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The framework

S In place

GN CEO Jorn Kildegaard gives us a status report, now that the big relocation to China is almost over:

products are strong and the global framework is in place for improved earnings and growth.

We meet GN CEO Jgrn Kildegaard after

he delivered a first quarter report showing
growth ahead of expectations across the
board and earnings (EBITA) up more than
37% from last year. The performance has
made GN announce an upgrade of the full-
year forecast.

"GN generated 12% growth last year, and
our earnings took a giant leap, improving by
50%. The growth continues and profitability
is closing in on what we see as a reasonable
level, even though we can still — and must
—do better. | believe we really have what it
takes to become a success,” he says, lining
up his arguments:

"We have very strong products. We are
completing the time-consuming and cost-
intensive relocation of our production to
China. Our two largest businesses, hearing
instruments and headsets for offices and
contact centers (CC&O), are generating
stronger earnings and showing respectable
growth rates. The Mobile Division is not
making money, but the business is grow-
ing at a rate of 50% and providing a lot of
experience that will benefit CC&O in the
future. The audiologic diagnostics equipment
business is set to become a real fast-mov-
ing market when the investment climate
improves for hearing care practitioners. So,
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“There will be a consolidation of the market in 2004 or 2005. If we

don’t have a clear indication of how to generate reasonable earnings
in the Mobile Division by the end of 2005, we will have to rethink our
strategy,” says Kildegaard.

overall we have a really good mix of business
operations.”

The Mobile Division is losing money.
When will we see a turnaround?

“The Mobile Division made a profit in the
United States last year and will do so again
this year. In Europe, we hope to move from
last year’s loss to a break-even point. So the
division could become profitable this year,
but we’ve chosen to invest in building up a
position in Asia and to allocate more funds
to marketing. Demand for Bluetooth®
headsets is very strong, and we have excel-
lent products on the market and even more
in the pipeline that will be launched so they
can be in the stores in time for the autumn
campaigns. In other words, we are in a
good position, and we've raised the forecast
for this year’s sales from DKK 480 million
last year to at least DKK 700 million.”

How long are you giving the Mobile
Division to become profitable?

“There will be a consolidation of this market
in 2004 or 2005. If we don't have a clear
indication of how to generate reasonable
earnings in the Mobile Division by the end
of 2005, we will have to rethink our strat-
egy,” says Kildegaard.

More products for the office segment
“The markets for headsets for contact
centers and offices began to recover in
Europe mid-2003, and growth is continu-
ing, although the US market is still lagging
a bit behind. Developing a better product
portfolio is a cornerstone in GN's efforts to
generate growth in those markets,” explains
Kildegaard.

"We need to bring more low-priced wire-
less solutions to the market and bring ad-
vanced technology to the mass market. The
potential is there: sales of wireless headsets
rose by 35% in 2003. We need to create
more sales channels to the office market,
and to this end CC&O is learning from the
Mobile Division’s efforts to gain access to
consumer electronics retailers. We're get-
ting big benefits from having brought global
sales and development for both CC&O and
the Mobile Division together here in Copen-
hagen, because the two businesses comple-
ment each other, and being in Nokia’s and
Ericsson’s backyard, so to speak, gives us ac-
cess to the vast expertise in the region.”

Normal growth rates for hearing instru-
ments

GN hearing instrument sales were up 12%
in the first quarter relative to the year-earlier

n
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period, but Kildegaard expects that the mar-
ket growth has weakened, because the shift
from cheap analog hearing aids to more ex-
pensive digital devices is coming to an end.

“The underlying growth in the number of
hearing instruments sold has been quite sta-
ble, but the transition to digital technology re-
sulted in a big leap in the value of the market.
The market is approaching full penetration, so
we're back to annual market growth rates of
4-6% driven by slight price rises and moderate
increases in user numbers. GN expects moder-
ate sales growth in DKK this year. Given the
performance of the USD, this means that we'll
be growing in line with the market or perhaps
slightly more. Last year, we enjoyed a strong
success with the launch of the ReSoundAIR
and the Canta7 Open at the high end of the
market, and we're still winning a share of the
premium-price segments, but this year we
won't have the same type of high-priced prod-
ucts to lift our revenues.”

On the other hand, GN has still to experi-
ence the full effect of the launch of the
ReSoundAIR. The product has only just been
launched in France, and it already looks to be-
come a success in that market as well.

If growth subsides, that would mean a
tougher market, wouldn't it?

"Perhaps, but it won't happen as fast as
some people think. We are prepared, hav-
ing relocated production to China, so we're
a step ahead on costs if selling prices come
under pressure. However, there are no indi-
cations of a general price erosion. Retailers
are only slowly consolidating, and there are
no early signs of a price war between the six
major manufacturers. On top of that, price
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is only one parameter: some of the others
are marketing support, service and training
of retailers, and the actual products. With
the ReSoundAIR, we’ve shown that a single
product can move and perhaps even expand
the market.”

Technology alone is not enough

What have you learned from the suc-
cess of the ReSoundAIR?

“That users aren’t interested only in algo-
rithms or new advanced technology. They
want to have their fundamental needs met
in a way that provides comfort and helps
them overcome any stigma. The ReSoun-
dAIR has lowered the age of first-time users
and addressed a whole new group of us-
ers.”

Why are manufacturers no longer ac-
quiring retail chains?

“Because the great majority of markets are
so fragmented that if a manufacturer forms
an alliance with a single chain or buys it,

he will lose market share with all the other
chains. In other words, he'll gain more en-
emies than friends. So it would seem that
the other manufacturers are refraining from
buying chains, just like we are.”

Build-up in Asia

GN is building up its mobile headset business, even though Bluetooth is still rare in

Asia.

“We're doing that because the market for cell phones is just as big in Asia as it is
in the United States and Europe, and it's growing faster,” explains Jarn Kildegaard.

Bluetooth plays only a minor role in Asia today, because the technology is mainly
incorporated in GSM handsets. Japan and Korea both use the CDMA standard, but
the first Bluetooth handsets for this technology will be launched this fall. The US
market is split between GSM and CDMA. CDMA-compatible Bluetooth handsets will

also be launched in the US this fall.

GN'’s Asian mobile headset organization consists of 13 employees manning offices
in China, Taiwan and Korea, while an office is due to open soon in Japan. The reve-
nue generated is still modest: only DKK 3 million in the first quarter. “We're building
up our organization now while the market is still in its early stages. When it truly
begins to gain momentum, we'll be ahead of the competition. It's important to note
that Bluetooth headsets have dropped so much in price that they’re a real option for
Asian consumers, who are generally happy to invest in electronics,” says Kildegaard.

Speaking of chains, why don‘t you in-
troduce the Beltone chain concept in
Europe or maybe even in China?

“I'm not going to say that it won't hap-
pen, but it won't be right now, because
that would involve drawing heavily on the
Beltone organization in North America, and
that energy would be much better spent on
getting the chain to grow in that market.
There are still parts of the United States
where Beltone is underrepresented. Beltone
products are available in about 1400 hear-
ing care clinics, and | expect we'd need
close to two thousand before we’d have
complete coverage.”

Retaining GN dynamics

In January 2003, the mantra for the New
GN was “one company — four business ar-
eas.” To the outside world, the mantra was
meant to make it clear that GN consisted
of closely related businesses, and that it
was not a conglomerate. In-house, it was a
signal that management would act on any
opportunities for achieving synergies by
turning job tasks into group functions, like
it had already done in the fields of tax, legal
services and treasury. Since then the old
headquarters were abandoned, finance and
treasury have been merged and global HR

"We will look into whether the IT-functions can be integrated also.
Once that is in place, | don’t think we’ll get much further, because if
we did, we’d lose some of our dynamics. Part of the GN dynamic is
based on people in our four business areas thriving with an indepen-
dent and direct responsibility for what they do.”
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and procurement organizations have been
set up.

“The framework is in place, but the func-
tions are still so new that they have not
been fully implemented, so there are still
more benefits to achieve. ”

What else can you integrate across the
GN organization?

“We still need to take a look at the IT de-
partment. Right now, we’re expending a
great deal of energy implementing new IT
systems, but we will be looking to see if
we can achieve synergies in this field. Once
that is in place, | don’t think we'll get much
further, because if we did, we'd lose some
of our dynamics. Part of the GN dynamic is
based on people in our four business areas
thriving with an independent and direct re-
sponsibility for what they do.”

But wouldn’t there be more savings
from combining other functions?
“Scale and standardization always offer a
potential for cost savings, but we would
lose part of our dynamics and target focus
if we went much further, and that way we
would lose, not gain, in the overall equa-
tion. We mustn’t forget that GN’s four




business areas also have their different char-
acteristics.”

