




      

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 discontinuing operations.

GN retained the position as the world’s leading headset manufac-

turer, continued to generate increasing headset sales to offi ces 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 Hello 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 mobile 

headsets. Consequently, the headsets business reported unsatisfac-

tory fi nancial results.

In connection with the agreement to divest the hearing instrument 

operations in October. Due to the change in GN’s corporate struc-

ture, CEO Jørn Kildegaard decided to leave GN and also head of the 

hearing instrument activities, Jesper Mailind, left the Executive Man-

agement. As of October 2006, Toon Bouten took over as President 

and CEO of GN. Among other things, Mr. Bouten was appointed 

on the basis of his special knowledge and skills relating to consumer 

electronics and corporate turnarounds. Since taking up the position, 

he has worked on and taken the initial steps in implementing the 

new strategic plan for reversing the performance of GN’s headset 

operations. The new strategy is released with this Annual Report.

The markets for mobile phone and offi ce 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 telephony 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 development increases the 

demand for ever more frequent product launches and the need for 

an organization with the fl exibility to adapt to dynamic market condi-

tions.

Under 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 fl uctuating market conditions. Subsequently, GN 

will again focus on profi table growth in existing 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 
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models in order to compete in each of the four areas. The four busi-

ness areas are contact centers, offi ces, the premium mobile headset 

segment and the mainstream segment, which includes Jabra branded 

entry level mobile headsets and OEM products.

 

GN will focus on the strong Jabra brand, which is well-positioned in 

the mobile headsets segment and in the future all new products for 

the contact center, offi ce and mobile markets will be launched under 

the Jabra brand.

When the Xiamen factory is handed over to Phonak, GN intends to 

outsource all production and parts of the logistics to one major busi-

ness partner and a number of minor business partners. This will pro-

vide the necessary skills and improved quality throughout the value 

chain, greater fl exibility in relation to the fl uctuating demand, while 

also reducing costs and working capital.

The initial steps to implement the plan have been taken with a 

number of organizational changes, negotiations with relevant busi-

ness partners and necessary changes made to in-house business pro-

cedures, among other things.

Within GN’s hearing instrument activities, GN launched 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 to examine the best strategic alter-

natives for GN ReSound and the related operations in GN Otometrics’ 

audiologic diagnostics equipment, including the potential for playing 

a part in industry consolidation. In October, 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 fi rst half of 2007.

At the closing 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 to provide the foundation for the positive pros-

pects set out in the new plan for the headset operations. The past 

period created uncertainty among GN 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.
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GN Store Nord has been helping people connect since 1869. Initially as a telegraph company and now as a manufacturer of 

headsets for users all over the world.

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 

single 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 effi ciency, and helping our em-

ployees respond to challenges and develop responsibility in an environment that combines advanced technology with global sales.

Overall Goals

• expand the leadership in the headset market 

• achieve competitive profi tability and an attractive return on capital employed. 

Goals and means 2007-2009 

Agenda

AGENDA

Goals

GN’s goals for 2007-2009 are to:

• reengineer the business into a scalable business structure 

• be the leading supplier of headsets for offi ces 

• strengthen the position in the contact center market

• remain the largest provider of wireless headsets for 

mobile phones and similar products 

• achieve profi table growth in all business areas 

• retain the innovation leadership 

• achieve world class operational excellence

• ensure that the GN share price refl ects the company’s 

results and strategic potential

• retain key employees in strategically important positions.

Means

In 2007-2009, GN plans to:

• build a strong, market-oriented organization within the 

individual business areas

• enhance all operational processes to match the 

requirements in our business areas 

• ensure high and consistent quality in products and 

 processes

• enhance employee, production, distribution and 

subcontractor productivity 

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

capital

• reengineer the global supply chain 

• launch innovative products that are increasingly based on 

shared platforms 

• retain the status as an attractive employer that offers 

development opportunities to employees and provides 

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

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

In this Annual Report, the new management presents the revised 
strategy intended to enable GN to 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 offi ces continue 
to expand strongly, and demand is growing for wireless stereo head-
sets combining music and telephony. This strong market growth, 
especially in mainstream mobile 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 fl exible 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 product 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 Profi table 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 
profi table growth were presented, but 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 major customers and more 
effi cient 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 
simplifi ed and made more effi cient in order to increase the fl ex-
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 fi xed assets

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

GN’s Future Strategy
c) Production; outsourcing to one main business partner in 

order to improve quality and enhance production process 
productivity

d) Distribution; revise the distribution 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 launches 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 expenditure 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 will divide the headset business into four 
separate business areas, each operating under different market con-
ditions and managed as a separate profi t 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.

• Offi ce – the offi ce market is currently growing by 10-20% per 
year with operating margins of about 15%. Main growth drivers 
are the benefi ts provided by wireless 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 offi ces, 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-
fi ce/Home Offi ce (SOHO) customer segments.

• Premier – the upper segment of the market for mobile products; 
currently growing by about 30% 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 mobile products 
served by the Jabra brand and OEM 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.

GN’S FUTURE STRATEGY
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Improvement Process
In order to optimize the support 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 functions were allocated to 
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 product defi nition stage to launch, will be cut in 
half, so GN will be able to 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, GN will focus on the strong Jabra brand, which is well-
positioned in the mobile headset segment. All new products for the 
contact center, offi ce or mobile markets will be launched under the 
Jabra brand. Profi ling 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 differentiating the individual business areas.

Flexible and Effi cient Supply Chain
The new strategy plan will simplify GN’s global organization and 
processes and enhance fl exibility, facilitating faster alignment 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. GN 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, improve quality throughout the 
value chain, increase fl exibility in relation to the fl uctuating demand, 
while also reducing costs. GN also plans to implement a production 
and distribution strategy in which fi nal product assembly is postponed 
to as late as possible before the product is shipped to the customer. 
This postponement setup will reduce inventories and other 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 fi nished 
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 should 
be interpreted with greater uncertainty than normally due to the 
substantial changes being made and the volatility of GN’s markets. 
In 2007, GN will report separately on continuing and discontinuing 
operations.

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

The outlook excluding restructuring costs is projected: 
The CC&O Headsets business excluding Hello Direct expects or-

ganic growth to remain high at about 10% and to generate revenue 
of approximately DKK 1.3-1.4 billion. European growth is expected 
to exceed North American growth. The normal seasonal variations in 
EBITA are expected, with fi rst and second quarter trailing the fourth 
quarter 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 profi t 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 to be a loss of approximately DKK 50–75 million. The Mobile 
Headsets business is expected to generate negative earnings in the 
fi rst and second quarters and to be profi table in the third and fourth 
quarters. As a result, the Mobile Headsets business is expected to 
grow less than the market in the fi rst 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 to be 2-3% in the fourth 
quarter. In addition to the earnings improvements, lower 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 million.

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. In 2006, EBITA excluding 
non-recurring items was DKK 70 million.

In addition to the above, restructuring costs will be in the range of 
DKK 50-100 million, of which the cash fl ow 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. In addition to the normal seasonal 
fl uctuations, results will be impacted by restructuring costs and by 
falling underlying overheads during the year. Accordingly, the restruc-
turing of the supply chain is not expected to have a notable fi nancial 
impact until in the fourth quarter.

