at net realizable value - - .
Production costs include costs of sales of 2,047 1,981 - -
Tax receivable
Receivable at January 1 17 21 29 -
Prior-year adjustments 1 12 -
Tax on profit (loss) for the year 76 - 48 -
Joint taxation contributions from group companies - - (41) 29
Received during year (2) 9 - -
Transferred from "Tax payable” 4 3 - -
Foreign exchange and other adjustments - 2 - -
Tax adjustment regarding discontinuing operations 10 - -
Transferred to assets held for sale (1N - - -
Tax receivable at December 31 89 17 48 29
Receivables
Receivables falling due after more than one year
Trade receivables 5 12 3 10
Tax receivable 1 2 - -
Other receivables 1 71 - 7
Prepayments - - - -
Total 7 85 3 17
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CONSOLIDATED PARENT COMPANY
{DKK millions} 2006 2005 2006 2005
Pension cbligations and similar obligations
Present value of defined benefit obligations 227 (25%) (i n
Fair value of plan assets 177 175 - -
Net obligations (50} (76) 1) (1}
of which recognized in
Other receivables - Z - -
Assets held for sale 2 - - -
Pensian obligations and similar obligations m (7€) (1) (1
Liabilities associated with assets classified as held for sale {51 - - -
(50) (7¢) Q) m
The present value of defined benefit obligations includes unfunded pension ohiigations
not covered by payments to insurance cormpany of DKK {17) million in 2006 (2005:0KXK (20} mio.)
Development in present value of defined benefit obligations
Obligations at January 1 {251} (200) (M (1)
Foreign exchange adjustrments 26 (28) - -
Costs for the year m 0] - -
Interest expense an () - -
Actuarial gains (losses} 3 (1) - .
Pension payments, unfunded 2 - - -
Pension payments 11 [ - -
Obligations at December 31 (227) (251 (1) )
Development in fair value of plan assets
Plan assets at January 1 175 156 - -
Foreign exchange adjustments {18} 24 - -
Expected return on plan assets 12 13 - -
Actuarial gains (losses) 9 () - -
Payment by GN Store Nord 10 - -
Pension payments (11 (1.2 -
Plan assets at December 31 177 175 - -
Pension costs recognized in the income statement
Costs for the year (N 4 - -
Interest expense (11} () - -
Expected return on plan assets 12 13 - -
Defined benefit plans total - 3 - -
Defined contribution plans totat (64) (54) (8) {4
Total cost recognized in the income statement {64) (57) {8) {4)
The costs are recognized in the following income statement
items:
Production costs (3) (1% -
Develcpment costs (3) 7) -
Selling and distribution costs (10) (23) - -
Management and administrative expenses (8) (2 (8) (4)
Profit {loss) from discontinuing operations (40) - - -
(64) (57) (8) (a)
The following accumulated actuarial gains/{losses) since lanuary 1, 2004
are recognized in the Statement of recognized income and expense:
Accumulated actuarial gains/(losses) (18) (24) - -
Breakdown of plan assets:
Shares 70% 69% - -
Bonds 29% 30% - -
Cash and cash equivalents 1% 1% - -
100% 100% - -
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27

CONSOLIDATED PARENT COMPANY
(DKK millions) 2006 2005 2006 2005
Pension obligations and similar abligations (continued)
Return on plan assets:
Expected return on plan assets (12) (13) -
Aciual return on plan assets 27 7 - -
Actuarial gains (losses) on plan assets 9 (6) - -
The actuariat calculations for the prevailing American defined
benefit plan at the balance sheet date are based on the following
assumptions:
Discount rate 5.75% 5.50%
Expected return on plan assets 8.00% 8.00%
Development in salary levels /A N/A
Breakdown of the Group's pension obligations for the current
and the four preceding years:

2005 2004 2003 2002

Actuarial pension obligation (251) (200) (209 {243}
Plan assets 175 156 165 176
Surplus/(deficit) (76) (44) (44) (67)

Defined contribution plans

The Group has commitments regarding certain groups of employees in Denmark and abroad. Pension plans are generally defined con-
tribution plans. The pension plans are funded by current payments to independent pension funds and insurance companies, which are
responsible for payment of the pension benefits. When contributions to defined contribution plans have been paid, the Group has no

further commitments to present or former employees. Contributions to defined contribution plans are recognized in the income state-

ment as paid.

Defined benefit plans

The Group has an American pension plan, which is not covered by payments 1o insurance companies, but however is partly offset by the
tair value of reserved pension funds. At 1 July 2003 the pension plan has been frozen, meaning that employees covered by the plan will
continue 1o be entitled 10 the pension payments earned up to this date. However, employees will not earn further pension payments.

In addition, in a number of subsidiaries agreements have been made for payment of cenain benefits, e.g. retirement pension as a fixed
amount or a fixed percentage of the final salary at the retirement date. Such obligations are not covered by payments to pension funds.

Other plans

The Group has no other pension obligations or similar obligations to its employees.

CONSOLIDATED PARENT COMPANY

(DKK millions) 2006 2005 2006 2005
Deferred tax

Deferred tax at January 1 146 5 195 -
Prior-year fax adjustments (14) - 14 22
Additions on company acquisitions - 28 - -
Changes relating to profit (loss} for the year (11) 28 (@ 37
Change in tax rate - 1 - (9}
Tax on changes in equity - )] 19
Transferred to “Deferred tax assets” - 84 - 126
Foreign exchange adjustments 3 - -

Tax adjustment regarding discontinuing operations 21 - -

Transferred to liabilities associated with assets held for sale (73) - -

Total 72 146 192 195
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CONSOUIDATED CONSOLIDATED
Note {DKK millions) 2006 2005 2006 2005
27 Deferred tax (continued)
Deferred Deferred Deferred Deferred
Specification of deferred tax assets and deferred tax tax assets tax assets tax tax
Intangible assets 1 Z 55 120
Property, plani and equipment 22 68 7 1
Other non-current assets - 23 - 2
Current assets 134 139 -
Pravisions 30 17 - -
Current liabilities 2 26 - -
Intra-group liabilities 112 155 - -
Tax loss carryforwards 65 352 . -
Reversal of tax benefit arising from loss - . 177 178
Value adjustments (8) (173} - -
QOther 26 4 21 41
Total 384 757 260 342
Set-off within same legal tax units and jurisdictions (188) (196) (188) {196)
Deferred tax assets and deferred tax at December 31 196 561 72 146

Tax value of unrecognized tax assets

CONSOLIDATED

2006 2005
Change in unrecognized tax assets
Tax value at lanuary 1 171 403
Change for the year, tax loss carryforwards (6) (36)
Foreign exchange adjustment, unrecognized assets - 12
Change for the year, other tax assets - (213
Transierred 1o unrecognized tax asseis held for sale (157) -
Tax assets at December 31 8 7
Specification of unrecognized tax assets
Tax loss carryforwards 7 152
Other tax assets i 21
Tax assets at December 31 8 171

A number of tax loss carryforwards expire between 2007-2024.