Cash flows need to be improved

The cash flows remain a dark chapter in re-
cent GN history. The earnings improvement
is not reflected in the cash flow generated
from operations.

“When you relocate production to China
from many different countries, the changes
involved are so extensive that people expend
all their energy on stabilizing the supply
chain: moving raw materials, making manu-
facturing and distribution work, and getting
supplies to the sales companies and the cus-
tomers. From that perspective, it means less
whether inventories are 5% larger or smaller
than they should be. But that's changing.
When we stabilized our headset supply chan-
nels in August of last year, we had invento-
ries to the tune of DKK 300 million. At the
turn of the year, they were down to DKK 200
million.”

A few of your competitors generate a
cash flow equivalent to 13-15% of their
revenue. What is your target at GN?
"1'd prefer not to define a target. All I can
say is, we can and must improve, both this
year and in coming years.”

You mentioned the supply chain. Have
you progressed as far as you would
have liked?

“The structures and the framework are in
place, but we need to fine-tune our man-
agement tools and management param-
eters, our reserve inventories, reordering
systems and more. That's why we're imple-
menting new T systems. We also still need
to move a larger share of our supplier base
for hearing instrument operations to Asia.”

Will you be moving more operations to
China?

"We're looking into the possibility of com-
bining certain administrative processes out
there, and we’re expanding our develop-
ment expertise. In fact, we expect to have
just over 30 employees working in develop-
ment in China by the end of the year — and
at the same time R&D is expanding in Den-
mark. We will also be moving a few more
production tasks to China, so the process is
a continuing one, but nowhere near as in-
tense as it has been up to now. The project
is virtually complete. The important thing
now is first of all to enhance the earnings of
our businesses and then to concentrate on
growth,” says Kildegaard.

ReSoundAIR attracting
younger users

Since being launched in March 2003, the ReSoundAlIR has outperformed
its sales targets and, perhaps more importantly, the tiny, elegant hearing

device has been able to attract younger users.

A regular survey conducted among hear-
ing aid dispensers in the United States
since the 2003 launch of the device con-
firms that ReSoundAlIR has succeeded in
attracting the slightly younger and hard-
to-convince group of people in the initial
stages of hearing loss. The survey shows
that as many as 35% of the people who
choose a ReSoundAIR are between 41

and 60 years of age, and that represents
a downward shift in the age pyramid. At
the same time, the US statistics show that
about 60% of them are first-time users,
which would indicate that the ReSoundAIR
addresses a new target group and that, as
expected, GN has probably succeeded in The initial market surveys indicate

expanding the market to include people that the ReSoundAIR has helped a
with a moderate hearing impairment. By new group of people with a mode-
comparison, normally about 40% of a rate hearing loss feel less uncomfort-
dispenser’s clients are first-time users. able using a hearing aid.

For the active lifestyle

The ReSoundAlIR is an uncompromising added comfort the open fitting provides.
hearing instrument in a modern design Also, the cosmetic aspect is less of a prob-
that, instead of signalling a handicap, lem with the compact high-tech design of
makes the wearer look like he or she is ReSoundAlIR,” says GN ReSound Senior

using the latest technology. The cosmetic Vice President Henrik Wiboltt.
aspect has turned out to be of particular

importance for active people, who inter- For current users, too
act with colleagues and business relations Today, the ReSoundAlR is the only truly
in the course of their ordinary working open (non-occlusion) hearing instrument
day. And as another indication that GN on the market. It eliminates the annoying
has launched the right product, 57% of feeling of being inside a diving bell that
the American users are still active on the many users of traditional hearing aids
labor market. have to contend with and which is the
“The sales figures from the US market reason why so many hearing instruments
confirm that we made the right decision end up in a drawer rather than in the
when we decided to develop ReSoundAIR. user’s ear. The response from the Ameri-
Almost 80% of the users surveyed have can ReSoundAIR users shows that more
their ReSoundAlR fitted for a moderate than 25% of them have previously had
hearing loss; well over half of them are another hearing aid, and that four out of
first-time users, and many are younger five had an ITE device. Many of them are
and still active on the labor market. At the now switching to ReSoundAIR: for one
same time, we are seeing many existing thing, because the hearing experience is
users moving from traditional in-the-ear much better, but also because they don’t

devices to the ReSoundAIR because of the mind the way the device looks on them.



Streamlining indirec
procurement

In setting up a single business, also for indirect procurement, GN hopes to reduce costs by
DKK 100 million over the next few years by negotiating good prices globally on areas such

as telephony, travel, external consultancy and facility management.

For Peter Bisgaard, 41, the job at hand has
been clearly defined: find DKK 100 million in
cost savings in GN's procurement. He plans to
do it by setting up a single procurement func-
tion for all of the company’s indirect purchas-
ing, i.e. all the purchases not related to the
production of headsets, hearing instruments
or audiologic diagnostics equipment.

“This means all of our non-product-specific
purchasing: in other words, anything involving
administrative or other types of services. These
services represent about 25% of our total
revenue, or some DKK 1.1 billion annually.
Setting up a joint purchasing function is part
of the effort to promote the notion of a single
business. We've set a project in motion, and it's
important to realize that there is a difference
between focusing on what we need to buy
and the price we want to pay for it. I'm not
going to interfere with what we need to buy,
but it's my job to ensure that we can contract
for the best possible price for what we have
decided to buy,” says Bisgaard, who has been
GN group indirect procurement director since
November 1, 2003.

Involving the stakeholders

"I can't do the job I've been asked to do by
the Executive Management, unless | involve
a representative group of stakeholders in the
process and set up steering committees to
work out a formal policy on the issue,” ex-
plains Bisgaard. He has no problem with the
fact that he’s in a potential minefield. The job
at hand is to make the ordinary working day
much simpler for the buyers, so that instead

“I’'m not going to interfere with what we need to buy, but it’s my job to ensure that

we can contract for best possible price within the framework of what we have deci-
ded to buy,” says Peter Bisgaard.



of spending their time on procurement, they
can work on getting results. For many of
them, the procurement process has become
an essential aspect of their job that they've
become very content with performing. And
then Peter Bisgaard comes in and challenges
them, and maybe change their options.
"However, my curiosity should not be con-
strued as an attempt at untimely intervention.
Improving the companies’ bottom line and, in
turn, GN's bottom line is what it's all about.”

From SONOFON to TDC

In the coming months, GN’s Danish employ-
ees will experience a bit of a revolution when
it comes to telephony. In spite of their past
connection with SONOFON, GN recently
signed a contract with TDC, Denmark'’s larg-
est telephony provider. After setting up a
structured sourcing process and working out
highly detailed requirement specifications, GN
went for the financial benefits and chose TDC
as its supplier.

"We will be cutting our costs by 30%, and,
in addition to our mobile and landline telepho-
ny service contracts and the Internet hook-up
of our employees’ home workstations, we will
receive an upgraded service level for our recep-
tion desks, including electronic calendar sys-
tems,” says Bisgaard. While global telephony
solutions are not an option yet, it will now cost
less for GN's Danish employees using their cell
phone to call from the United States because
they will be calling via Copenhagen at a more
attractive rate.

Savings on air travel

GN has already restructured its procurement
of travel services. GN spends close to DKK 100
million a year on air travel, hotel accommoda-
tions, meals and car rentals. Implemented be-
fore Bisgaard joined GN, this is a process that
involved a changeover from traveling business
class to going economy class, moving from
the major carriers to airlines offering low fares
to Stockholm, Amsterdam, London and Brus-
sels and an agreement with British Airways on
overseas flights out of London.

“Obviously, the savings achieved have to be
held up against the extra time spent traveling:
we've set a maximum of five hours. The main
purpose was to reduce the costs of long-haul
flights,” says Bisgaard.

World-class player
After finishing his bachelor’s degree, Peter
Bisgaard joined Danish retailer Dansk Super-
marked. Afterwards, he worked as procure-
ment manager for Cheminova and then Aal-
borg Portland before joining FLS Industries in
2002, where he built up a function similar to
the one he is currently implementing at GN.
“The goal is to build a very small team of
people that will make GN a world-class player
in indirect procurement. We want active
involvement in the process from our project
participants, and we will especially be focusing
on our US locations. One of the areas we're
considering to target is services. We spend a
lot of money on external consultants in fields
such as management, marketing, HR, finance
and legal issues,” he explains.