As a result, earnings will be negative in the fi rst quarter and peak in 
the fourth quarter, both including and excluding 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 revenue growth and operating mar-
gins are expected to be higher in 2008 than in 2007.

Amortization of intangible assets is expected to amount to approxi-
mately DKK 10 million.

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

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

For the discontinuing operations, the sale of GN ReSound to Pho-
nak is expected to be fi nalized in mid-2007. Profi t from the discon-
tinuing operations for the fi rst half-year, which will be reported under 
a separate line item in the Income Statement, is expected to be DKK 
150-200 million.

GN’S FUTURE STRATEGY
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Continuing Operations

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 diagnostics business to Phonak AG.

Q4 2006

The fi nancial 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, consisting 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&O 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&O Headsets and at more than 

90% for Mobile Headsets.

Costs were impacted by the ongoing implementation of the new 

strategy. Excluding one-offs, sales, marketing and administrative 

costs were DKK 211 million, compared to DKK 256 million in Q4 

2005. 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 million (EBITA margin of 2.4%) against DKK 104 million in Q4 

2005 (EBITA margin of 11.0%). The reduction was due to Mobile 

Headsets’ increase in sales of mainstream products at lower 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 sales growth relative to Q3 2006. Trade payables were 

DKK 220 million, as compared to DKK 131 million at September 30, 

2006.

This brought cash fl ows from operations to DKK 239 million in Q4 

2006 against DKK (12) million in Q4 2005 and the free cash fl ow 

was DKK 125 million, compared to DKK (83) million in Q4 2005. 

The cash fl ow 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

CC&O 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, corresponding to 6% organic growth relative 

to Q4 2005.

CC&O Headsets generated 14% organic growth in Europe rela-

tive to Q4 2005. A main improvement driver was the added invest-

ment in marketing and sales. Earnings were higher than expected, 

driven especially 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 Hello Direct, revenue in North America fell short of 

expectations due to a market slowdown. The organic growth rate 

was (10)%, excluding Hello Direct.

Hello Direct suffered a Y-o-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 million, 

down from DKK 130 million in Q4 2005. GN began to restructure 

the business already in the fourth quarter, and improvements are 

expected to materialize already in Q1 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 to 44% in Q4 

2005. 

CC&O Headset revenue in the fourth quarter excluding Hello 

Direct was DKK 87 million in North America, DKK 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 million 

related to the organizational changes. 

CC&O Headset EBITA excluding Hello Direct and excluding non-

recurring items 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 October 2, 2006. Accordingly, 

growth was (8)% relative to the Q4 2005 revenue of DKK 487 mil-

lion.

Jabra headsets contributed DKK 245 million, or 56%, to revenue, 

which was slightly less than expected. Organic 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 million, 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 Europe 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 customer and DKK 6 million in sever-

ance payments.

MANAGEMENT’S REPORT

Focusing on Headsets
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MANAGEMENT’S REPORT  –  GN 360˚ – OPERATIONS AND RISK MANAGEMENT

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 fi nalized, GN held an extraordinary general meeting on January 

5, 2007 (announcements nos. 1 and 2). The shareholders in gen-

eral meeting resolved that when the transaction is fi nalized, 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 approval still outstanding, 

and when Phonak 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. Closing of the transaction is still expected to take place in 

the fi rst 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 offi ces. The 

headset penetration rate is still estimated at less than 10% among 

the some 100 million offi ce 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 offi ce 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 to the mobile market, GN will seek to 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 relatively low prices and low 

earnings that prevail make high volume production essential for the 

players to stay competitive. The global market for Bluetooth-enabled 

headsets was estimated 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’s 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 players.

Sales

GN sells headsets through a large number of channels. Headsets 

for contact centers are sold either directly to contact centers or 

through distributors specializing in supplying contact centers. GN’s 

offi ce headsets are sold direct to small and medium-size offi ces in 

the United States by mail order, online or by telephone through 

GN’s own sales channel Hello Direct. Offi ce headsets are also sold 

through retail chains, specialist distributors and telecoms operators. 

OEM customers, which include leading mobile phone manu-

facturers, take almost half of GN’s mobile headsets measured in 

DKK-terms. Demand fl uctuates 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 sold 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 customers 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 

tandem 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 launch 

of cheaper products are also pushing down prices on the offi ce 

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 Jabra BT135, sells at 

about DKK 300, while the most expensive one, the Jabra JX10, sells 

at around DKK 1,000. On the offi ce 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 OEM customers and the peak 

period for headset sales during the fi nal months of the year put 

extra pressure on the supply chain during the fall months.

GN intends gradually to outsource all headset production to 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 
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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 level. 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-

fi ciently 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 will be in place by mid-2007.

Assets and Investments

GN’s assets held for operating activities – inventories, trade receiva-

bles and property, plant and equipment – amounted to DKK 1,421 

million 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 involve goodwill and development projects. 

RISK MANAGEMENT

In 2005, GN began implementing a standard risk management 

system so that major business risks can be identifi ed, 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 profi le will change signifi cantly 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.

Markets

GN’s continuing operations are structured mainly to refl ect the seg-

ments of the headset markets. Headset sales rely in part on general 

economic developments. This applies especially for headset sales 

to 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 economic outlook.

A substantial part of mobile headset sales is made to OEM cus-

tomers, and aggregate sales to such customers may vary consider-

ably depending on whether individual orders are won or not. As a 

result, this specifi c 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 to adapt the business model to sudden changes in demand.

GN suffered severe price falls in 2006, especially in the Mobile 

Headsets business, resulting in lower earnings and necessitating the 

productivity and fl exibility-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 offi ces are very competitive. Consequently, GN re-

views market shares on an ongoing basis and carefully monitors 

new product launches in the headset industry. GN also monitors 

the frequent changes in sales growth in the various sales channels. 

When combined with a diversifi ed product offering covering most 

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 able to offer GN employees work-

ing conditions that as a minimum match local market standards or 

better is absolutely essential. In order to strengthen the awareness 

of GN’s products, GN has resolved to 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 for achieving the targets set. 

Over the past couple of years, GN’s Product Creation department 

has developed an actual systematic product development process 

and worked to develop a number of product platforms to achieve 

both enhanced quality and shorter time to market. In addition, 
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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 selected 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 options. One specifi c Bluetooth chip 

manufacturer has a very large share of the global market, and if 

this company were to suffer a breakdown it would create a very 

diffi cult 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 fi nished products and of subcontractors 

of critical components. During such visits, GN also verifi es that sup-

pliers meet GN’s ethical standards.

Insurance

GN’s insurance program refl ects the scope and geographical lo-

cation of its business operations. As GN business operations 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 liability, property damage and, 

when found appropriate and fi nancially feasible, consequential 

loss. Liability and property damage coverage is subject to global 

and local standards. The Executive Management ensures that cov-

erage always complies with GN’s policies, refl ects 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 dollars or US 

dollar-related currencies, GN’s long-term industrial competitiveness 

and its EBITA are resilient to likely US dollar fl uctuations. Short-

term fl uctuations in the dollar would impact profi t as and when 

products manufactured at a given exchange rate are sold at a dif-

ferent exchange rate at a later point in time. In the longer term, 

Asian currencies will take on added importance in terms of both 

revenue and costs.