Tax assets not previously recognized, but used during the year:
Tax loss carryforwards -

]

Value adjustments are based on the Group’s expectations as to the future utilization of the tax asset.
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28 Other provisions

Consolidated

i Other Warranty Other

(DKK millions} restructuring provisions provisions Total
Other provisions at January 1 b4 117 229 367
Additions - 4 112 116
Consumed (9 (6) (84) (99)
Reversals (4) (2) - (6)
Fareign exchange adjustments n (5) 5 ()
Transferred to liabilities asscciated with assets held for sale {3) {54) (194) (291)
Other provisions at December 31, 2006 4 14 58 76
Of which is recognized in the consolidated balance sheet:

Non-current liabitities 3 8 i0 21

Current liabilities 1 6 48 55

Other provisions at December 31, 2006 4 14 58 76
Parent company, non-current liabilities - - 5 5

Restructuring provisions of DKK 4 million relate to restructurings based on detailed plans prepared by Management, which have been discussed with
and announced 1o the employee groups affected and others. The provisions cover severance payment and post-employment pay.

Warranty provisions concern sold products. The warranty provision ¢overs any defects in design, materials and workmanship for a period of 1-3 years

from delivery and completion. The provision has been calculated on the basis of historical warranty costs of the Group’s products.

Other liabilities inctude obligations regarding onerous contracts and property leases.
Onerous contracts are described in note 2.
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30

31
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CONSOLIDATED PARENT COMPANY
(DKK millions}) 2006 2004 2006 2005
Non-current liahilities
Bank loans 1,250 404 1,2%0 400
Capitalized lease obligations - 3 -
Other tong-term payables - 3 - -
Received prepayments - 43 - -
Non-current liabilities excluding pension obligations,
deferred tax and other provisions 1,250 457 1,250 400
Breakdown of liabilities due as of the balance sheet date
1-2 years - 35 -
2-3 years . 18 -
3-4 years - 4 - -
4.5 years 300 4040 300 400
> 5 years 950 950 -
Total 1.250 457 1,250 400
Breakdown of liabilities by currency
DKK 1,250 401 1,250 400
EUR . 1 - -
usp - 55 - .
Qther currencies - - - .
Total 1,250 457 1,250 400
Current liabilities
Bank loans 102 423 62 18
Repayment of long-term loans - 4 -
Total bank loans 102 432 62 118
Breakdown of loans by currency
BKK 78 252 49 113
EUR 5 123 5 2
ush 10 40 5 1
Other currencies 9 17 3 2
Total 102 432 62 118
Tax payable
Tax payable at January 1 33 23 - -
Prior-year adjustments (4) (7} - -
Additions on company acquisitions - 1 -
Tax on profit (loss) for the year 14 €3 -
Paid during the year (7 (€1) -
Transferred to “Tax receivable” 4 3 -
Foreign exchange and other adjustments - 1 -
Received joint taxation contributions from discontinuing operations 40 -
Tax adjustment regarding discontinuing operatiens 60 -
Transferred 1o liabilities associated with assets held for sale (120 -
Tax payab'e at December 31 10 33 -
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32

33

34

CONSOLIDATED

PARENT COMPANY

(DXK millions) 2006 2005 2006 2005
Other payables

Wages and salaries, holiday pay, etc. 84 166 20 12
Taxes and duties and tax payabte at source 21 38 5 -
Sacial contributions g 38 - -
Bonuses and discounts a1 44 - -
Outlays 16 23 - -
Other 99 356 20 3
Total 270 665 45 15
Security

Property - - .
Cash and cash equivalents - - . -
Total - - - -
Lease cbligations

Future lease obligations are distributed as follows:

Finance leases

Less than one year - 1 - .
Berween one and five years 1 2 - -
More than five years - -
Total 1 3 -
Of which:

Continuing operations
Discontinuing operations

Total

Finance leases relate to lease of operating assets and equipment,

The interest element of finance lease cbligations amounts to less than DKK 1 million. Accordingly, only the net present value is disclosed.

Operating leases:

Less than one year 73 74 1
Between one and five years 145 145 7 2
More than five years 14 28 -
Total 232 247 10 3
Of which:

Caontinuing operations 74 72 10 3
Discontinuing operations 158 175 - -
Total 232 247 10 3

Operating leases primarily relate to lease of property on market terms in Denmark, the United States and the UK.

The remaining lease terms amount to between one and eight years.

Operating leases include rental obligations related to properties in Denmark in the amount of DKK 36 million. DKK 19 million of the ren-
tal obligation in Denmark is provided for in the balance sheet in respect of vacation of offices.

Lease payments recognized in the income statement relating to operating leases amount to DKK 93 million (DKK 80 million in 2005).
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CONSOLIDATED PARENT COMPANY

{DKK millions) 2006 2008 2006 2005

Contingent liabilities, other financial liabilities and
contingent assets

Guarantees, warranties and other liabilities Py 15 6 9
Of which

Continuing operations 6 9 6 9
Discontinuing operations 15 6 - -

Contingent liabilities

Qutstanding lawsuits and arbitration proceedings

GN Store Nord and its subsidiaries and associates are parties 10 various lawsuits and arbitration proceedings, including various cases
involving patent infringements. Apart from the below described, the outcome of cases pending is not expected to be of material impor-
tance 1o the Group's financiat position.

The majority shareholder in the company AVR Communicatian, in which GN Store Nord, via American Hearing Systems, [nc (Interton) owns
20% has filed a claim that Interton has caused AVR Communication losses by not purchasing goods and services as expected. The claim is
not documented and INTERTON disputes the claim, The case is not ecpecied to be of importance to the Group's financial position.