The ultimate benchmark

“My job is not to say that we should provide
these services in-house, but it is my job to
define the ultimate benchmark: if we had
the capacity in-house, would we be pay-

ing the same price? That's the saving we'd
have to consider, knowing only too well that
we would be turning a variable cost into an
overhead. At the same time, you will be chal-
lenging the users by asking them why they
are using Supplier A, when they can get the
product cheaper from Supplier B. For me, the
challenge is to define a price for individual
services, even though I know full well that
there are a number of soft values, such as
heart, mind and chemistry, which also count
for the people signing the order sheets,” says
Bisgaard, who continues:

“That's why | have to do my job in a way,
so that I don’t end up in a conflict with the
people I'm doing this for. | don't want a dis-
agreement with my colleagues; | just want to
make sure we get the right price. But unless
you're willing to make the change, you won't
get the right price.”

It is a time-consuming process Peter Bisgaard
has embarked upon, as witnessed by the list of
areas he will be reviewing: IT (both hardware
and software); marketing services such as
advertising, media placements and catalogs;
other types of consultancy services; and facility
management services such as electrical power,
heating, cleaning, and canteen services.



Enthusiastic reception for
new Bluetooth products

Launching four new headsets and a handy plug-and-play speakerphone at the CeBIT trade fair in Hanover, Germany,

and the CTIA Wireless fair in Atlanta, Georgia, JABRA has taken a comfortable lead over the competition on the market

for innovative hands-free solutions.

Global sales of Bluetooth headsets are expected to
reach 6-8 million units in 2004, or twice as many as in
2003. The surging sales are driven by two key trends:
growing sales of Bluetooth cell phones (2004 forecast:
60-90 million units) and the demand for wireless and
hands-free communications being heard from a grow-
ing number of ordinary cell phone users. These fore-
casts are based on data provided by market analysts
ARC Group.

JABRA has new advanced products for both the high
and the low end of the product category in the pipeline,
targeting the professional mobile user as well as the
needs and the price range of the mass market. Design
and comfort are setting new standards in the industry,
sound quality has been further enhanced, and devices

JABRA BT800

have become easier to operate. In addition, all new prod-
ucts are certified to the latest Bluetooth standard: 1.2.

"We received a lot of recognition and praise for our
new Bluetooth products at both the CeBIT and the CTIA,
and compared to our competitors’ recent launches, there
is no question that we've managed to not only defend
JABRA's strong position, we've also strengthened it con-
siderably,” says GN Vice President of Global Marketing
Lars Hgjgaard Hansen.

The first new JABRA product, the JABRA SP100 Blue-
tooth speakerphone, will be launched as early as the
second quarter of this year; the rest are due to be rolled
out in the third quarter and will be promoted heavily to
dealers and in new campaign initiatives aimed at end us-
ers all over the world.

A high-end product featuring a new innovative design for the de-
manding professional user. Can take over many cell phone functions,
with its built-in display showing caller ID, its call-vibrate feature, and

‘ a variety of ringing tones. Features DSP (Digital Signal Processing) for
outstanding audio quality in noisy environments. Weight: 25 grams.
Talk time: up to 6 hours. Standby time: up to 200 hours.

JABRA BT500

Next-generation model based on the JABRA
BT250. Smaller size (about 30% slimmer) and

ultra-lightweight: only 20 grams, for enhanced

wearing comfort. Talk time: up to 8 hours;
standby time: up to 240 hours. Can be re- 1
charged from a laptop/desktop via a USB cable.

JABRA BT110

Ideal for those buying their first headset
and looking to enjoy the benefits of
hands-free communication without hav-
ing to pay for unwanted functionality.
Provides 15 hours of talk time on a single
AAA battery and designed to offer three
months’ standby time with ordinary use.
Weight: 26 grams.
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JABRA SP100

The first of its kind from JABRA. Compat-
ible with Bluetooth devices, it provides a
hands-free solution in the car without the
need for wires, or in the office as a confer-
ence telephone. Comes with a powerful
battery providing 12 hours of talk time
and 480 hours of standby time.

JABRA ProBoom

Clearly a top-of-the-line corded headset,
providing optimum sound quality and com-
fort. Fits securely on either ear and is spe-
cially designed for noisy surroundings.

Why pay a fortune
for a hands-free
solution for your
car or for a confer-
ence telephone

for the office. The
new JABRA SP100
gives you both in a
portable integrated
solution.



Otometrics’ handheld solution

After more than two years of dedicated
product development, GN Otometrics has
created the MADSEN OTOflex 100, the first
fully portable handheld audiologic diagnos-
tics tool that makes doctors’ and audiolo-
gists” work much easier. The unique device
has attracted enormous interest worldwide
since its launch in February. In the first
month it was on the market in North Ameri-
ca, GN Otometrics sold every single unit they
could manufacture.

"We took a whole different approach, and
not just in the innovation and design process-
es. We've also created a unique and different
product that is fundamentally based on cus-
tomer needs and requirements,” explains GN
Otometrics President Michael Brock. He adds:

" As the first product to carry the GN
Otometrics name (OTO), the device clearly
reflects the values we at GN Otometrics want
to stand for: customer orientation and in-
novation. The reason we named it MADSEN
OTOflex 100 is that the MADSEN brand still
carries too much value for us to just let it go.”

Full functionality anywhere

The product is unique because the flexibil-
ity it offers makes it stand out from other
audiologic diagnostics tools. Traditionally,
audiological measurements were performed
in a separate room at a hearing care clinic,
for example. Offering full functionality any-
where, the portable OTOflex allows the doc-
tor or the audiologist to move around freely
and perform the measurements exactly
where it is most convenient for the patient,
the doctor or the audiologist.

Measurements on premature babies can be
made in an incubator; a child may feel more
secure if the measurements are taken in the
home; and older people with reduced mobil-
ity might also feel more comfortable having
the examination take place in a location they
are familiar with.

Catering to customer needs

“We based our approach on customer
needs, be they patients, doctors or audiolo-
gists. The measurements can be performed
without disturbances, and there won't be
any unfamiliar surroundings or big strange-
looking machines to make patients nervous.
In spite of its size (it fits in the pocket of

an audiologists’ coat), the OTOflex is more
advanced than many stationary instruments
that are also much larger. The OTOflex per-
forms a full diagnostics test of the middle
ear. The equipment and test profile can
quickly be adapted to each patient’s anato-
my and needs,” says Brock.

Wireless Bluetooth technology ensures
full OTOflex integration with a PC, thanks to
the OTOdiagnostics Suite software platform,
which automatically transmits all measure-
ment data to the patient’s file in the com-
puter.

“It's possible to transfer measurement data
to a PC from the traditional desktop devices,
but it requires an extra effort. The OTOflex
transfers the data as the measurements are
made, as long as it is in the same room as the
PC. The audiologist or the doctor can even
choose to control the measurements from a
PC that is normally used for other audiologi-
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cal measurements. All the test results can be
saved in the database at the single click of a
mouse,” Brock relates.

“The OTOflex also has some unique de-
sign features: Instead of a traditional big and
clumsy device, we've created a solution based
on a good industrial design,” says Brock.

Kick-off in Copenhagen

Since the OTOflex was launched at GN Oto-
metrics’ Copenhagen premises on February
16, some 200 sales and service staff have
attended a number of seminars in Scandina-
via, Europe, North America, Asia, Australia
and South America to learn how to use the
OTOflex.

" At the end of February, 50 representatives
from our distributors attended a seminar in
Phoenix, Arizona, where we demonstrated
the OTOflex and trained them in using the
device ahead of the official presentation at
the AAA in Salt Lake City, Utah. The reaction
from the distributors was fantastic. In the
days after the seminar, | received numerous
phone calls from people saying how excited
they were about the product. That surprised
us, because you have to remember that many
of the distributors also sell our competitors’
products,” says Terry Ross, who is vice presi-
dent of sales for North America.

Everything has to work perfectly

The distributor representatives already knew
something about the product they were
about to be introduced to, because they had
already been presented with a prototype
back in 2003.



commands respect

"But back then, we emphasized that we
wouldn’t put the product on the market until
we were absolutely certain that everything
worked perfectly. Since then, we've tested
the beta version, and we've also run quality

and functionality tests. At the presentation
this year, the distributors seemed reassured
when we told them that GN had several

years of in-house experience with the new
technology, including Bluetooth,” he says.

" Afterwards, we sold every single unit
we could get from Denmark. And although
we had great expectations for this unique
product, the buying interest has been much
greater than we’d imagined,” says Ross.