Funding and Capital Structure

At December 31, 2006, GN had an equity ratio of 60% and net 

interest-bearing debt of DKK 1,387 million. The debt was mainly 

DKK-denominated with duration of less than one year, refl ecting 

the asset composition 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 reduction. As soon as the fi nal fi g-

ure for the net proceeds from the GN ReSound sale 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 to be necessary 

to give the company suffi cient fl exibility 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 

fl ows 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 fi nalized 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’s or 

Standard & Poor’s. GN has a policy of never having an exposure to 

a single fi nancial 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 fi nancial 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 million at December 

31, 2006. As previously mentioned, liquid funds will be in the DKK 1 

billion range in the future.
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MANAGEMENT’S REPORT  –  CORPORATE GOVERNANCE

Proposed Resolutions for the Annual General Meeting 

 (Summary)

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

nual general meeting:

• appropriation of profi t/loss for the year, including that no ordi-

nary dividend be paid

• election of members to the Board of Directors 

• authorization to issue 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 refl ects 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, fi nancial analysts, investors and prospective investors. 

All communication with the Copenhagen Stock 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 

shareholders 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 Sharehold-

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 

investors.

Interim and full-year earnings releases are presented at meetings 

arranged for fi nancial analysts, investors and the press. To ensure 

that everyone has equal access, these meetings are all held in Eng-

lish at GN’s new corporate headquarters in Ballerup, Copenhagen, 

and transmitted live on GN’s Web site: www.gn.com.  All presenta-

tions are also available from the website. Some 14 fi nancial 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 all 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 to reply to all inquiries and maintains proce-

dures to 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 profi t 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 announcements are available at 

www.gn.com/investor/announcements/2006.

2007 Financial Calendar

Annual General Meeting .................................................March 21

The company’s Annual General Meeting will be held at 3:30 p.m. 

at the Radisson SAS Falconer Center, 9 Falkoner Allé, 

DK-2000 Frederiksberg, Denmark.

Interim report 1/2007 ..........................................................May 3

Interim report 2/2007 ................................................... August 15

Interim report 3/2007 .................................................November 6

4) THE TASKS AND RESPONSIBILITIES OF THE SUPERVISORY 

BOARD

Rules of procedure have been drawn up stipulating the duties 

of GN’s Supervisory Board. The rules are updated when deemed 

relevant. The rules of procedure lay down the guidelines for 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 

reporting to the Supervisory Board. 

5) THE COMPOSITION OF THE SUPERVISORY BOARD

The company’s Supervisory 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 fi ve years or less. The Supervisory 

Board held six ordinary meetings in 2006. In addition, the Board 

held eleven extraordinary meetings in relation to the divestment 

of the hearing instrument operations and related activities in au-

diologic 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 Board elected by the general 

meeting is or has ever been an employee of GN, and no board 

member has any fi nancial interests in the company other than that 

of a shareholder. Information on the occupation, 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 IT, 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 to change the Board composition, in order that know-how 

and experience on the Board will better refl ect the requirements GN 

faces on the consumer electronics market. A proposal to that effect 

will be submitted for approval by the general meeting to be held on 

March 21. The members elected by the shareholders hold offi ce for 

terms of one year, and are eligible for re-election 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 a 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 fi xing 

new targets. 

The collaboration between the Supervisory Board and the Execu-

tive Board is also evaluated on a regular basis through discussions 

between the CEO 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 fi xed 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 special remuneration for their work 

in relation to the sale of GN ReSound to Phonak AG.

Share Option Plans 

In 2006, 95 employees including the members of the Executive 

Management were awarded a total of 983,690 options running for 

fi ve 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-

fi ed, 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 to the Execu-

tive Board and the Supervisory Board. The Annual Report provides 

a presentation of GN’s material strategic and operational risks.

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 fi nancial 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 auditors on the basis of a specifi c assessment 

of their competence and independence. 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 specifi ed in the notes to the fi nancial 

statements in the classifi cations 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 auditors 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 estimates and the appropriateness of the accounting 

policies applied.

The principles for the company’s presentation of its fi nancial state-

ments are described in a fi nancial reporting manual applied by all 

subsidiaries. Financial reporting is done in a corporate reporting sys-

tem that provides full transparency in each individual reporting unit 

to the parent company’s Corporate Finance department. 

Controller visits are conducted, among other things, to evaluate 

internal control 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 Executive 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.

MANAGEMENT’S REPORT  –  CORPORATE GOVERNANCE

q Back to contents



      

With the agreement to sell GN ReSound and GN Otometrics, the 

fi nancial results of the Hearing Instrument and Audiologic Diagnos-

tics Equipment operations will be reported under “Profi t (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 all price segments and 

the acquisition 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 6%.

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 November 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 2%, 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 

months 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 well 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 divestment of 

GN ReSound.

The discontinuing operations generated profi t 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 October 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 growing 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 activities would be to allow GN Re-

Sound become a part of the industry consolidation.

Sales

GN launched 11 new hearing instruments 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 Plus5 were launched 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 relocation 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 chain Ultravox Holdings Ltd. to the international hearing 

instrument distributor Amplifon S.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 Netherlands, France, Switzerland, Spain, Italy, the 

UK, Germany and Hungary. 

Discontinuing Operations
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SUPERVISORY BOARD AND EXECUTIVE MANAGEMENT

EXECUTIVE MANAGEMENTSUPERVISORY BOARD

Mogens Hugo Jørgensen
Chairman
Member of the Board since 1994, 
age 63
Remuneration: DKK 600,000
No. of GN shares held: 23,572

Chairman of:
Dampskibsselskabet ”NORDEN” A/S
Nordea Danmark-Fonden
Amminex A/S
Danelec Electronics 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/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

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

Asger Domino
Member of the Board since 2003, 
age 47
Remuneration: DKK 200,000
No. of GN shares held: 2,500 

Chairman of:
Buhl & Bønsøe A/S

Jørgen Bardenfl eth
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

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 A/S
Teknologisk Innovation A/S

Per Harkjær
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 Due Olsen
Executive vice president, CFO
Member of the Executive Management 
since 2001, age 43
Salary: DKK 3.3 million
Bonus: DKK 0.6 million
Options granted: 44,973 (exercise price 86)
Options held: 267,388 stk. (avg. exercise 
price 44)
No. of GN shares held: 5.100 

Board member of:
Cryptomathic A/S
Industriens Pensionsforsikring A/S
NKT Holding 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

Toon Bouten
President & CEO
Member of the Executive Management since 
October 2, 2006, age 48
Salary: DKK 0.9 million (Oct. 2-Dec 31).
Options granted: 84,951 (exercise price 80)
Options held: 84,951 (avg. exercise price 80)   
No. of GN shares held: 0

INFORMATION PROVIDED BY BOARD MEMBERS AT FEBRUARY 22, 2007
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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/S for the fi nancial 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. 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 fi nancial position at December 31, 2006 and of the results of the Group’s and the parent company’s operations and cash fl ows for the 

fi nancial 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   

CEO

(As of October 2, 2006)

Supervisory Board

Mogens Hugo Jørgensen  Finn Junge-Jensen  Jørgen Bardenfl eth 

Chairman  Deputy Chairman  

Asger Domino Per Harkjær  Lise Kingo

Jens Bille Bergholdt  Nikolai Bisgaard  Christian Bjerrum-Niese

INDEPENDENT AUDITORS’ REPORT

To the shareholders of GN Store Nord A/S

We have audited the annual report of GN Store Nord A/S for the fi nancial year January 1 - December 31, 2006, which comprises the statement 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 fl ow statement and notes for the Group as well as for the parent company. 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.