Product liability case

Six American consumers have filed a claim against a number of distributors of Bluetooth headsets, incuding GN Netcom, Inc claiming
that the product warranty did not sufficiently warn that constant and high volume use of headsets may affect hearing. According to
information provided the claim does not involve hearing ability. The case is not expected 1o be of imporiance to the Group's financial
position,

Guarantees

GN Store Nord has in Denmark and the US issued guarantees to banks in respect of directly and indirectly whotly owned subsidiaries.
The guarantees relate solely to draws on group credit facilities of up 1o DKK 120 million and USD 25 million in respect of interest netting
cash pools.

Purchase obligations

In connection with the investment in a new domicile the Company has contractual liabilities of DKK 24 miillion. Further, GN is under
obligation to purchase components pre-ordered at a number of sub-suppliers. GN has agreed with a number of sub-supptiers that the
suppliers purchase components for the production of headsets based on sales estimates prepared by GN. To the extent that GN's sales
estimates exeeed actual purchases from sub-suppliers GN is under gbligation to purchase any remaining components from the sub-sup-
pliers. Management assesses sales estimates on a ongoing basis and to the extent that component inventaries at sub-suppliers exceed
the expected use, GN recognises a provision for onerous purchase contracts.

Contingent assets

GN continues to be involved in an arbitration case against TPSA through its 75% share of DPTG. Thz dispute concerns determination of
traffic volumes carried over the NSL fibre optical telecommunication system in Poland. DPTG is entit'ed to 14.8% of net profits from NSL
during the period 1994-2009. The seat of the arbitral tribunal is Vienna, Austria.

Early 2003 DPTG claimed approximately DKK 1.6 billion for the period 1994-mid 2002, in 2005 the arbitration tribunal appointed an
expert 10 estimate the relevant traffic volumes and their consequent revenue. Based on a preliminary expert opinion and because of the
lapse of time from mid 2002 to mid 2005, in February 2006 DPTG maodified its claim to approximataly DKK 5 billion, TPSA disputes the
expert’s estimates and calculations as well as the legal basis of DPTG' claim. GN Store Nord is unable to provide any further information
in this matter in order not to influence the outcome of the case. No amount has been recognized in GN Store Nord’s balance sheet at
Decernber 31, 2006 in this respect.

As part of the disposal of NetTest the parties agreed that GN Store Nord should receive a small portion of the gain on disposal realized
by the new owner. Axcel sold NetTest on 11 August 2005. GN Store Nord and Axcel have not been able to reach an agreement on the
catculation model for the earn-out agreement, and the matter will be settled by arbitration at mid-2007. GN Store Nord is unable to
provide any further information in this matter in order not to influence the outcome of the case. No amount has been recognized in GN
store Nord's balance sheet at December 31, 2006 in this respect.

in the 2001 financial statements GN Store Nord made an impairment write-down of goodwill related to Beltone of DKK 1,250 bitlion.
Beltone {(USA) was merged with GN Hearing Care Carporation (USA} at January 1, 2005. it is GN Store Nord’s assessment that a signifi-
cant part of the write-down made for accounting purposes in 2001 as a result of the merger has tax effect in Denmark. Both companies
were jointly taxed with GN Store Nord in the relevant period. GN Store Nord has brought the issue of deductibility for the merger loss
before the Danish tax authorities who at the beginning of 2007 have informed GN Store Nord that they dispute the right of deductibil-
ity. GN Store Nord does not expect the matter to be settled in 2007 and has therefore decided not to disclose the effect of deductibility
of the loss in the annual report.

Apart from the above, Management is not aware of any cases that could be of importance to the Group's financial position.
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Note
36 Financial instruments

Primary financial instruments

Average
Less than Between one More than Of which at effective rate
(DKK millions} one year  and five years five years Total fixed rates of interest
Investments
QOther securities - - 4 4 -
Trade receivables 599 5 - 604 -
Receivables from discontinuing operations 14 - - 14 -
QOther receivables and prepayments, etc. 103 1 - il4 -
Tax receivables 88 1 . 89 -
Cash and cash equivalents 47 . - 47 - 20%-3.0%
Assets held for sale 5,596 - - 5.596 -
Financial liabilities
Long-term bank loans - 300 950 1,250 - "IBOR" based
Other provisions 55 21 - 76 -
Short-term bank loans 102 - - 102 - “IBOR" hased
Trade payables 220 - - 220 -
Tax payables i0 - - 10 -
Other payables 270 - - 270 -
Liabilities associated with assets held for sale 1,312 14 - 1,326 -

Effective rates of interest are stated on the basis of actual interest rates at December 31, 2006.
The fair value of listed shares is DKK 0 million. For the other financial assets and liabilities, the fair value equals the carrying amount,

Continuing

Discontinuing operations Total Total
Specification of net-interest bearing debt operations see note 15 2006 2005
Cash and cash equivalents 47 7i t18 120
Bank loans, nen-current liabilities {1,250) - {1.250) (409)
Repayment of long-term loans - (3 3) 4
Bank loans, current liabilities {102) (150) (252) (428)
Total (1,305) (82) (1,387} (720)

Derivative financial instruments

Financial instruments used as hedging of currency and interest rate risks, including the notional amount, and unrealized gains and fosses are specified as

follows:
Unrealized Recognised Recognised
gains {losses) in income directly in
Notional on fair value statement equity at Maturity
Financial instruments (DKK millions) - amount adjustment for 2006 Dec 31, 2006 dates

Foreign currency sold under forward contracts
ush
GBP

Total financial instruments

Currency risk

GN is exposed to currency risks only in connection with commercial transactions. GN does not raise loans or place surplus cash in foreign currency
unless doing so reduces exposure to currency risks. GN is only to a limited extent exposed to fluctuations in exchange rates, as revenue and costs in
main currencies are generally matched. For example, GN will largely remain unaffected by fluctuations in the USD exchange rate, as approximately
70% of GN's revenue is generated in USD or USD-related currencies. GN generates considerable income in EUR, but does not consider the EUR-DKK
exchange rate to constitute a significant risk. For this reason, this currency risk is generally not hedged.
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Note

37

38

62

Financial instruments (continued)

Interest rate risk

GN's interest rate risk is primarily associated with the Group’s loans. The net interest-bearing debt at December 31, 2006 of DKK 1,387
million only carries a floating interest rate. All things being equal, an increase in GN's finance costs of one percentage point increases
interest expenses by approximately DKX 14 million at an unchanged debt level. However, when the sale of GN ReSound has been
completed, GN will repay all its debts and following distribution 10 stockholders (see page 15) will retain cash and cash equivalents

amounting ta DKK 1 bilkion,

Credit risk

GN holds most of its cash and cash equivalents as short-term maney market deposits with banks that have satisfactory rating with Moo-
dy's or Standard & Poors. GN's exposure to any single financial counterparty does not exceed 2.5% of such party’s equity. GN does not
have significant credit risks in respect of a single customer or cooperator. One customer accounted for approx. 20% of headset revenue
in 2006, and the trade receivable from the largest costumer amounted to 16% of total trade receivables at December 31, 2006. GN
credit rates all significant customers and other cooperators on an ongoing basis.