Guiding principle the key to developing the MADSEN OTOflex100

Throughout the two-year development process, the members of
the GN Otometrics project group had a specific guiding principle in
their work to create the MADSEN OTOflex 100. The project group
described their vision 26 months ago:

“This new portfolio will thrill our customers by meeting their
known and unknown needs, by being dramatically different in its
approach to solutions and by having a unique and uniform design. It
will definitively consolidate our position as the market leader against
whom all other market players will be benchmarking themselves. ”

The process of developing the OTOflex was a driver in the GN Oto-
metrics integration process, as this is the first product the company
has developed since the integration of Madsen, Danplex/Rastronics
and AuditData — the three Danish companies — with Hortmann of
Germany and ICS Medical of the US.

“The project set the framework for how we will work together at
GN Otometrics, because we drew not only on the overall experience
available in the five businesses, but also on the knowledge of our
employees in all the functions involved. At the same time, everyone
knew that we were aiming to create a platform solution that would
go further than just creating a single groundbreaking product,” says
GN Otometrics President Michael Brock.

“That's why we set up a project group across the entire integrated
organization, and it included development people, technicians and

salespeople. Right from the start, we got the group members to
adopt a holistic-responsibility approach to developing the new prod-
uct. We also involved people from OlymPeak Coaching, because their
background as top athletes meant that they had experience from
proactively defining visions, goals and values and in team building,”
says Brock.

In the integration process across all the functions and former com-
pany structures, we succeeded in creating a unique product, and at
the same time both GN Otometrics and the participants built valuable
experience both in terms of which solutions are ideal for follow-up
in the future and on what can be done better or differently. In short,
experience for future innovation.

As part of the development process, the group members wrote an
article about how they thought the new product would be received.
The title was “GN Otometrics Revolutionizes the Market.”

“Now, two years on, we are seeing that our customers’ enthusiastic
response is almost what the group described back then. The OTOflex
offers new and different features and, although it is designed for
middle-ear diagnostics, we expect to apply the philosophy behind
the device to other diagnostic applications as well. For example, the
computer software was also designed to handle other products in
diagnostic audiology,” says Brock.



Screening helps neonates
off to a better start

Children’s speech, playing and social skills are much better developed when parents, family and friends start early in

helping the children learn to live with a hearing impairment.

An ounce of prevention is worth a pound of
cure, as the old saying goes. Almost three
in every one thousand Danish children are
born with a hearing impairment. While
nothing can be done to prevent the impair-
ment itself, steps can be taken to avoid

the serious effects it may have on a child’s
speech ability and social relations. The best
thing to do is to act before the infant is six
months old; the sooner action is taken, the
better. Denmark has no tradition for early
action, but the good experience it has been
for other countries who diagnose neonate
hearing impairment early is the reason why
the Danish government has now allocated
DKK 30 million to fund a two-year testing
period. The project will systematically screen
Danish neonates for a hearing impairment
when they are given the PKU test for meta-

This is how Beltone markets the new ad-

vanced CORUS™ digital hearing instrument
to users in the United States.

bolic diseases, i.e. — in the best-case sce-
nario — within seven days of birth.

Five crucial seconds

The potential benefits of screening neonates
for a hearing impairment has been debated
in the Danish health care sector for some
time now. As part of the process, the parties
involved were given access to GN ReSound’s
extensive clinical and hands-on experience:
it was not difficult to see why screening of
neonates makes sense. With the test meth-
ods available today, screening takes only a
few seconds. The test involves no discomfort
of any kind and, fortunately, in the vast ma-
jority of cases, it turns out that the infant’s
hearing is normal. Today, infants are typically
tested for a hearing impairment at a routine
check made by a health visitor, who rings

a small bell near the child’s ears to see if the
child reacts to the sound. The results of such
a test can be highly inaccurate, since they are
based only on the health visitor's own subjec-
tive assessment.

“Based on the experience from other coun-
tries, we are recommending that Denmark
introduces objective screening as part of the
country’s standard medical examinations of
neonates. The government program gives us
an opportunity to collect data and learn from
our own experience in Denmark. Of course,
we are very pleased to have this opportunity,
because we know how important getting the
right diagnosis and starting the right treatment
are for the quality of life of the children,” says
Claus Petersen, sales manager for audiologic
diagnostics equipment with GN ReSound
Denmark.

Beltone promoting its newfound
technological strength

Two nationwide campaigns in the first half of the year are part of the Beltone

network'’s elevated level of activity in North America.

Beltone is now demonstrating its new
technological strength, both to support its
hearing care network in North America and
by developing marketing plans aimed at
current and former users of hearing aids.
For example, all through May, Beltone will
be running a national campaign called “the
Beltone Technology Open House,” inviting
users to a free demonstration of digital hear-
ing instruments and a free hearing test. Ev-
erything in the campaigns is built up around
Beltone’s new digital product portfolio, which
is now improved with the recent launch of
the advanced Beltone CORUS™ device.

Focusing on hearing loss

“Industry statistics show that almost 28
million people in the United States have a
hearing loss but most don’t act on their loss
by getting a hearing test and hearing instru-
ments. Most consumers are not aware that
untreated hearing loss is linked to a number
of physical and stress related health issues,”
says Barb VanSomeren, Beltone USA vice
president of marketing.

As part of the campaign, Beltone practitio-
ners throughout the nation’s 1400 locations
are prepared to test customers and help
them experience the benefits of a digital



Regional meetings in Beltone

Beltone's increased efforts to strengthen and expand its North American network
were also in evidence at the two regional meetings held in Scottsdale, Arizona, and
Orlando, Florida. The theme of the meetings was “Charge! Destined for Excellence”,
and the more than 550 Beltone practice owners and staff in attendance were given
not only a detailed status report on the hearing care industry and the Beltone net-
work; they also took part in training sessions on Beltone’s digital platforms and
SOLUS, Beltone’s new proprietary fitting software.

Ms. Marsha Mattingly of Huntington, West Virginia, was presented with the Beltone
President’s Cup Award for her exceptional commitment to helping people with a hear-
ing impairment. Part of the second generation of a Beltone family, Marsha runs 11
Beltone practitioner offices that fitted more than 2,000 hearing instruments in 2003
alone.

hearing instrument before they buy through
demonstration software. The campaign is
being supported by commercials on national
and local television, radio spots, newspaper
ads and direct mail, as well as in-store adver-

tising. This is the second national advertising
campaign Beltone is running in the first half
of 2004.

Infants who are diagnosed with a hearing
impairment at an early age live much better
lives, because the health care sector is able
to take action at an early stage and help the
children develop speech and social relations.

Starting up this year

The Danish project will be implemented by
the Danish county authorities, who will be
handling the actual screenings. The Danish
National Board of Health is currently defin-
ing guidelines for the procedures based on
recommendations from an interdisciplinary
group of professionals representing the
parts of the health service in charge of treat-
ing neonates and the hearing-impaired.
Routine testing of infants is expected to
begin on September 1, 2004.

“Surveys show that many children are not
diagnosed with a hearing impairment until
they are 12-24 months old. This indicates
that current testing methods fail to discover
infant hearing impairment at a very early
stage, as is otherwise recommended by audi-
ologists. In other words, screening can help
us discover an infant’s hearing impairment
at an earlier stage, so that we can determine
if the child should be given more thorough
audiological tests and if any kind of treat-
ment should be recommended,” says Senior
Advisor Mikkel Grimmeshave of the Danish
National Board of Health.

Beltone at the AAA

Both the SOLUS fitting software and the
CORUS™ digital high-end hearing instru-
ment were launched at a key event: the
American Academy of Audiology Annual
Convention & Expo in Salt Lake City, Utah.
The Beltone CORUS™ has been specially
developed to handle the difficult hear-

ing environments experienced by active
people: background noise, complex sound
environments, movement noise, or weak
signals, all of which can make it extremely
difficult to follow a conversation. The
CORUS™ offers open or closed fitting,
depending on the user’s needs. Beltone
now has a strong digital platform consist-
ing of the CORUS™, ORIA™ and MIRA
hearing instrument series.

SOLUS, the proprietary fitting program,
has an intuitive graphics user interface that
makes fitting Beltone hearing aids much
easier and allows them to be perfectly
tuned to each user’s specific hearing loss
and lifestyle.



Earnings improvements

The Supervisory Board of GN Store
Nord is planning to review the struc-
ture of GN's executive incentive plan

in the coming year.

“GN achieved the expected earnings im-
provement in 2003. The plan to change the
structure of GN from a conglomerate into a
single business was more or less fully imple-
mented during the year,” GN Chairman
Mogens Hugo Jargensen told shareholders
at the general meeting in March.