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 International 

Financial Reporting Standards as adopted by the EU and additional Danish disclosure requirements for annual reports of listed companies. This responsibility includes: 

designing, implementing and maintaining 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 circumstances.

Auditors’ responsibility and basis of opinion

Our 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 requirements and plan and perform the audit to obtain reasonable assurance whether the annual report is free from mate-

rial misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the annual report. The procedures selected depend 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 to the Company’s preparation and fair presentation of the annual report in order to design audit procedures that are appropriate in the 

circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control. An audit also 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 suffi cient and appropriate to provide a basis for our audit opinion.

Our audit did not result in any qualifi cation.

Opinion

In our opinion, the annual report gives a true and fair view of the Company’s fi nancial position at December 31, 2006 and of the results of the Company’s operations 

and cash fl ows for the fi nancial year January 1 - December 31, 2006 in accordance with International Financial Reporting Standards as adopted by the EU and additional 

Danish disclosure requirements for annual reports of listed companies.

Copenhagen, February 22, 2007

KPMG C.Jespersen

Partnership of State Authorized Public Accountants

Kurt Gimsing Peter Gath

State Authorized State Authorized

Public Accountant Public Accountant

STATEMENT BY THE EXECUTIVE MANAGEMENT AND THE SUPERVISORY BOARD AND AUDITOR’S REPORT
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 Non-current assets    
 Goodwill  455   3,044   -   - 
 Development projects, developed in-house  115   445   -   - 
 Software  66   107   31   6 
 Patents and rights  4   69   -   - 
 Telecommunications systems  27   33   18   20 
 Other intangible assets  79   366  -  - 

15 Total intangible assets  746   4,064   49   26 
     
 Factory and offi ce buildings  244   179   -   - 
 Leasehold improvements  6   46   -   - 
 Plant and machinery  73   102   -   - 
 Operating assets and equipment  26   111   4   - 
 Leased plant and equipment  -   3   -   - 
 Telecommunications systems  -   -   -   - 
 Assets under construction  152   72   -   - 

16 Total property, plant and equipment  501   513   4   - 
     
17 Investments in subsidiaries  -   -   600   5,384 
 Receivables from subsidiaries  -   -   1,499   1,652 
18 Investments in associates  -   189   -   - 
19 Other securities          4   6   -   - 
20 Other receivables   10   27   -   - 
22, 27 Deferred tax assets  196   561   -   - 

 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    

23 Inventories  316   747   -   - 
     
 Trade receivables  604   1,387   19   22 
 Receivables from associates  -   23   -   - 
 Receivables from discontinued operations  14   -   14   - 
24 Tax receivable  89   17   48   29 
 Other receivables  73   301   12   34 
21 Prepayments  31   136   5   6 

25 Total receivables  811   1,864   98   91 

33 Cash and cash equivalents  47   120   -   - 

14 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 

  CONSOLIDATED PARENT COMPANY

Note  (DKK millions) 2006 2005 2006 2005

BALANCE SHEET AT DECEMBER 31 – ASSETS
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CASH FLOW STATEMENT

 Operating activities    
 Operating profi t (loss)  (129)  309   (35)  (30)
 Depreciation, amortization and impairment  184   141   9   6 
42 Other adjustments  12   48   -   1 

 Cash fl ow from operating activities before changes in 
 working capital  67   498   (26)  (23)
     
 Change in inventories  60   (183)  -   - 
 Change in receivables  126   (294)  (6)  1 
 Change in trade payables and other payables  (1)  120   32   18 

 Total changes in working capital  185   (357)  26   19 
     
 Cash fl ow from operating activities before fi nancial    
 items, restructurings and tax  252   141   -   (4)
     
 Interest and dividends, etc. received  15   6   101   68 
 Interest paid  (61)  -   (105)  (48)
 Restructurings, paid  -   (4)  -   - 
 Tax paid, net  25   (6)  41   - 

 Cash fl ows 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)  -   - 
 Acquisition of property, plant and equipment  (369)  (88)  (4)  - 
 Acquisition of other non-current assets  -   (2)  -   - 
 Disposal of property, 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  -   -   108   - 
 Sale of disposed operations, including liabilities settled   -    - 
 in connection with disposal of activities, etc.  49   1   49   - 

 Cash fl ows from investing activities  (458)  (175)  59   (305)

 Cash fl ows from operating and investing activities  (227)  (38)  96   (289)
     
 Financing activities    
 Increase of non-current liabilities  850   300   850   300 
 Increase of short-term liabilities  -   -   (347)  50 
 Decrease of short-term bank loans  (119)  96   (56)  426 
 Repayment and reduction of non-current liabilities  -   2   -   - 
 Share options exercised  60   39   60   39 
 Acquisitions of treasury shares  (400)  (400)  (400)  (400)
 Paid dividends to shareholders  (124)  (127)  (124)  (127)
 Change in balances with discontinuing operations  69   136   -   - 
 Foreign exchange adjustments etc.  (8)  2   -   1 

 Cash fl ows from fi nancing activities  328   48   (17)  289 

 Net cash fl ows from continuing operations  101   10   79   - 
     

14 Net cash fl ows from discontinuing operations  (100)  37   (79)  - 
     

 Net cash fl ows  1   47   -   - 

 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   69   -   - 
     
 Cash and cash equivalents in acquired companies  -   4   -   - 
     

 Cash and cash equivalents, end of the period  118   120   -   - 
 Of which    
33 Cash and cash equivalents continuing operations  47   27   -   - 
14 Cash and cash equivalents classifi ed as assets held for sale  71   93   -   - 
     
 The statement of cash fl ows cannot be derived using only the other accounting data.    

  CONSOLIDATED PARENT COMPANY

Note  (DKK millions) 2006 2005 2006 2005
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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 EU and additional Danish disclosure requirements for annual 

reports of listed companies. Additional Danish disclosure 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 Standards 

Board (IASB).

CHANGES TO ACCOUNTING POLICIES

GN Store Nord has adopted the principles in IFRIG 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 

million). The change did not affect tax on the profi t (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 fi nancial year 2006

The amendments to IAS 21, The Effects of Changes in Foreign Ex-

change Rates, and IAS 39, Financial Instruments: Recognition and 

Measurement, both effective at January 1, 2006 have not affected the 

fi nancial reporting of GN Store Nord A/S.  

DESCRIPTION OF ACCOUNTING POLICIES

Consolidated Financial Statements

The consolidated fi nancial 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 fi nancial 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 signifi cant in-

fl uence, but where it does not have power to govern the fi nancial and 

operating policies, are considered associates. When assessing whether 

GN Store Nord exercises control or signifi cant infl uence, potential vot-

ing rights and options on acquisition of additional ownership interests 

are taken into account.

The consolidated fi nancial statements are prepared as a consolida-

tion of the fi nancial 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 consolidation.

Business Combinations

Enterprises acquired or formed during the year are recognized in the 

consolidated fi nancial statements from the date of acquisition or forma-

tion.  Enterprises disposed of are recognized in the consolidated income 

statement until the date of disposal. The comparative fi gures are not 

restated for acquisitions. Discontinuing operations are presented sepa-

rately, see Presentation of discontinuing operations.