CONSOLIDATED PARENT COMPANY
(DKK millions) 2006 2005 2006 2005
Government grants
The Group has received government grants
relating to development activities Z
Total - é - -
Of which
Discontinuing operations by
Cutstanding shares and treasury shares
Nominal Nominal Nominal Treasury
Total value of value of valueof sharesasa
Outstanding Treasury  number of outstanding treasury total percentage
shares shares shares shares shares shares of share
{thousands} (thousands) (thousands) {DKK “000) {DKK "000) {DKK '000) capital
Number of shares at January 1, 2006 206,399 13,376 219,775 825,596 53,504 879,100 6.09%
Options exercised in 2006 2,007 (2,007) - 8,028 {8,028) - .
Shares acquired by GN Store Nord A/S {5,403) 5,403 - (21,612) 21,612 - -
Cancelled shares (6,012) {6,012) - (24,048)  (24,048) -
Number of shares at December 31, 2006 203,003 10,760 213,763 812,012 43,040 855,052 5.03%

The treasury shares had a market value of DKK 903 million at December 31, 20666. The above number of outstanding shares is also used
to the calculation of earnings per share in note 14 for discontinuing operations.

{shares thousands) 2006 2005
Weighted average number of shares 203,760 208,145
Dilutive effect of outstanding share options with positive intrinsic value - average for the period 1,679 2,051
Diluted weighted average number of shares 205,439 210,196
(DKK millions) 2006 2005
Profit (loss) for the year used for the calculation of earnings per share 348 850
Dilutive effect of profit (loss) for the year -
Profit (loss) for the year used for the calculation of diluted earnings per share 348 850
Profit (loss} for the year and diluted earnings 348 850
Amortization and impairment of intangible assets acquired in company acquisitions 33 42
Restsucturing 67 7
Profit (loss} and diluted earnings excluding amortization and

impairment of intangible assets acquired in company acquisitions and restructuring 448 899
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Outstanding shares and treasury shares {continued)

Continuing operations

Profit {loss) for the year and diluted earnings - - (55) 278
Amortization and impairment of intangible assets acquired in company acguisitions 9 10
Restructuring (2} -

Profit (loss) and diluted earnings from continuving operations excluding amortization and
impairment of intangible assets acquired in company acquisitions and restructuring (48) 288

Discontinuing operations

Profit (foss) for the year and difuted earnings 403 572
Amortization and impairment of intangible assets acquired in company acquisitions 24 32
Restructuring 69 7

Profit (loss) and diluted earnings from discentinuing aperations excluding amortization and
impairment of intangible assets acquired in company acquisitions and restructuring 496 611

Related party transactions

GN Store Nord's related parties exercising significant influence comprise the Supervisory Board and the Executive Management and sen-
ior employees and their family members. Related parties also comprise significant shareholders in the parent company and companies in
which the above persons have substantial interests.

In addition, related parties comprise group enterprises and assaciates over which GN Store Nord A/S exercises control ar significant
influence.

Group enterprises and associates are listed on page 70.

Supervisory Board and Executive Management
Management remuneration and incentive plans are described in notes 4 and 40,

GN Store Nord has entered an administration agreement in respect of GN Great Nordic Telco A/S with 8 company owned by a senior
employee in GN Greath Northern Tefegraph Company.

Group enterprises and associates
Trade with group enterprises and associates comprised:

CONSOLIDATED PARENT COMPANY
(DKK millions} 2006 2005 2006 2005
Sale of products to associates 88 122 - -
Purchase of products from associates 4 3 - -
Sale of services to group enterprises - - 206 73

Transactions with group enterprises are eliminated in the consolidated financial statements in accordant e with the accounting policies.

The parent company's balances with group enterprises at December 31, 2006 are recognized in the balince sheet. Interest income and
expense in respect of group enterprises are disclosed in notes 11 and 12.

Further, balances with group enterprises and associates comprise usua! trade balances related to purchase and sale of goods and ser-
vices.

The parent company did not receive dividends from associates in 2006 (2005: DKK 2 million). No dividends were received from group
enterprises in 2006 or 2005.

No transactions have been carried out with the Supervisory Board and the Executive Management, senior employees, major sharehot-
ders or other related parties.
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Incentive plans

Since 1998 GN Store Nord has issued share opticns annualiy as part of a long-term incentive plan for a number of senior empioyees. The plans from
1998 - 2001 all expired at the end of 2006. Accordingly, at 31 December 2006 GN only has share options granted from 2002 - 2006. No share
options are granted to Supervisory Board members appointed by the annual general meeting.

Dis- Average
Executive Senior continuing exercise
Share options in GN Store Nord Management  employees Other activities Total price
Share options granted at January 1, 2005 953,375 1,297,139 4,258,933 6,505,447 62
Share options granted during year 200,981 267,000 615,800 1,083,781 62
Share options exercised during year {214,000y  (40,000) (610,829) (864,829 46
Share options terminated during year/corrections (41,250) (482,559) (635,919) {1,159,728) 136
Outstanding share options at December 31, 2005 899,106 1,041,580 3,627,985 5,568,671 49
Share options granted during year 244,395 235,255 504,040 983,690 85
Options transferred at October 2, 2006 (633,037} (535,973) (1,631,900) 2,800,910 - -
Share options exercised during year - (15,000) (993,400) (998,438) {2,006,838) 30
Share options terminated during year/corrections (158,125} (424,580) (705,655) {55,220 (1,343,580} 85
Outstanding share options at December 31, 2006 352,339 301,282 801,070 1,747,252 3,201,943 57
Grant date market value of share options
granted in 2006 * 5.3m 5.2m 11.2m 21.7m
Market value of outstanding share options at
December 31, 2006 14.1m 8.1m 30.3m 61.2m 113.7m

* of which DKK 10 million transferred to discontinuing operations

The granted share options for the year are basically identical in regards to exercise price and expiry date, but varies in relation to the exercise period
and exercise conditions deperding on the areas in which the options are granted; North America, France and rest of the world. Of the options
granted in North America, 20% can be exercised after one year, a further 20% can be exercised after two years and the remaining 60% three years
after the grant date. Of the options granted in France, 100% can be exercised four years after the grant date. Of the options granted in the rest of
the world, 100% can be exercised three years after the grant date. in adddition, for options granted outside of Morth America exercise is contingent
on at least a 19% increase in GN Store Nord's share price compared 10 the exercise price in the period following the first exercise date.