“We made satisfactory improvements over
2002, but we can and must raise our level of
earnings even further. At the same time, mar-
ket conditions for both hearing instruments
and headsets have improved, especially in
the second half of 2003. Also, GN is ready to
capitalize on the improved market conditions,
because we maintained a high level of invest-
ment in new hearing instruments and head-
set products,” said the Chairman, pointing
out that almost half of GN's 2003 revenue
derived from upgrades and product launches
introduced in 2002 or 2003.

Strategy based on organic growth

GN announced the final structural changes
in the wake of the many acquisitions made
between 1997 and 2000; all of these
changes will be fully implemented by mid-
2004. GN is now a global market leader in
all four business areas, and there is no need
to make any large strategic acquisitions. The
company has excellent growth opportunities
in both hearing instruments and headsets.

Photographed during the general meeting: the four members of GN's executive management: Niels

B. Christiansen (left), Jesper Mailind, Jens Due Olsen and Jgrn Kildegaard along with the Chairman

of the Board, Mogens Hugo Jorgensen, and Sgren Jenstrup, who chaired the general meeting.

500 shareholders attended the general meeting

GN’s annual general meeting was attended by almost 500 shareholders representing
about 12% of the share capital. The Supervisory Board had received proxies repre-
senting just over 6%, so the shareholders at the meeting represented just over 18%
of the share capital. Almost 500 of the some 45,000 shareholders had sent a proxy
form to the Supervisory Board indicating their voting preferences for the business to

be considered.

“GN’s strategy for the next few years will
be based on organic growth, not acquisi-
tions. In the ongoing work to make our oper-
ations more efficient, our focus will be mainly
on processes, procedures and IT systems: in
other words, on the day-to-day operations of
our organization,” the Chairman explained.

Mr. Bjarne Graven Larsen, head of asset
management for the pension fund ATP, com-
mented on the good financial results, noting

GN'’s many new products in all
four business areas were on dis-
play before and after the general
meeting and the shareholders
had plenty of opportunity to
learn more about the products.

that they bode well for the future. However,
he also wondered why there was not the
same strong improvement in GN’s cash flow.

“Our cash flow hasn't improved enough.
However, we've put in place a program to
rectify the situation, so | can promise you that
there will be improvements starting as early
as this year,” the Chairman replied.

Like so many other companies, GN has a
share option plan to attract and retain man-




GN is ready to capitalize on the improved

market conditions, GN Chairman Mogens
Hugo Jegensen told the shareholders at the
general meeting.

agement employees and specialists and to
better align the interests of these employees
with those of our shareholders. However,
the scope of the plan was narrowed both in
2003 and this year to include fewer people.

Discussion on bonus and options

"Over the coming year, the Board plans

to analyze and review the structure of our
incentive plan with respect to bonus and
option plans for the company’s executives,
and we will return to this topic at next year’s
general meeting,” said the Chairman. With
this in mind, the Board asked the sharehold-
ers to approve a one-year authorization to
increase the share capital by DKK 6 million
to facilitate the existing option plan.

The issue triggered a number of reactions
from shareholders who questioned the ex-
tent to which GN should award options to its
executives.

"I am pleased to see a discussion of the
incentive plans at the general meeting. We
have a sound background for this discussion,
with the annual report providing detailed
information about the option plan, and
because the Board has resolved to look into
the future structure of the bonus and option
plans. However, there is no doubt that some
kind of incentive scheme is necessary if we
are to attract the best people. And as far as
we can see, GN's scheme is not among the
most expensive of its kind,” said Mr. Graven.

Shareholders of all ages have invested in GN

The annual meeting of shareholders in GN Store Nord was held at the Falconer Confe-
rence Center in Copenhagen on March 31. As usual, attendance was good, with both
new and long-standing stockholders in the audience. Both before and after the meeting,
attendees had a chance to study GN’s newest products close up, with headsets, audio-
logic diagnostics equipment and hearing aids on display.

First general meeting

“This is my first time at a GN annual general meeting. | bought
GN shares about six months ago because | believe the company
has good potential, especially because it's a technology stock.
And with the company’s large-scale production in China, | will
get a share, through GN, in the economic surge that region is
experiencing,” says Kim Johansen, a 20-year-old student at the
Copenhagen Business School. His other recent investments in-
clude Danish corporate giants Danisco and Novo Nordisk.

Women needed

Even before the general meeting, Karin
Dubin, a schoolteacher and deputy mayor
in the Copenhagen district of Frederiks-
berg, had decided to take the floor at the
meeting to call for women members of
GN’s Supervisory Board.

“When | read the management’s report,
| discovered that GN has an all-male board.
Without commenting on their qualifica-
tions, | believe that is a problem,” she says.
Another shareholder, Karen Krog Andersen
(right) supports this view.

Long-term investment

“GN is doing better, but still not well enough. | still con-
sider the share a long-term investment, and | hope that
GN’s financial performance improves substantially over
the next few years. It will have to in order to justify the
DKK 50 per share | paid to become a shareholder,” says
Steen Sgrensen, a 51-year-old purchasing manager,

Pleased with the dividend
Irma and Jargen Jensen, both 77,
worked for GN Store Nord for many
years, at the former telephone factory.
“We retired in 1988 and have held on
to some of our employee shares over the
years. We are very pleased the company
is paying dividend once again. We've
been looking forward to that,” says Mr.
Jensen.
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Tailor-made sound

New on the market in the second
quarter: With the launch of its GN 8210
digital headset amplifier, GN Netcom is
expanding the limits of sound quality,

comfort and productivity.

The GN 8210 is GN's first digital amplifier
designed for the type of headset used in
offices and contact centers. In applying the
DSP (Digital Signal Processing) know-how
of sister company GN ReSound, GN Netcom
has successfully done away with a number
of common inconveniences more effectively
than what was previously possible in analog
systems.

Among the most important new features
are excellent user comfort, thanks to the
extremely good sound quality, noise elimina-
tion on incoming sound, and an automatic
volume control that ensures the sound level
is always right, whether the person you are

talking with is whispering or shouting. The and the GN 8210 can be adjusted to individ- The GN 8120 is scheduled for market
designers of the device paid a great deal of ual user needs in terms of frequency range launch by the end of the second quarter
attention to user comfort and well-being. and volume strength, to help, for example, a and will be rolled out through GN Netcom'’s
Sudden, loud or high-pitched noise is elimi- middle-aged employee compensate for high-  dealer network.

nated immediately by a special acoustic filter, frequency hearing loss.

Touring Denmark with GN

Because of the interest shown by many individ-
ual investors in Denmark, GN attends meetings
organized by stockbrokers and banks all over
the country.

In May, for example, GN and 15 other compa-
nies will be on hand when the Danish Society of
Investment Professionals holds its ninth annual
Business Day in Copenhagen on May 27.

On September 23, Nordea will host a meeting

Prestigious design award for the GN 9120 in Herning, which GN will be attending, together
with TDC and Danisco.
At March’s CeBIT trade fair in Hanover, Germany, GN Netcom again won In January, GN CEO Jorn Kildegaard and two
recognition in its eternal struggle to find the ideal balance between aes- other corporate CEOs, TDC's Henning Dyremose
thetics and functionality, with the company’s GN 9120 wireless headset and Danisco’s Alf Duch-Pedersen, answered ques-
for the professional market winning the prestigious iF Silver Award for tions from more than 300 people at Spar Nord'’s
its excellent design. The award is presented by Industrie Forum Design investor conference in Aalborg.
(iF), the internationally recognized Hanover-based organization that also Also in the first quarter, GN attended a meet-
honored GN Netcom with the iF Design Award for the GN 9120 in the ing Jyske Bank arranged for its customers in Silk-
Communication/Entertainment category in December 2003. Among the eborg and a meeting in Odense organized by the
world’s most prestigious design prizes, the iF Design Award has been pre- Danish Shareholders Association’s Funen chapter.

sented at the CeBIT trade fair in Hanover every year since 1954. GN has
also previously won recognition for its GN 9120, having received the G-
Mark Good Design Award presented by the Japan Industrial Design Pro-
motion Organisation (JIDPO) in October 2003, a famous prize awarded

for products with exceptional functionality, design and user friendliness.




Excerpt of Q1/2004

The excerpt has been taken from GN's quarterly earnings report released through the Copenhagen Stock Exchange and
which shall apply in case of discrepancies. The Danish version of the quarterly earnings report shall be the governing text.

First quarter highlights

The entire Q1/2004 report is available on www.gn.com

® Revenue increased to DKK 1,231 million from DKK 1,141 million in Q1 2003.

e EBITA rose to DKK 154 million from DKK 112 million in Q1 2003.

¢ GN posted a profit before tax of DKK 100 million against DKK 24 million in Q1 2003.

e Cash flows from operations were DKK 171 million against DKK 132 million in Q1 2003.