For acquisitions of new enterprises in which the parent company 

is able to exercise control over the acquired enterprise, the purchase 

 method is used. The acquired enterprises’ identifi able assets, liabilities 

and contingent liabilities are measured at fair value at the acquisition 

date.  Identifi able 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 recognized.

Any excess of the cost over the fair value of the identifi able 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 fi rst impairment test is performed 

within the end of the acquisition year. Upon acquisition, goodwill is al-

located to the cash-generating units, which subsequently form the basis 

for the impairment test. Goodwill and 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 liabilities 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 identifi able assets, liabilities 

and contingent liabilities exist at the acquisition date, initial recognition 

will take place on the basis of preliminary fair values. If identifi able as-

sets, liabilities and contingent liabilities are subsequently determined 

to have different fair value at the acquisition date than fi rst assumed, 

goodwill is adjusted up until 12 months after the acquisition. The effect 

of the adjustments is recognized in the opening balance of equity and 

the comparative fi gures 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 benefi t 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 identifi able asset at the acquisition date.

For business combinations made prior to April 1, 2004, the accounting 

classifi cation is maintained according to the former accounting policies 

and goodwill is recognized on the basis of the cost recognized in accord-

ance with IAS 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 

classifi ed 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 

amount of net assets at the date of 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 fi nancial 

environment in which the reporting enterprise operates. Transactions 

denominated in other currencies than the functional currency are 

NOTES – FINANCIAL STATEMENTS
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Assets or disposal groups held for sale are measured at the lower of 

carrying amount at the date of the classifi cation as “held for sale” or fair 

value less costs to sell. Assets are not depreciated or amortized from the 

date when they are reclassifi ed as held for sale.

Impairment losses on initial classifi cation as “held for sale” and gains 

and losses on subsequent remeasurement at the lower of carrying 

amount and fair value less costs to 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 activities and 

cash fl ows can be clearly distinguished, operationally and for fi nancial 

reporting purposes, from the other 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 profi t (loss) after tax of discontinuing operations and value adjust-

ments after tax of related assets and liabilities are presented in a separate 

line item in the income statement with comparative fi gures and disclosed 

in the notes. Assets and liabilities of discontinuing operations are pre-

sented in separate line items in the balance sheet without restatement of 

comparative fi gures, see Assets held for sale, and main items are speci-

fi ed in the notes.  Net cash fl ows from operating, investing and fi nancing 

activities of discontinuing operations are presented separately in the cash 

fl ow statement and disclosed in a note.

INCOME STATEMENT

Revenue

Revenue from the sale 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 costs, including depreciation and salaries, 

incurred in generating the revenue for the year.

Production costs include direct and indirect costs for raw materials and 

consumables, 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.

R&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 defi ned and identifi able, where the 

technical utilization degree, suffi cient 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 

recognized as intangible assets if it is probable that costs incurred will 

be covered by future earnings. The cost of such development projects 

includes direct wages, salaries, materials 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 impairment, etc.

Management and Administrative Expenses

Management and administrative expenses comprise expenses incurred 

for management and administration. Administrative expenses include 

offi ce expenses, and depreciation and impairment, 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 attributable to disposal or termination of a line of busi-

ness, closing of business premises or transfer of activities from one 

country to another and signifi cant changes in management structure 

or other material matters which have a signifi cant effect on the Group’s 

activities. Restructuring costs are recognized in the income statement 

under the functions to which they relate and are specifi ed in a note.

Profi t (Loss) from Investments in Associates

The proportionate share of the profi t (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 profi ts (losses).

Profi ts (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 fi nancial 

year in which the dividend is declared. 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 facilities, gains and losses on securities, re-

ceivables, payables and transactions denominated in foreign currencies, 

amortization of fi nancial assets and liabilities etc. Also included are real-

ized and unrealized gains and losses on derivative fi nancial instruments 

which are not designated as hedges.

NOTES – FINANCIAL STATEMENTS
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The basis of depreciation is calculated on the basis of the residual value 

of the asset less impairment losses. The residual value is determined 

at the acquisition date and reassessed annually. If the residual value 

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, development costs, distribution costs and administrative expenses.  

Expenses for repairs and maintenance of property, plant 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 to dismantling and removing the asset, selling 

costs and costs related to restoring the site on which the asset is located 

and the carrying amount. Gains or losses 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 (fi nance 

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 

fi nance 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 classifi cation as a fi nancial 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 fi nancial 

statements according to the equity method.

Investments in associates are measured at the proportionate share 

of the enterprises’ net asset values calculated in accordance with the 

Group’s accounting policies minus or plus the proportionate share of 

unrealized intra-group profi ts 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 defi cit 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 fi nancial statements 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 accumulated 

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 

requires the subsidiaries to 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 Group’s trading portfolio and 

where fair 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 fi nancial 

income or fi nancial expenses.  Shares and bonds not included in the 

Group’s trading portfolio (available-for-sale) are recognized under non-

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. Unrealized 

value adjustments are recognized directly in equity except for impair-

ment losses and reversal of impairment losses as well as foreign ex-

change adjustments of bonds denominated in foreign currencies, which 

are recognized as fi nancial income or fi nancial expenses. On realization, 

the accumulated value adjustment recognized in equity is transferred to 

fi nancial income or fi nancial expenses in the income statement.

Ownership interests between 20% and 50% in unlisted enterprises 

in which GN Store Nord does not exercise signifi cant infl uence on the 

fi nancial 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. 

Options on acquisition and disposal of investments in unlisted enter-

prises are recognized under non-current assets at cost and are subse-

quently measured at cost if a reliable measurement of the fair value can 

not be made, see Derivative Financial Instruments.

Impairment of Non-current Assets

Goodwill and intangible assets with indefi nite useful lives are subject to 

at least annual impairment tests, initially before the end of the acquisi-

tion year. Similarly, in-process development projects are subject to an 

annual impairment test.

The carrying amount of goodwill is tested for impairment together 

with the other non-current assets in the cash-generating unit to which 

goodwill is allocated and written down to 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-

coverable 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 fl ows expected 

to be derived from an asset or the cash-generating unit 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. Impairment losses are recognized in the income 

statement under the respective functions. Impairment of goodwill is 

recognized in a separate line item in the income statement.  Impairment 

of goodwill is not reversed. Impairment of other assets is reversed only to 
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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 fl ow statement is presented using the indirect method based 

on the operating profi t (loss). The cash fl ow statement shows the cash 

fl ows from operating, investing and fi nancing activities for the year, 

the year’s changes in cash and cash equivalents as well as the cash and 

cash equivalents at the beginning and end of the year.  The cash fl ow 

effect of acquisitions and disposals of enterprises is shown separately 

in cash fl ows from investing activities. Cash fl ows from acquisitions of 

enterprises are recognized in the cash fl ow statement from the date of 

acquisition. Cash fl ows from disposals of enterprises are recognized up 

until the date of disposal.

Cash fl ows from operating activities comprise cash fl ows from the 

year’s operations adjusted for non-cash operating items and changes 

in working capital. Working capital comprises current assets excluding 

items 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 fl ows from investing activities comprise payments in connection 

with acquisitions and disposals of enterprises and activities, acquisitions 

and disposals 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 fl ows from fi nancing activities comprise changes in the size or 

composition of the share capital and related 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 cash and short-term marketable securities with a 

term of three months or less which are subject to an insignifi cant risk of 

changes in value.