All share option plans expire no later than in five years after the grant date. When exercised, GN's share options dare settled by shares from GN's hold-
ing of reasury shares. A detailed specification by grant date is provided below of outstanding share option plans in GN at the balance sheet date.

For exercised options the average share price is DKK 79 per share at the exercise day.

Dis- Number of Market
Share options in GN $tore Nord — Exccutive Senior continuing exercisable Exercise Years to  value in DKK
grant date Management employees Other  cperations Total options price expiry millions
apr/2002 - 26,000 96,750 122,750 122,750 50 a3 4.2
aug/2002 - - 4,000 4,000 8,000 8,000 43 0.6 0.3
apr/2003 105,000 - 145,000 181,300 431,300 386,300 18 13 283
apr/2004 60,000 25,000 212,000 497,200 794,200 38,600 43 2.3 34,5
novi2004 - 40,000 27,000 - 67,000 - 53 28 2.4
apr/2005 57,415 77,500 204,300 525,428 864,643 36,800 62 33 259
okt/2005 - 21,300 - - 21,300 4,260 76 38 0.5
apr/2006 44,973 105,200 182,770 442574 775517 - 86 43 149
nov/2006 84,951 32,282 - - 117,233 - B0 4.8 27
OQutstanding share options at
December 31, 2006 352,339 301,282 801,070 1,747,252 3,201,943 596,710 1137
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40 Incentive plans (continued)

The market value of the share options has been calculated using the Black & Scholes method. The market value of the outstanding share options at
the balance sheet date is calculated on the basis of underlying market prices on the final business day of the year, whereas the market value of op-
tions granted during the year is based on the underlying market prices on the grant date. The following assumptions were applied for the calculation
of the market value at the balance sheet date and at the grant date for the main grant of share options in 2005 and 2006:

Grant Grant

2006 date 2005 date

Market conditions year end 2006 year end 2005

Share price 84 86 83 62

Volatility 23% 24% 25% 27%

Dividend per share 06 0.6 0.6 0.6

Risk-free rate 3.92% 3.50% 3.00% 2.75%
Term Remaining Remaining

term 5 years term 5 years

At the annual main grant of share options in April 2006, a historic volatility in the period April 1, 2003 - March 31, 2006 in the GN Store Nord share
was used. The calculation of the market value at the balance sheet date is based on a historic three-year volatility in the period January 1, 2004 - De-
cember 31, 2006 in the GN Store Nord share.

Share options held by the Executive Management are specified below:

Grant year 2003 2004 2005 2006 2006 Total
Exercise price 18 43 62 86 80

Toon Bouten 0 0 Q C 84,951 84,951
Jens Due Olsen 105,000 60,000 57.41% 44,973 0 267,388
Total 105,000 60,000 57.415 44,973 84,951 352,339
Resigned members of the Executive Management 0 60,000 61,528 49,251 Q0 170,779

The twa present members of the Executive Management did not exercise any aptions in 2006. Resigned members of the Executive Management
exercised 397,038 options in 2006,

41 Acquisition of companies and operations

GN Stcre Nord did not acquire any companies or operations in the financial year.

in connection with the acquisition of INTERTON and other operations in 2005 GN recognized identifiable intangible assets, including customer
contracts, developrment projects and trademarks, at fair value. In 2006 GN entered an agreement with the previous owners regarding contingent
purchase obligations of DKK 60 million, which lead to a reduction of the cost of the acquisition and thereby goodwill of DKK 4 million. Further, the
finalisation of the acquisition balance sheet resulted in an adjustment of goodwill by DKK 1 million. Accordingly, goadwilt has been adjusted by DKK

3 miillion in total.

Comparative figures for 2005 related to acquisition of companies are presented on the following page.
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Note
41 Acquisition of companies and operations (continued)

INTERTON

At November 1, 2005 GN Store Nord acquired INTERTON Horgerate, a German hearing instrument manufacturer. The acquisition strengthens the
hearing instrument activities’ product program and market presence. As part of the acguisition, the parties entered into an earn-out agreement,
which is conditional on the revenue growth in the period 2005-2007.

INTERTON is strongly positioned on particularly the American and German markets, and the company’s products in the middle and low price seg-
ments will enhance the hearing instrument activities' profile as a quality provider of hearing instruments in all price categories.

Other acquisitions and operations
In 2005 GN also acquired a number of minor operations, primarily ownership interests in hearing instrument chains and distributors in the USA. The

acquisitions strengthen mainly GN's sales and distribution channels.

All transactions are accounted for using the purchase method.

IFRS
carrying amount
prior to Fair value Fair value at
acquisition adjustment acquisition date
Other Other Other

acquisitions acquisitions acquisitions
Statement of acquired net assets and and and and
cash purchase price: INTERTON operations [INTERTON operations INTERTON operations Total
Non-current assets 24 12 104 - 128 12 140
Current assets 77 1 3 - 80 1 a1
Non-current liabilities (29) - an - (76) - {76)
Current habilities (76) (10) - - (76) {10) (86}
Acquired net assets {8) 3 60 - 56 3 59
Goodwill 298 27 325
Acquisition costs 6 - B
Purchase price 360 30 390
Provisian, earn-out obligation (54) (10 (64)
Acquired cash and cash equivalents {4) - (4)
Cash purchase price 302 20 322

The total cash purchase price of the above amounted to DKK 322 million, including goodwill of DKK 325 millicn in 2005.

After recognition of identifiable assets, Jiabilities and contingent liabilities at fair value, goodwill related to the acquisition amounted to DKK 325 mil-
iion. The balance represents the value of the assets that could not be measured reliably at fair value, the value of existing employees and knowhow,
expected synergies from the business combination with INTERTON and the value of access to sales and distribution channels.