Outlook for 2004

e GN is upgrading its revenue forecast for 2004 and now projects
revenue, which is adversely affected by the US dollar depreciation,
to increase to about DKK 4.9 billion from DKK 4.74 billion in 2003.
The previous forecast was for largely unchanged revenue in 2004
relative to 2003. We expect EBITA to improve by about 25% to
almost DKK 700 million, assuming a DKK/USD exchange rate of 6,
instead of the previous forecast improvement of “at least 20%".

e The CC&O Division, supplying headsets to contact centers and
offices, continues to project a full-year EBITA margin of 19-21%,
now on revenue of almost DKK 1.25 billion, an upgrade from
"just over DKK 1.2 billion”.

e The Mobile Division continues to project a minor EBITA loss result-
ing from the efforts to build a position in Asia, now on revenue of
at least DKK 700 million rather than of “almost DKK 700 million”.

e The EBITA margin forecast of 18-20% is retained for hearing
instruments, now on revenue of approximately DKK 2.65 billion
rather than of “almost DKK 2.6 billion".

e The audiologic diagnostics equipment business continues to proj-
ect a minor EBITA profit, now on revenue of just over DKK 300
million rather than of “approximately DKK 300 million”.

e Group functions and GN Great Northern Telegraph Company are

expected to impact EBITA by DKK (50) million. Amortization of in-
tangible assets acquired through company acquisitions is expected
to amount to DKK 230 million. Calculated in accordance with

the recently adopted IFRS 3 Business Combinations, which will
apply in the 2005 financial year, amortization of intangible assets
acquired through company acquisitions would amount to DKK 35
million. Net financial expenses of approximately DKK 50 million
are expected.

Investments in property, plant and equipment and in intangible
assets including development projects are expected to be in the
region of DKK 350 million.

Profit before tax is expected to improve by approximately 50%, an
upgrade from “more than 40%".

e With about half of GN's revenue and almost 60% of costs gener-

ated in USD or USD-related currencies, GN's industrial competitive-
ness and its EBITA are resilient to likely US dollar fluctuations.

Revenue EBITA Cash flows from operating activities
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Excerpt of Q1/2004

Financial results

GN maintained the strong organic growth in the first quarter, gener-
ating a 16% revenue improvement relative to Q1 2003. Anchored in
all business areas, the improvement was generally based on stronger
demand on most markets and the launch of several innovative prod-
ucts in 2003. New products and product upgrades launched in the
past 24 months contributed 50% of Q1 revenue. The US dollar de-
preciation of nearly 14% against the Danish krone reduced revenue
by more than DKK 80 million relative to Q1 2003.

GN generated gross profit of DKK 685 million against DKK 634
million in Q1 2003. The improvement was based on the ever more
efficient production and the many new products with all new hearing
instruments being based on a single chip platform. The gross margin
is under pressure from the growing revenue and lower prices on mo-
bile headsets.

GN's selling and distribution costs amounted to DKK 292 million,
compared to DKK 285 million in Q1 2003. The increase was due
especially to the efforts in mobile headsets, with the JABRA brand
being rolled out on selected markets in Asia during 2004. In Q1, GN
incurred costs on development activities totaling DKK 66 million, or
almost 5% of revenue, as compared to almost 6% in the full year of
2003. The development departments at Xiamen, China, will be ex-
panded as part of the ongoing efficiency improvements, and they are
expected to employ just over 30 people by the end of the year.

Amortization of goodwill and other acquired intangible assets
amounted to DKK 57 million. Net financial items of the quarter were
an expense of DKK 3 million on interest-bearing net debt of DKK 660
million.

Q1 EBITA improved to DKK 154 million from DKK 112 million in Q1
2003.

GN'’s Q1 profit before tax was DKK 100 million against DKK 24 mil-
lion in Q1 2003.

GN had an average of 4,296 employees during the quarter, against
4,155 in Q1 2003. Staff expansion mainly takes place in Asia.

The consolidation in Minneapolis of ITE-device production in North
America will be completed in June of this year, marking the end of
all the major restructurings which have affected nearly half of GN’s
4,400 employees. Looking ahead, future earnings and cash flow en-
hancements will be generated through improved processes, not least
in production and logistics and a more creative marketing approach.
Finally, the implementation of the Navision Attain system will reduce
IT costs and facilitate further changes to a number of administrative
functions. The full effect of the structural initiatives implemented will
not feed through until 2005.

Balance sheet

Total assets amounted to DKK 6,604 million at March 31, 2003,
compared to DKK 6,597 million at December 31, 2003. Goodwill
amounted to DKK 2,785 million, distributed on DKK 515 million
from headset operations and DKK 2,270 million from hearing instru-
ments and audiologic diagnostics equipment.

Inventories were DKK 626 million, compared to DKK 622 million at
the end of 2003. Trade receivables were DKK 982 million, compared
to DKK 958 million at December 31, 2003. Inventories and trade re-
ceivables still need to be reduced. Cash and cash equivalents stood at
DKK 122 million at the end of Q1 2004.

Equity stood at DKK 4,590 million, compared to DKK 4,473 million
at the end of 2003. Foreign exchange adjustments reduced equity by
DKK 15 million. Net interest-bearing debt fell by DKK 124 million to
DKK 660 million at March 31, 2004.

Cash flows

GN'’s cash flow from operating activities was DKK 171 million, down
by DKK 35 million relative to Q4 2003 after net adjustments for
non-recurring items of DKK 271 million. The change was due to a
DKK 61 million increase in working capital resulting from an increase
in hearing instrument inventories and trade payables. GN is making
an intensive effort to improve the supply chain in order to reduce
the working capital, especially for hearing instrument inventories
and components. Cash flows from investments were DKK (59) mil-
lion against DKK (42) million in Q4 2003 and DKK (100) million in
Q1 2003.

The free cash flow was DKK 112 million versus DKK 101 million in
Q4 2003, adjusted for a number of non-recurring items. In Q1 2003,
the free cash flow was DKK 32 million. The cash flow is still not satis-
factory and efforts to improve it will gradually intensify as the shared
IT platform is implemented.

Share option plans
There were a total of 3,599,697 European and 2,822,635 American
share options outstanding at March 31, 2004, corresponding to
2.9% of the share capital. Members of the Executive Management
held 955,875 options at an average strike price of 47.7, senior
employees held 1,524,444 (average strike price 53.8), while other
employees held 3,942,013 share options (average strike price 72.3).
In the second quarter, the Supervisory Board plans to award options
with an estimated Black&Scholes value of up to DKK 18 million at a
strike price of 42.8.
Share options are not awarded to members of the Supervisory
Board.

Shareholdings

At the beginning of May 2004, members of the Supervisory Board
and the Executive Management, respectively, held 68,713 and
35,790 shares in GN. Senior employees and other employees listed
in GN’s insider register held a total of 204,122 shares in GN.

GN held 8,346,384 treasury shares at the beginning of May 2004,
equivalent to 3.7% of the share capital. The drop in treasury shares
relative to December 31, 2003 was due to share options being exer-
cised. Foreign investors hold just over 40% of the shares in GN. Da-
nish institutional investors hold 30%, and private investors hold some
25% of the GN share capital.

The Contact Center & Office Division

Q1 revenue was DKK 325 million against DKK 317 million in Q1
2003. Net of Hello Direct, organic growth was 14% relative to Q1
2003. The EU markets still constitute the main growth driver, while
wireless headsets such as the GN 9120 continued to gain popularity
in the office market. Wireless products contributed 29% of Q1 rev-
enue, up from 20% in Q1 2003. The restructuring of Hello Direct is
progressing according to plan, and the business returned a profit on
revenue of DKK 75 million.



The CC&O Division reported Q1 EBITA of DKK 60 million (EBITA
margin of 18.5%).

The Mobile Division

The DKK 150 million revenue generated in Q1 2004, a low-season
period, was only DKK 10 million short of the revenue generated in
Q4 2004, a high season period, emphasizing the strong underlying
market growth, which has led to a shortage of components. In Q1
2003, revenue was DKK 102 million. Bluetooth products contributed
77% of revenue, which was also strengthened by the new corded
headsets.

Sales to Asia amounted to DKK 3 million, or 2% of revenue. Com-
petition remains tough and the players are fighting for control of the
distribution channels. GN’s most recent products, including the JABRA
BT110, the BT550 and the BT800, will come on the market during the
summer season.

The Mobile Division reported an EBITA loss of DKK 11 million (nega-
tive EBITA margin of 7.3%).