Net cash fl ows from operating, investing and fi nancing activities of 

discontinuing operations are presented separately in the cash fl ow state-

ment and disclosed in a note.

SEGMENT INFORMATION

The Group’s main activities and primary segment comprise:

• Contact Center & Offi ce Headsets

• Mobile Headsets 

The Group’s secondary (geographical) 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 fi nancial management. Segment revenue and expense and 

segment assets and liabilities comprise items directly attributable to a 

segment and items which can be allocated to a segment on a reasona-

ble basis. Unallocated items 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 

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 profi t for the year 

after tax by the weighted average number of shares outstanding in the 

year.

Diluted earnings per share are calculated 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 

Financial Analysts’ guidelines on the calculation of key ratios “Recom-

mendations Financial Ratios 2005”. The key ratios stated in the survey 

of consolidated fi nancial highlights are defi ned on the inside of the 

back cover.

Note 2 – Signifi cant 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 signifi cant for the preparation of the fi nancial 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 liabilities, provisions and contingent 

assets and liabilities.

The estimates used are based on assumptions which by Management 

are assessed to 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 signifi cant to the annual report:

Development Projects

Development projects are initially measured at cost. An impairment 

test is performed of the carrying amount of recognized development 

projects. The impairment test is based on assumptions regarding strate-

gy, product lifecycle, market conditions, discount rates and budgets etc. 

after the project has been completed and production 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 carrying amount of completed and in-process development 

projects is DKK 115 million at December 31, 2006 (2005: DKK 82 mil-

lion).
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3 Revenue    
 Revenue is distributed as follows:    
 Products  3,397   3,508   -   - 
 Services  16   21   16   19 
 Rent  -   4   -   - 

 Total  3,413   3,533   16   19 
     
 Total revenue by geographic area:    
 Denmark  77   77   -   - 
 Rest of Nordic region  152   123   -   - 
 Rest of Europe  997   1,028   16   19 
 North and South America  1,878   1,954   -   - 
 Asia  302   329   -   - 
 Other  7   22   -   - 

 Total  3,413   3,533   16   19 
     
4 Staff costs    
 Staff costs    
 Wages, salaries and remuneration and emoluments  (1,802)  (1,482)  (130)  (69)
 Pensions  (64)  (57)  (8)  (4)
 Other social 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     
 included in inventories  (97)  (59)  -   - 
 Development costs  (111)  (71)  -   - 
 Selling and distribution costs  (328)  (276)  -   - 
 Management and administrative expenses  (239)  (167)  (143)  (77)
   (775)  (573)  (143)  (77)
 Profi t (loss) from continuing operations  (1,288)  (1,170)  -   - 

 Total  (2,063)  (1,743)  (143)  (77)
     
 Of which:    
 Parent company Supervisory Board emoluments  (2)  (2)  (2)  (2)
 Parent company Executive Management remuneration  (28)  (19)  (23)  (13)
     
 Parent company Supervisory Board emoluments and Executive    
 Management remuneration for 2006 are specifi ed on page 25.    
     
 The former CEO, Jørn Kildegaard, resigned in October 2006. In addition to his remuneration in the period January to October 2006 
 Jørn Kildegaard has been promised two years’ remuneration. The total remuneration is recognized in 2006 at DKK 17 million. In addi-

tion, Jørn Kildegaard may receive up to a further two years’ salary conditional on the completion of the GN ReSound transaction.

 CEO Jesper Mailind resigned from 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 to a further two years’ salary conditional on the completion of the 
 GN ReSound transaction. 
    
 
 Average number of employees, continuing operations  2,028   1,989   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 operations  3,353   3,556   -   - 
     
 Incentive plans    
 The Group’s incentive plans are specifi ed and described in note 40.    

  CONSOLIDATED PARENT COMPANY

Note  (DKK millions) 2006 2005 2006 2005

NOTES – INCOME STATEMENT
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  CONSOLIDATED PARENT COMPANY

Note  (DKK millions) 2006 2005 2006 2005

9 Dividends from subsidiaries and associates    
 Adjustment to balance at January 1, new Danish joint taxation rules        -   2 

 Total        -   2

10 Share of profi t (loss) in associates    
 Impairment of goodwill  -   (3)  -   - 

 Total  -   (3)  -   - 

11 Financial income    
 Interest income from subsidiaries  -   -   93   66 
 Interest income, discontinuing operations  -   12   -   - 
 Interest income from bank accounts  8   2   6   4 
 Interest income, other  8   8   5   - 
 Foreign exchange adjustments, shares  -   3   -   3 
 Gains on fi nancial instruments  2   3   2   3 
 Foreign exchange gain  6   8   4   1 

 Total  24   36   110   77 

12 Financial expenses    
 Interest expense to subsidiaries  -   -   (57)  (34)
 Interest expense, discontinuing operations  (3)  -   -   - 
 Interest expense on bank loans  (47)  (14)  (45)  (13)
 Interest expense, other  (10)  (1)  (3)  - 
 Foreign exchange loss  (1)  -   -   (10)

 Total  (61)  (15)  (105)  (57) 

13 Tax    
 Tax on the profi t (loss) for the year can be specifi ed as follows:    
 Tax on profi t (loss) from continuing operations  99   (65)  55   (22)
 Tax on profi t (loss) from discontinuing operations  (25)  91   -   - 

 Total  74   26   55   (22)
     
 Tax on profi t (loss) from continuing operations    
 can be specifi ed 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   (65)  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-capitalized 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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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   3,052   781   313   263   156   543   5,108 
Additions    -   226   54   -   3   6   289 
Disposals   (3)  (71)  (2)  -   -   (1)  (77)
Foreign exchange adjustments   (201)  (3)  (17)  (15)  -   (35)  (271)
Transferred to assets held for sale   (2,393)  (691)  (158)  (117)  -   (370)  (3,729)

Cost at December 31   455   242   190   131   159   143   1,320 

Amortization and impairment at January 1   (8)  (336)  (206)  (194)  (123)  (177)  (1,044)
Amortization   -   (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   (4)  (33)  (3)  -   -   -   (40)
Transfers   (1,807)  -   -   -   -   -   (1,807)
Foreign exchange adjustments   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)  (11)  (8)  (25)  (217)
Disposals   -   33   3   -   -   -   36 
Impairment   (8)  -   -   -   -   -   (8)
Transfer opening balance to cost   1,807   -   -   -   -   -   1,807 
Foreign exchange adjustments   -   (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   3-5 years   20 years   5-15 years   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 goodwill 2006   of goodwill 2005   

Cash-generating units:        
Contact Center & Offi ce headset    281     307   
Mobile headset    174     195   

Total    455     502   
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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     31    18    49 

 
Cost 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     6    20    26 

         
Amortized over     3-5 years    5-15 years   
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   PARENT COMPANY

Note  (DKK millions)   2006 2005

17 Investments in subsidiaries      
 Cost at January 1    5,384   4,758 
 Change in accounting policies    -   15 
 Adjustment to balance at January 1, new Danish joint taxation rules    -   308 
 Additions, capital contribution    73   303 
 Disposals    (274)  - 
 Transferred to assets held for sale    (4,583)  - 

 Cost at December 31    600   5,384 
     
 Group companies are listed on page 70.    