Other
acquisitions
- and
(DKK millions) INTERTCN operations Total
The share of revenue and profit {loss) for the year from continuing operations from
the acquisition date can be specified as follows:
Revenue 39 21 60
EBIT (12) 3 15
Profit {loss) for the year (3] (3 9}
Acquired aperations if they had been owned in all of 2005:
Revenue 225 - 225
EBIT (i0) - 10
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Note

42

43

CONSOLIDATED PARENT COMPANY

(DKK millions) 2006 2005 2006 2005

Other adjustments

Gain/loss on disposal of assets (3} . (3)

Share eptions expensed 5 10 3 3

Dividends from subsidiaries and associates - - - (2)
Share of profit {loss) in associates - 3 -

Provision for bad debt losses and -

inventory write-downs (9} 28 -

Adjustment of provisions 19 7 - -
Total 12 48 - 1

Adopted accounting standards for implementation in 2007 or later

The IASB and the EU have adopted the following new accounting standards and IFRIC interpretations that are not
compulsory for GN Store Nord A/S in the preparation of the annual report for 2006, but may affect the annual report
for 2007:

IFRS 7 Financial Instruments: Disclosures and the amendment to 1AS 1 in respect of capital disclosures should be applied for financial
years beginning on or after January 1, 2007. Implementation of the standard will not have any effect on the recognition and meas-
urement of financial instruments.

IFRIC 7 Applying Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary Economies should be applied for finan-
cial years beginning on or after March 1, 2006. The interpretation is not expected to affect GN Store Nord A/S.

IFRIC 8 Scope of IFRS 2 should be applied for financial years beginning on or after May 1, 2006. The interpretation is not expected to
affect GN Store Nord A/S.

« |FRIC 9 Reassessment of Embedded Derivatives should be applied for financial years beginning on or after June, 1 2006. GN Store
Nord A/S neither holds nor expects 1o acquire embedded derivatives.

In addition, the IASB has adopted the following new accounting standards and IFRIC interpretations which have not
yet been adopted by the EU. The new accounting standards and IFRIC interpretations are not compulsory for
GN Store Nord A/S in the preparation of the annual report for 2006, but may affect the annual report for 2007:

» |FRS 8 Operating Segments on the identification of and disclosure requirements for segments should be applied for financial years
beginning an January 1, 2009 or later. The standard will not affect the recognition and measurement in the annual report.

IFRIC 10 Interim Financial Reporting and Impairment prohibits the reversal in the annual report of impairment losses in respect of
goodwill recognized in an interim financial report even though the conditions leading to the impairment in the interim report no
longer apply. The same prohibition applies to impairment Josses in respect of investments measured at cost. IFRIC 10 should be ap-
plied for financial years beginning an November 1, 2006 or later. The interpretation is not expected to affect the financial reporting.

* |FRIC 12 Service Concession Arrangements should be applied for financial years beginning on January 1, 2008 or later. GN Store Nord

AJSS neither has nor expects to enter any concession arrangements. Accordingly, IFRIC 12 is not expected to affect the financial repont-
ing.
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Note 44  Primary and secondary segments 2006 and 2005
Income statement 2006 Contact

Center Other Dis-

& Office Mobile elimina- continuing  continuing Consclidated

{DKK millions) headset headset GN Netcom tions operations operations total
External revenue 1,587 1,809 3,396 17 3,413 3,353 6,766
Internal revenue - - - - - - -
Revenue 1,587 1,809 3,396 17 3,413 3,353 6,766
Production costs 1629) (1,594) (2,223) (1} (2,224) (1,320} (3,544)
Gross profit 958 215 1,173 16 1,189 2,033 3,222
Davelopment costs B3 (20} {153} 2 {151} {233) (334)
Sedling and distribution ¢costs {568} {224} 792) - 792 {995) (1,787)
Management and administrative expenses {227 G2} {319) (60} {379) {a17) {7G6)
Other cperating income 1 - 1 3 4 (2) 2
Qperating profit (loss) before share of profit (loss)
in subsidiaries and associates 101 {191) (90} (39) (129) 386 257
Share of profit (loss) in associates - - - - - - -
Operating profit {loss) 101 {191) {90} {39) {129) 386 257
Gains/osses on disposal of operaticns and other discontinuing operations - - - - 12 65 77
Profit {loss) before financial items 101 {191) {90) {39) {117) 451 334
Financiat items {42) 20) {62) 25 137) {23) (60)
Profit {loss} from ordinary activities before tax 59 (211} (152) {14) {154) 428 274
Balance sheet 2006 Contact

Center Other Dis-

& Office Mobile elimina- tontinuing  continutng Consolidatad

{DKK millions) headsat headset GN Netcom tions operations operations total
ASSETS
Total intangible assets 389 297 686 60 746 311 3,867
Additions 52 65 17 32 149 209 358
Impairment - - - - - - -
Total property, plant and eguipment 38 35 93 408 501 281 782
Additions 20 40 60 298 358 76 434
Deprediation 2n 41 (62) (13) (75) (72) (147
Investments in associates - - - - - 64 64
Other assets 785 497 1,282 102 1,384 2,130 3,514
Total assets 1,212 849 2,061 570 2,631 5.596 8,227
EQUITY AND LIABILITIES
Total equity 401 229 630 4,270 4,900
Total liabilities 1,660 311 2,001 1,326 3,327
Total equity and liabilities 2,061 570 2,631 5,596 8,227
Additional informaticn is provided in the investar-specific statements and note 14,
*) A number of iterns are not presented by segment, as the segments in a number of cases are part of the same legal entity.
Geographic - secondary segment - 2006

Rest of North Asia Dis-

Nordic Restof  and South and rest  Continuing  continuing Consolidated
{DKX miliians) Denmark region Europe America of world uperations operations total
Revenue 77 152 997 1878 309 3.413 3,353 6,766
Non-current assets 723 10 1 688 25 1,457 4,023 5480
Current assets 603 12 163 340 56 1,174 1,573 2,747
Total assets 1,326 22 174 1,028 81 2,631 5,596 8,227
tnvestments in non-current assets 488 - q 15 3 510 187 697
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fNote 44 Primary and secondary segments 2006 and 2005 {continued)