The aggregate cash flows from operations in the CC&O Division
and Mobile Division rose to DKK 99 million from DKK 51 million in Q1
2003. The improvement was the result of the restructurings of pro-
duction, logistics and inventory controls implemented at GN's headset
operations.

Hearing instruments
Revenue from hearing instruments rose to DKK 662 million from
DKK 635 million in Q1 2003. At 12% relative to Q1 2003, organic
growth remained high, demonstrating that GN continues to win
market share in the premium price segment. The advance is due to
the successful launches of the ReSoundAIR and the Canta7 Open,
as well as the increased customer-orientation of the organization
following the extensive restructurings. Many of the people who
buy ReSoundAIR are younger than users of other types of hearing
instruments and many of them are first-time buyers. After the strong
growth generated in the fourth quarter subsided as a result of the
changes to Germany'’s subsidy system, the German market fell sub-
stantially in February and March, in line with expectations.

GN retained the pace of innovation, with new products and prod-
uct upgrades launched in the past 24 months contributing 60%
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of revenue. The Beltone CORUS™ premium price hearing aid was
launched at the American Academy of Audiology Annual Convention
& Expo in April. The launch enhanced Beltone’s digital product range
and will enable our US-based chain of hearing care practitioners
to generate stronger growth. In addition, Canta2 functionality was
enhanced to strengthen GN’s position in the low-priced market seg-
ment.

Hearing instruments reported EBITA of DKK 109 million (EBITA mar-
gin of 16.5%).

Audiologic diagnostics equipment
Q1 revenue was DKK 90 million against DKK 87 million in Q1 2003.

Shipments to the National Health Service in the UK will be reduced
in 2004. The MADSEN OTOflex 100, the first product to be launched
based on a new shared product platform, was well received on all
markets. Sales of the product will be reflected in revenue from the
second quarter.

The audiologic diagnostics equipment business generated EBITA of
DKK 3 million (EBITA margin of 3.3%).

The Closing the Margin Gap project, which aims to lift GN's EBITA
from hearing instruments and audiologic diagnostics equipment to
among the best in the industry by the end of 2004, is progressing
to plan. The overall EBITA margin was 14.9% in Q1 2004, up from
12.1% in Q1 2003.

The aggregate cash flows from operations in the hearing instru-
ment and audiologic diagnostics equipment businesses were DKK 52
million compared to DKK 98 million in Q1 2003.

Other business activities
The GN Great Nordic Telegraph Company reported Q1 revenue of
DKK 4 million and an EBITA of DKK 0 million.

As can be seen from the 2003 financial statements, GN is still,
through the 75% ownership interest in DPTG I/S, a party to arbitra-
tion proceedings with Telekomunikacja Polska S.A. involving the
principles for calculating traffic statistics in Poland’s NSL fiber-optic
telecommunications system, for which DPTG holds the rights to part
of net revenues during the period from 1994 to 2009.
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Consolidated financial highlights

Q1 Q1

2004 2003 2003
(DKK millions) (unaud.) (unaud.)* (aud.)
Earnings - Income statement in accordance with International Financial Reporting Standards (IFRS)
Revenue 1,231 1,141 4,742
Operating profit (loss) before share of profit in associates 97 40 90
Operating profit (loss) 103 40 86
Profit (loss) from ordinary activities before tax 100 24 263
Profit (loss) for the period 47 (2) 250
Profit (loss) for the period excluding amortization and impairment of
goodwill and other intangible assets acquired in company acquisitions 104 63 569
Earnings - Investor-specific highlights
Earnings before depreciation, amortization, impairment and
restructurings and items of a non-recurring nature (EBITDA) 187 142 668
Earnings before amortization and impairment of goodwill and other intangible assets
acquired in company acquisitions and restructurings and items of a non-recurring nature (EBITA) 154 112 549
Balance Sheet
Share capital (GN Store Nord A/S) 879 879 879
Equity 4,590 4,611 4,473
Total assets 6,604 7,733 6,597
Net interest bearing debt (660) (1,235) (784)
Cash flows
Cash flows from operating activities 171 132 827
Cash flows from investing activities (59) (100) (358)
Total cash flows from operating and investing activities 112 32 469
Development costs
Development costs incurred for the period before grant 66 68 264
Restructuring costs
Restructuring recognised in income statement - 7 140
Restructurings, paid 9 18 147
Investments
Plant and machinery etc. 27 24 105
Real property including leasehold improvements 6 7 47
Development projects, developed in-house 31 36 132
Other intangible assets excluding goodwill 2 12 38
Total (excluding company acquisitions) 65 79 322
Acquisition of associates - 3 26
Total investments 65 82 348
Depreciation and impairment of property, plant and
equipment and amortization of intangible assets 122 122 565
Key ratios
EBITA margin 12.5% 9.8% 11.6%
Return on equity 1.0% 0.0% 5.4%
Equity ratio 69.5% 59.6% 67.8%
Key ratios per share
Earnings per share (EPS) 0.23 1.19
Earnings per share, fully diluted (EPS) 0.23 1.18
Earnings per share excluding amortization and impairment
of intangible assets and restructurings, etc. (EPS) 0.50 0.33 3.36
Earnings per share excluding amortization and impairment
of intangible assets and restructurings, etc., fully diluted (EPS) 0.49 0.33 3.35
Cash flow from operating activities per share (CFPS) 0.81 0.62 3.90
Net asset value per DKK 4 share 22 22 21
Share price at the end of the period 44 19 38
Employees
Average number 4,296 4,155 4,343




Quarterly operations by business area

(The accounting abbreviations EBITDA and EBITA are not defined in International Financial Reporting Standards (IFRS) or the Danish Financial Statements Act)

Q1 Q2 Q3 Q4 Q1

2003 2003 2003 2003 2004 2003
(DKK millions) (unaud.) (unaud.) (unaud.) (unaud.) (unaud.) (aud.)
Revenue
Contact Center & Office Headsets 317 320 308 334 325 1,279
Mobile Headsets 102 113 106 160 150 481
GN Netcom 419 433 414 494 475 1,760
Hearing Instruments 635 628 648 706 662 2,617
Audiologic Diagnostics Equipment 87 82 76 106 90 351
GN ReSound 722 710 724 812 752 2,968
Other * - 5 4 5 4 14
GN total 1,141 1,148 1,142 1,311 1,231 4,742
Gross profit
Contact Center & Office Headsets 202
Mobile Headsets 1
GN Netcom 232 231 212 241 243 916
Hearing Instruments 390
Audiologic Diagnostics Equipment 48
GN ReSound 402 408 419 468 438 1,697
Other * - 4 4 4 4 12
GN total 634 643 635 713 685 2,625
Overheads excluding development costs and depreciation and amortization of
non-current assets
Contact Center & Office Headsets (123)
Mobile Headsets (38)
GN Netcom (159) (158) (162) (137) (161) (616)
Hearing Instruments (237)
Audiologic Diagnostics Equipment (27)
GN ReSound (261) (251) (247) (267) (264) (1,026)
Other * (14) (12) (17) (20) 9) (63)
GN total (434) (421) (426) (424) (434) (1,705)
Expensed development costs
Contact Center & Office Headsets 12)
Mobile Headsets (10)
GN Netcom (21) (21) (19) (20) (22) (81)
Hearing Instruments (27)
Audiologic Diagnostics Equipment (15)
GN ReSound (37) (43) (37) (52) (42) (169)
Other * - - - - - -
GN total (58) (64) (56) (72) (64) (250)
EBITDA
Contact Center & Office Headsets 69
Mobile Headsets (9)
GN Netcom 52 52 31 84 60 219
Hearing Instruments 126
Audiologic Diagnostics Equipment 6
GN ReSound 104 114 135 149 132 502
Other * (14) 8 (13) (16) (5) (51)
GN total 142 158 153 217 187 670
Ordinary depreciation and amortization
Contact Center & Office Headsets 9)
Mobile Headsets (2)
GN Netcom 11) (11) (10) (13) (11) (45)
Hearing Instruments (17)
Audiologic Diagnostics Equipment (3)
GN ReSound (17) (17) (17) (16) (20) (67)
Other * @) @ ) ) @) ()
GN total (30) (30) (30) (31) (33) (121)
EBITA
Contact Center & Office Headsets 60
Mobile Headsets (11)
GN Netcom 41 41 21 71 49 174
Hearing Instruments 109
Audiologic Diagnostics Equipment 3
GN ReSound 87 97 118 133 112 435
Other * (16) (10) (16) (18) 7) (60)
GN total 112 128 123 186 154 549
EBITA-margin
Contact Center & Office Headsets 18.5 %
Mobile Headsets (7.3)%
GN Netcom 9.8% 9.5% 5.1% 14.4% 10.3% 9.9%
Hearing Instruments 16.5%
Audiologic Diagnostics Equipment 3.3%
GN ReSound 12.1% 13.7% 16.3% 16.4% 14.9% 14.7%
Other * - (200.0)% (400.0)% (360.0)% (175.00% (428.6)%
GN total 9.8% 11.1% 10.8% 14.2% 12.5% 11.6%

*) “Other” comprises Telegraf-Company, GN Ejendomme, corporate staff, corporate finance and eliminations.