   CONSOLIDATED

    2006 2005
    
18 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 1    (70)  (47)
 Share of profi t (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 fi nancial information in respect of associates is provided below    
 Revenue    -   796 
 Profi t (loss) for the year after tax    -   (36)
 Total assets    -   342 
 Total liabilities    -   226 
     
 Total share of profi t (loss) for the year after tax    -   (8)
 Total share of net assets    -   41 
     
 Associates are listed on page 70.    

 Aggregated fi nancial information in respect of joint ventures accounted for by proportionate 
 consolidation is provided below:   
 Non-current assets    9   13 
 Current assets    20   27 
 Non-current liabilities    -   - 
 Current liabilities    -   7 
     
 Revenue     -   - 
 Costs    5   9 
     
 Joint ventures accounted for by proportionate consolidation are listed on page 70.    
     
19 Other securities     
 Shares, listed    -   - 
 Shares, unlisted    4   6 

 Total    4   6 
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  CONSOLIDATED PARENT COMPANY

Note  (DKK millions) 2006 2005 2006 2005

26 Pension obligations and similar obligations    
 Present value of defi ned benefi t obligations  (227)  (251)  (1)  (1)
 Fair value of plan assets  177   175   -   - 

 Net obligations  (50)  (76)  (1)  (1)
     
 of which recognized in    
 Other receivables  -   2   -   - 
 Assets held for sale  2   -   -   - 
 Pension obligations and similar obligations  (1)  (78)  (1)  (1)
 Liabilities associated with assets classifi ed as held for sale  (51)  -   -   - 

   (50)  (76)  (1)  (1)
     
 The present value of defi ned benefi t obligations includes unfunded pension obligations 
 not covered by payments to insurance company of DKK (17) million in 2006 (2005:DKK (20) mio.)    
     
 Development in present value of defi ned benefi t obligations    
 Obligations at January 1  (251)  (200)  (1)  (1)
 Foreign exchange adjustments  26   (28)  -   - 
 Costs for the year  (1)  (4)  -   - 
 Interest expense  (11)  (12)  -   - 
 Actuarial gains (losses)  (3)  (19)  -   - 
 Pension payments, unfunded  2   -   -   - 
 Pension payments  11   12   -   - 

 Obligations at December 31  (227)  (251)  (1)  (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   (6)  -   - 
 Payment by GN Store Nord  10   -   -   - 
 Pension payments  (11)  (12)  -   - 

 Plan assets at December 31  177   175   -   - 
     
 Pension costs recognized in the income statement    
 Costs for the year  (1)  (4)  -   - 
 Interest expense  (11)  (12)  -   - 
 Expected return on plan assets  12   13   -   - 
     -   - 
 Defi ned benefi t plans total  -   (3)  -   - 
 Defi ned contribution plans total  (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)  (15)  -   - 
 Development costs  (3)  (7)  -   - 
 Selling and distribution costs  (10)  (23)  -   - 
 Management and administrative expenses  (8)  (12)  (8)  (4)
 Profi t (loss) from discontinuing operations  (40)  -   -   - 

   (64)  (57)  (8)  (4)
     
 The following accumulated actuarial gains/(losses) since January 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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NOTES –  BALANCE SHEET

  CONSOLIDATED CONSOLIDATED

Note  (DKK millions) 2006 2005 2006 2005

27 Deferred tax (continued)
    
   Deferred   Deferred   Deferred   Deferred 
 Specifi cation of deferred tax assets and deferred tax  tax assets   tax assets   tax   tax 

     
 Intangible assets  1   4   55   120 
 Property, plant and equipment  22   68   7   1 
 Other non-current assets  -   21   -   2 
 Current assets  134   139   -   - 
 Provisions  30   117   -   - 
 Current liabilities  2   26   -   - 
 Intra-group liabilities  112   155   -   - 
 Tax loss carryforwards  65   352   -   - 
 Reversal of tax benefi t arising from loss  -   -   177   178 
 Value adjustments  (8)  (171)  -   - 
 Other  26   46   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 January 1  171   408   
 Change for the year, tax loss carryforwards  (6)  (36)  
 Foreign exchange adjustment, unrecognized assets  -   12   
 Change for the year, other tax assets  -   (213)  
 Transferred to unrecognized tax assets held for sale  (157)  -   

 Tax assets at December 31  8   171   
     
 Specifi cation of unrecognized tax assets    
 Tax loss carryforwards  7   150   
 Other tax assets  1   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  -   6   
     
 Value adjustments are based on the Group’s expectations as to the future utilization of the tax asset.    
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  CONSOLIDATED PARENT COMPANY

Note  (DKK millions) 2006 2005 2006 2005

29 Non-current liabilities    
 Bank loans  1,250   409   1,250   400 
 Capitalized lease obligations  -   3   -   - 
 Other long-term payables  -   3   -   - 
 Received prepayments  -   42   -   - 
 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   400   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   -   - 
 USD  -   55   -   - 
 Other currencies  -   -   -   - 

 Total  1,250   457   1,250   400 

30 Current liabilities    
 Bank loans  102   428   62   118 
 Repayment of long-term loans  -   4   -   - 

 Total bank loans  102   432   62   118 
      
 Breakdown of loans by currency    
 DKK 78 252  49   113 
 EUR 5 123  5   2 
 USD 10 40  5   1 
 Other currencies 9 17  3   2 

 Total 102 432  62   118 

31 Tax payable    
 Tax payable at January 1  33   23   -   - 
 Prior-year adjustments  (4)  (7)  -   - 
 Additions on company acquisitions  -   11   -   - 
 Tax on profi t (loss) for the year  14   63   -   - 
 Paid during the year  (17)  (61)  -   - 
 Transferred to “Tax receivable”  4   3   -   - 
 Foreign exchange and other adjustments  -   1   -   - 
 Received joint taxation contributions from discontinuing operations  40   -   -   - 
 Tax adjustment regarding discontinuing operations  60   -   -   - 
 Transferred to liabilities associated with assets held for sale  (120)  -   -   - 

 Tax payable at December 31  10   33   -   - 
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NOTES  –  SUPPLEMENTARY INFORMATION

  CONSOLIDATED PARENT COMPANY

Note  (DKK millions) 2006 2005 2006 2005

35 Contingent liabilities, other fi nancial liabilities and    
 contingent assets    
     

 Guarantees, warranties and other liabilities  21   15   6   9 
     
 Of which    
 Continuing operations  6   9   6   9 
 Discontinuing operations  15   6   -   - 
     
 Contingent liabilities    
 Outstanding lawsuits and arbitration proceedings    
 GN Store Nord and its subsidiaries and associates are parties to 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 to the Group’s fi nancial position.    

     
 The majority shareholder in the company AVR Communication, in which GN Store Nord, via American Hearing Systems, Inc (Interton) owns 

20% has fi led 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 ecpected to be of importance to the Group’s fi nancial position. 

   
 Product liability case  
 Six American consumers have fi led a claim against a number of distributors of Bluetooth headsets, including GN Netcom, Inc claiming 

that the product warranty did not suffi ciently 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 to be of importance to the Group’s fi nancial 
position. 