Income statement 2005 Contact
Center Other Dis-

& Office Mobile elimina- Continuing  tontinuing Consolidated
{DKK millions) headset headset GMN Netcom tions opelations operations total
External revenue 1,549 1,960 3,509 24 3,533 EARE 6,644
Internal revenue - - - - - - -
Revenue 1,549 1,960 3.509 24 3,533 3,111 6,644
Production ¢osts (544) (1,554) (2,098 N} (2,099 (3,186) (3.285)
Gross profit 1,005 406 1,414 13 1.434 1,925 3,359
Development costs (48) (77) (125) (1) (126) 187) (313)
Selling and distribution costs (446) {191} {637 n (638) 852) {1,450)
Management and adminisirative expenses (200) (a8) (288) (73) (361) (368) {729)
Other operating income 2 - 2 1 3 12 15
Amortization and impairment of goodwill - - - - - (B) {8)
Operating profit (loss) before share of profit (loss)
in subsidiaries and associates 313 50 363 {51) 312 522 834
Share of profit (loss} in associates (3 - 3 - (3) (8) {11)
Operating profit (loss) 310 50 360 {51) 309 514 823
Gainsflosses on disposal of operations and other discontinuing operations . . - 13 13 9 22
Profit (loss) before financial items 310 50 360 (38) 322 523 845
Financial iterns - - (24) 45 21 (42) {21)
Profit {loss} from ordinary activities before tax i 50 336 7 343 481 824
Balance sheet 2005 Contact

Center Other Dis-

& Office Mobile ellmina- Continulng  continuing Consolidated
{DKK millions) headset headset GN Netcom tions  operations  operations total
ASSETS
Total intangible assets 409 315 724 39 763 3,30 4,064
Additions 30 55 B5 5 90 592 682
fmpairment - - - - - 8 (8)
Total property, plant and equipment 44 61 105 124 229 284 513
Additions 8 60 68 47 i15 83 198
Depreciation (B} 31 (39} (3 {42 (76) (118)
Investrnents in associates - - - - - 189 189
Other assets G948 535 1,483 (367) 1,116 2,209 3,325
Total assets 1,40 911 2,312 (204) 2,108 5,983 8,00

EQUITY AND LIABILITIES

Total equity 615 556 1471 4,178 5,349
Total liabilities 1,697 (760) 937 1,805 2,742
Total equity and liabilities 2,312 (203) 2,108 5.983 8,091

Additional information is provided in the investor-specific statements and note 14,

*) A number of iterns are not presented by segment, as the segments in a number of cases are part of the same legal entity.

Geographic - secondary segment - 2005

Rest of North Asla Dis-
Nordic Restot  and South andrast Continuing  continuing Consolidated
{DKK millions) Denmark reglon Eurcpe America of world  ocperations operations total
Revenue 77 123 1,028 1,954 351 3,533 31 6,644
Non-current assets 270 9 10 735 28 1,052 4,308 5,360
Cument assets 526 30 120 529 94 1,299 1,432 2,731
Total assets 796 39 130 1,264 122 2,351 5,740 8,091
Investments in non-current assets 166 - 3 F4l 15 205 675 880
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Owrnier Share Owner Share