 Guarantees
 GN Store Nord has in Denmark and the US issued guarantees to banks in respect of directly and indirectly wholly owned subsidiaries. 

The guarantees relate solely to draws on group credit facilities of up to 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 million. Further, GN is under 

obligation to purchase components pre-ordered at a number of sub-suppliers. GN has agreed with a number of sub-suppliers 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 obligation to purchase any remaining components from the sub-sup-
pliers. Management assesses sales estimates on a ongoing basis and to the extent that component inventories 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. The dispute concerns determination of 

traffi c volumes carried over the NSL fi bre optical telecommunication system in Poland. DPTG is entitled to 14.8% of net profi ts 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 to estimate the relevant traffi c 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 modifi ed its claim to approximately DKK 5 billion. TPSA disputes the 
expert’s estimates and calculations as well as the legal basis of DPTG’s claim. GN Store Nord is unable to provide any further information 
in this matter in order not to infl uence the outcome of the case. No amount has been recognized in GN Store Nord’s balance sheet at 
December 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 
calculation 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 infl uence 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 fi nancial statements GN Store Nord made an impairment write-down of goodwill related to Beltone of DKK 1,250 billion. 
Beltone (USA) was merged with GN Hearing Care Corporation (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 fi nancial position.  
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NOTES  –  SUPPLEMENTARY INFORMATION

Note  

40 Incentive plans

Since 1998 GN Store Nord has issued share options annually as part of a long-term incentive plan for a number of senior employees. 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  6,509,447 62 
Share options granted during year  200,981 267,000 615,800  1,083,781 62 
Share options exercised during year  (214,000) (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 depending 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 North America exercise is contingent 
on at least a 19% increase in GN Store Nord’s share price compared to the exercise price in the period following the fi rst exercise date.

All share option plans expire no later than in fi ve years after the grant date. When exercised, GN’s share options are settled by shares from GN’s hold-
ing of treasury shares. A detailed specifi cation 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 Store Nord – Executive Senior  continuing  exercisable Exercise Years to value in DKK
grant date Management  employees Other operations Total options price expiry millions

apr/2002  - - 26,000 96,750 122,750 122,750 50 0.3  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 1.3  28.3 
apr/2004  60,000 25,000 212,000 497,200 794,200 38,600 43 2.3  34.5 
nov/2004  - 40,000 27,000 - 67,000 - 53 2.8  2.4 
apr/2005  57,415 77,500 204,300 525,428 864,643 36,800 62 3.3  25.9 
okt/2005  - 21,300 - - 21,300 4,260 76 3.8  0.5 
apr/2006  44,973 105,200 182,770 442,574 775,517 - 86 4.3  14.9 
nov/2006  84,951 32,282 - - 117,233 - 80 4.8  2.7 
Outstanding share options at 
December 31, 2006 352,339 301,282 801,070 1,747,252 3,201,943 596,710   113.7 
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Income statement 2006  Contact      
  Center   Other  Dis-
  & Offi ce Mobile   elimina- Continuing  continuing  Consolidated
(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   (629)  (1,594)  (2,223)  (1)  (2,224)  (1,320)  (3,544)
Gross profi t   958   215   1,173   16   1,189   2,033   3,222 
        
Development costs   (63)  (90)  (153)  2   (151)  (233)  (384)
Selling and distribution costs   (568)  (224)  (792)  -   (792)  (995)  (1,787)
Management and administrative expenses   (227)  (92)  (319)  (60)  (379)  (417)  (796)
Other operating income   1   -   1   3   4   (2)  2 
Operating profi t (loss) before share of profi t (loss) 
in subsidiaries and associates   101   (191)  (90)  (39)  (129)  386   257 
        
Share of profi t (loss) in associates   -   -   -   -   -   -   -   
Operating profi t (loss)   101   (191)  (90)  (39)  (129)  386   257 
        
Gains/losses on disposal of operations and other discontinuing operations   -   -   -   -   12   65   77 
Profi t (loss) before fi nancial items   101   (191)  (90)  (39)  (117)  451   334 
        
Financial items   (42)  (20)  (62)  25   (37)  (23)  (60)

Profi t (loss) from ordinary activities before tax   59   (211)  (152)  (14)  (154)  428   274 
          
 

          
 
Balance sheet 2006  Contact      
  Center   Other  Dis-
  & Offi ce Mobile   elimina- Continuing  continuing  Consolidated
(DKK millions)  headset headset GN Netcom  tions operations operations total 
          
 

ASSETS        
        
Total intangible assets   389   297   686   60   746   3,121   3,867 
Additions   52   65   117   32   149   209   358 
Impairment   -   -   -   -   -   -   - 
        
Total property, plant and equipment   38   55   93   408   501   281   782 
Additions   20   40   60   298   358   76   434 
Depreciation   (21)  (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   341   2,001   1,326   3,327 
        
Total equity and liabilities     2,061   570   2,631   5,596   8,227 
         
Additional information is provided in the investor-specifi c statements and note 14.        

*) A number of items 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 Rest of  and South  and rest  Continuing  continuing Consolidated
(DKK millions) Denmark  region Europe America of world  operations  operations total

        
Revenue  77 152 997 1878 309  3,413   3,353   6,766 
        
Non-current assets   723   10   11   688   25   1,457   4,023   5,480 
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 
        
Investments in non-current assets  488 -  4   15   3   510   187   697 

Note 44 Primary and secondary segments 2006 and 2005
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GLOSSARY AND KEY RATIO DEFINITIONS

In this annual report the following four UK/US accounting abbreviations are used: 
EBITDA 
Earnings before depreciation of property, plant and equipment 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 tax.
EBT 
Earnings before tax.

Key ratio defi nitions 
 

EBITA margin  = EBITA x 100

  Revenue

 
Return on invested capital = EBITA x 100

including goodwill  Average invested capital including goodwill

(ROIC including goodwill) 

 
Return on equity (ROE) = Profi t (loss) for the year x 100

  Average equity of the Group

 
Equity ratio = Equity of the Group x 100

  Total assets

 
Earnings per share basic (EPS) = Profi t (loss) for the year

  Average number of shares outstanding

 
Earnings per share diluted = Profi t (loss) for the year

(EPS diluted)  Average number of shares outstanding, diluted

 
Earnings per share excluding  Profi t (loss) for the year excluding amortization and impairment

amortization and impairment of  of intangible assets acquired in company acquisitions and 

intangible assets and = restructurings

restructurings, etc.  Average number of shares outstanding

 
Earnings per share   Profi t (loss) for the year excluding amortization and impairment

excluding amortization and  of intangible assets acquired in company acquisitions and 

impairment of intangible assets = restructurings

and restructurings, etc, diluted  Average number of shares outstanding, diluted

 
Cash fl ow per share (CFPS) = Cash fl ows from operating activities (CFFO)

  Average number of shares outstanding, diluted

 
Book value per share = Equity of the parent company

  Average number of shares outstanding at year end

 
Invested capital = NWC + property, plant and equipment and intangible assets - 

  other provisions

 
Interest cover = EBITA + net interest income on bank loans

  Net interest expense on bank loans

 
Net working capital (NWC) = Inventories + receivables + other operating 

  current assets - trade payables - other operating

  current liabilities

 
Net interest-bearing debt = 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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