Country Currency ship % capital Country Currency ship % capital
Continuing Operations Belione Audiologic France France EUR 100 650,000
GN Store Nord ASS Denmark DKK N/A 879,100,252 Zelome Europe Holdngs ApS Denmark DKK 100 200.000
GN Ejendomme Lautrupljerg 7-11 AS Denmark DKK 100 10,500,000 Belione Holdings Inc. USA usp 100 1
GN Great Nordic Teico A/S Denmark DKK 100 10,500,000 Beltone Holdings |l Ing, USA UsD 100 1
GN Cable System A/ Denmark DEK 100 500,000 Beltone Holdings lll, Inc, USA Ush 100 10
@ Danish Polish Telecommunications Group /5 Benmark DXk 75 NFA Belzone Holdings N Inc USA usp 100 30
@ Danish Russian Tolecomimunications Group 'S Denmark DKK 50 NIA Bekone Holdings W, Inc. usa Jsp 100 30
Bel:one Netherlands B.V. Netherlands — EUR 100 45,000
GN Netcom A/S Penmark PKK 100 30,100,000 Belone Norge AS Norway NOK 10Q 1,000,000
GN Hello Direct Inc, YsSA usp 100 450,000 Bel:one Schwels GmibH Swarzerland CHF 100 20.0C0
GN Neicom (Canata) Inc, Canada CAD 100 1.000 Belrone Hearing Centers of Flonda, LLC usa ush 25 A
GN Netcorm (China) Lid Ching Usp 100 8,000,000 Bel:one Hearing Cencers of New York, LLC usa uso 15 NAA
GN Neicom therral 5 A Spain EUR 100 60,111 Bel:one New England G P USA usD 50 1
GN Netcom {kaka} 5. ). Ialy EUR 100 10,200 interton Electronic Héaerale GmbH Germany EUR 100 25,000
GN Netcom (japan) bid Japan PY 180 10,000,000 Amerncan Hearing Sysiems Int. USA UsD 100 10
GN Netcom (Singapore) Pie Lid Singapore G0 100 200,000 interian Aps Denrnark DKK 100 150,000
GN Netcom (UK) Limiced Gred; Brizain - GBP 100 100,000 Sluchadiova Akustika spot SR O. Lzech Republie CHZ 100 102,000
GN Netcom AB Swetlen SEK 100 5,100,000 Interion Slewakia SR O Slovakia SKK 85 170,000
GN Neicom Asia Lid. Hontg Kong HKD 100 2,000,000 A Aydo Nova SR L Romania ROL 49 10,000,000
GN Neicom Aus:ralia Pry. Lid. Ausiraha AUD 100 2.500.000 A AVR Inc Israel uso 20 2,811,108
GN Neicom European Repair Centre B.V. Netherlands  EUR 1¢0 18,000 A GN Resound-H Kft Hungary HUF 19 1,000,000
GN Newcom GmbH Germany EUR 100 51,129 A GN ReSound India Private Limiied India INR 49 2.132.480
GN Netcom Inc usA uso 100 35.900.000 A GN ReSound Korea Co Lid. Korea KRW a0 136,700,000
GN Neicom Logistic (Xiamen) Lid. Chrna usp 100 500,000 A Baltane Hearing Korea Co Lid. Kotea KRW 40 50,000.000
GN Netcorn 5.4, France EUR 100 80,000 A Hearing Aid Expirass Inc Usa usD © 35 11,111
A Suprag AG Switzerland  CHF 15 200,000 A Himpp A/S Denmark DKK 30 2,400,000
A HIMSA NS Benmark DKK 25 1,000,000
Discontinuing Operations A HIMSA I A/S Denmark DKK 16 67 500,000
GN ReSound A/S Denmark DK 100 £0,000,000 A HIMSA L KS Denmark DKK 7.69 3,250,000
GN GROC Lid. China usp 100 500,600 A K/S Himpp Denmark DKE 3¢ 114,782,415
GN Hearmng Care Canada tid. Canada Can 100 10,000 A Marke-Med Sp. Zoo Paland PLN a0 62,500
GN Heranng Cate Cofporation USA ush 100 130,000 A NewCo ZAD Russia RUR 20 2,000,000
GN Hearng Care 5.A Spain EUR 100 1,562,631 A OY Danalink AB Finland EUR ia 100,913
GN ReSound AB Sweden SEK 100 100,000 A Phira 5AS France EUR 25 500,000
GN ReSound AG Swatzerland CHF 100 420,000 A Viennatone S A de C\V Mexico MXN 49 50,000
GN ReSound B V Ne:horlands  EUR 100 680,670 A JRI Corporauon USA Usp 20 150,000
GN ReSpund China Ltd China CNY 100 34,000,000 @ Summit Hearing Centers GP UsA st 20 WA
GN Resound do Brazil L:da Brasi! BRL 100 11,466,706 # Taeyoung Heanng Centers GP Usa usD 20 N/A
GN ReSound GDC Ltd, ireland usD 100 269,520
GN Hearnng GmbH Germany EUR 100 295,549 GN Otometrics A/S Denmark DKK 100 23,239,000
GN ReSound GmbH H&ertechnologie Germany EUR 100 2,162,253 GN Otomeyrks GmbH & Co. KG Germany EUR 100 409,034
GN ReSound Hbertechnologie GmbH Austria ELR 100 500,000 GN Orometrics Hokling GmbH Germany EUR 100 1,800,000
GN ReSound lreland Haldings Ltd. Ireland usp 100 402,583 GN Qtometrics Verwaltungs GmbH Getmany ELR 100 25,000
GN ReSound Ireland Lid Ireland usn 100 402,561
GN ReSound lreland Sales Ltd. Ireland usDh 100 160
GN Resaund l.alia SRL ltaly EUR 100 181,190
GN Resour] Japan KK, Japan PY 100 499,000,000
GN ReSound Lid. Great Britain_ GRP 100 7,376,000
GN Resound Norge AS Norway NOK 10 2,000,000 A Associawed Companies
GN ReSound NV Belgium EUR 100 495,800 ® !ndicates associates under join: contrel. Ti\es:a ae accounted for by proporusnate consolida-
GN ReSound NZ Lid New Zealand  MZL 100 2,000,008 tion. The joint control is based on agreements on exercise of votng rights, joint control, and
GN ReSound Piy. Lid. Australia AUD 100 4,000,002 on possesian and disposal of ownership intelests, etc. The partnerships (¥$) stated in the bist do
GN Resound $ A5, France EUR 100 285,957 not publish financial statements subject to section 5 of the Danish Financial Statements Act, as
GN US Holdsings Inc. LSA usb 100 34.000.000 they are included in the conselidated financial statements of GN Store Nord A/S,
GN al 19, januar 1998 ASS Danmark DEK 100 91,013,000 A few minor companies wihout business op 2ations have Deen omitzed lrom the list.
GN af 20. januar 1998 A/S Denmark DKK 100 13,375,000

Forward-looking statements

The forward-looking statements in this annual repont reflect GN management’s current expectations of certain future events and financial results.
Statements regarding 2007 are, of course, subject to risks and uncertainties which may result in material deviaticns from expectations. Factors that
may cause these actual results to deviate materially from expectations include but are not limited to general ecoriomic developments and develop-
ments in the financial markets; technological developments; changes and amendments 1o legislation and regulations in GN's markets; changes in
product demand: competition; shortages of components needed in production; and the integration of company acquisitions. For more information,
see "GN 360° - Operations and risk management” elsewhere in this Annual Report. This annual report should not be considered an offer to sell
sacurities in GN Store Nord.

This publication is available in Danish and in English. In the event of any discrepancies, the Danish version shall be the governing text,
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GLOSSARY AND KEY RATIO DEFINITIONS

tn this annual report the following four UKAUS accounting abbreviations are used:

EBITDA

Earnings before depreciation of property, plant and eguipment and amortization and impairment of goodwill and other intangible
assets acquired in company acquisitions.

EBITA

Earnings before amortization and impairment of goodwill and other intangible assets acquired in company acquisitions.

EBIT

Earnings before interest and 1ax.
EBT

Earnings before tax.

Key ratio definitions

EBITA margin

Return on invested capital
including goodwill
{ROIC including goodwill)

Return on equity {ROE}

Equity ratio

Earnings per share basic (EPS)

Earnings per share diluted
({EPS diluted)

Earnings per share excluding
amortization and impairment of
intangible assets and
restructurings, etc.

Earnings per share

excluding amortization and
impairment of intangible assets
and restructurings, ete, diluted

Cash flow per share (CFPS)

Book value per share

invested capital

Interest cover

Net working capital (NWC) =

Net interest-bearing debt =

EBITA x 100

Revenue

EBITA x 100
Average invested capital including goodwill

Profit (loss) for the year x 100
Average equity of the Group

Equity of the Group x 100

Total assets

Profit fJoss) for the year

Average number of shares outstanding

- Profit {loss) for the year

Average number of shares outstanding, diluted

Profit {{oss) for the year excluding amortization and impairment
aof intangible assets acquired in company acquisitions and
restructurings

Average number of shares outstanding

Profit (foss) for the year excluding amortization and impairment
of intangible assets acquired in company acquisitions and

_ restructurings

Average number of shares outstanding, diluted

Cash flows from operating activities (CFFQ)..
Average number of shares outstanding, diluted

Equity of the parent company
Average number of shares outstanding at year end

NWC + property. plant and equipment and intangible assets -
other provisions

EBITA + net interest income on bank loans
Net interest expense on bank loans

Inventories + receivables + other operating
current assets - trade payables - other operating
current liabilities

Cash and cash equivalents - Mortgage debt - Bank loans

Key ratios are calculated in accordance with "Recommendations & Financial Ratios 2005~ issued by the Danish Society of Financial Analysts.
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