Internet telephony Is
00sting headset use

Many businesses invest in new communications equipment to capitalize on the benefits of Internet telepho-

ny. They replace their landline connections and use their own data network for telephone communications.

GN Netcom expects the phenomenon to trigger growth in the demand for quality headsets.

It has been quite a few years since tele-
phony based on Internet technology, the
so-called Internet Protocol (IP) or “Voice
over IP” (VolP) telephony, was the exclusive
domain of computer nerds. Today, IP tele-
phony can easily compete with traditional
telephony when it comes to both quality
and reliability, and when you look at price
and flexibility, IP telephony is way ahead of
the old landline network.

Forrester, an internationally recognized
firm of analysts, projects that by 2010 more
than 50% of telephone conversations in
Europe will be via an IP connection and that
by 2020, IP telephony will have eliminated
conventional telephony in Europe. It might
even happen much sooner, now that the
cork’s off the bottle and broadband and IP
solutions are spreading like wildfire all over
the continent. This will trigger growth in the
sale of office headsets. An IP solution most
typically involves using a headset, unlike con-
ventional telephone systems, with which less
than 10% of users wear headsets.

Free telephone and video conferencing
calls

Obviously, few companies would say no to
free video conferencing and telephone calls.
In fact, those are only two of the most clear-
cut benefits of using your data network for
personal communication. With colleagues
and business partners already communicat-
ing and e-mailing to each other via their
personal computers, it is simply a matter of
having the right software and adding a little
extra hardware e.g. headsets, before they
can also speak with each other — and even
see each other by also installing a Web cam-
era on their PCs.

The telephone becomes a software
program

A “softphone” is installed on the PC, and
this software program enables the PC to
function as a telephone without influenc-
ing all the other things you can do on a
computer. This offers new perspectives: Cus-
tomer service workers can talk to custom-
ers and check whether an item is in stock,
both at the same time and from an ordinary

GN Netcom headsets for Internet telephony

GN Netcom products are used both by PC softphone

users and by users of ordinary IP telephones.

desktop. When traveling, you can use your
laptop as a telephone and also check your
e-mail account, all on the same Internet
connection. IP telephony offers a world of
perspectives: both data and telecommunica-
tions on a single network provides a degree
of flexibility and opportunities for advanced
communications that conventional te-
lephony cannot provide. For a company
employee with an ordinary home-office DSL
connection, this means calling colleagues

at the office at no charge when working at
home simply by using a standard Microsoft
program or one of the other softphone soft-
ware packages available on the market.

Research by the Dell’Oro Group estimates
that the number of softphones for profes-
sional use doubles to 500,000 users in 2004,
not even counting the many millions of
private individuals who have already down-
loaded IP telephony software like Skype.

IP telephony is even available as conven-
tional telephony, and it works with an ordi-
nary-looking telephone on your desk. All you
have to do is replace your existing telephone
with a model that “talks” IP.

Softphone: A software program that, when installed on an ordinary

PC, enables the PC to be used as a telephone on the Internet. The PC

must also have a speaker and microphone installed: most users choose

a headset for this purpose. GN Netcom headsets can be connected di-
rectly to the computer sound card or a USB port. In addition to improved
sound quality, a USB adapter offers added functionality, e.g. extra func-
tion keys for easier operation.

Ordinary IP telephone: The shape and design of an IP telephone is no
different than that of an ordinary office telephone. That's why headsets
used for ordinary IP telephones can also be used for other telephones,
and users can choose between wireless or corded headsets.

GN 8110 USB - a plug-and-play solution from GN Netcom.



Internet telephony lets a company’s employees and private individuals make telephone calls for free via the Internet, and that could boost

demand for quality headsets.

Good audio quality should come with
the package

The shift to IP telephony is not that difficult,
because most businesses already have a
data network and all office employees a PC.
However, something happens when people
suddenly begin to talk over the Internet. An
office worker may be used to waiting five
minutes for an e-mail, but it is unbearable if
you can only hear half of what is being said
in a telephone conversation due to inferior
audio quality and if background noise from
the sender’s microphone is all you can hear.
Having to use a headset with little hearing
comfort and poor sound quality over a long
period of time is tiring and annoying.

That's why it is crucial to be aware that,
when IP telephony goes from being a novelty
to a serious tool and an everyday device that
replaces the work telephone, it is absolutely
crucial that the audio quality available on
the telephone network helps to complete
the transition and sets the standard for good
sound. This is where GN Netcom'’s products
have an important role to play: a headset is
necessary in order to fully benefit from the
opportunities provided by IP telephony.

“QOur in-depth experience in professional
digital sound is clearly an advantage, but we
also expect to attract users by transferring in-

telligence and functionality from the PC and
the IP software to the headset, giving users
better access to all the things the headset,
the PC and the IP telephone can do together.
We also expect that our customers will in-
creasingly demand our wireless solutions,
which have already been very successful

and which represent a growing part of our
headset sales today,” says Hans Ottosen, GN
Netcom vice president of product marketing
management.

Quality makes GN Netcom number one
The market for IT accessories for consumers
has very low entry barriers, which means
that the product offering is a hotchpotch of
different solutions. GN Netcom must hold its
own in the competition. The company has
a long-standing tradition of emphasizing
design, comfort, choice of materials, and
sound quality in a more professional manner
than many of the manufacturers consumers
normally buy their PC accessories from. For
example, GN Netcom is already a supplier
of plug-and-play solutions, such as the GN
8110 USB adapter, to the professional VolIP
market and is one of the few on the market
with a Microsoft XP certification.

"We are confident that consumer demand
will move towards quality headsets that meet

three requirements. First of all, we offer a
stylish and pleasant design that provides
wearing comfort for people who are on the
phone for several hours a day. Second, our
products feature a superb sound quality that
prevents irritation and stress from noise and
squealing. One way of achieving this is to
use advanced digital filters (DSP technology)
that cut out unwanted sounds and noise.
Third, our strong cooperation with the larg-
est providers of IP telephony, e.g. Cisco and
Avaya, means that we can integrate our solu-
tions with their software to ensure that our
products make full use of the opportunities
provided by IP technology.

For instance, we have developed a solution
for a large US investment firm that allows
the user to call the alarm center at the single
press of a button on the headset: no need to
press a phone number or enter a password.
Our goal is for all of the company’s 15,000
employees to begin using VolIP technology
over the next two years.

Having tailored the solution to the cus-
tomer’s needs, we are strongly positioned to
meeting the rapidly growing demand from
this company, as well as from the market in
general,” says Ottosen.



Carphone Warehouse
has 540 outlets all
over the UK.

JABRA taking the UK
market by storm

Strategic partnership with Carphone Warehouse bodes well for JABRA's market position

JABRA is performing well on the UK market,
with Bluetooth spreading faster here than
on any other market in the world. At the
same time, the JABRA people are working
extremely hard to get shelf space in all the
right retail chains. Most recently, JABRA was
picked to be strategic supplier to Carphone
Warehouse, the largest chain in the UK,
with no less than 540 outlets. The special
thing about Carphone Warehouse is that
the chain only carries cell phones, PDAs and
accessories, and it is the leading supplier on
the market for mobile and personal commu-
nications equipment. It is the place to go if
you are looking for a very wide assortment
and the latest models.

Strategic cooperation

In March, Carphone Warehouse visited
JABRA's head office in Copenhagen. The
purpose was to discuss opportunities on the
UK market, with JABRA's ambition being a
close strategic cooperation with Carphone
Warehouse. JABRA is a relatively small part-

ner compared with Carphone Warehouse's
other strategic suppliers such as Nokia,
Motorola and Sony-Ericsson. Still, the visit to
Denmark was successful, and JABRA is now
one of Carphone Warehouse's “strategic
suppliers.”

More than just a vote of confidence
This is not just a vote of confidence; it will
also provide a large number of benefits for
JABRA when new products are launched.
Thanks to the plethora of Carphone Ware-
house outlets, JABRA will build up a market
profile extremely fast, with the products
being presented in Carphone Warehouse’s
own media and general advertising. JABRA
products will be attractively displayed at
each outlet and sales personnel trained to
provide qualified advice about JABRA pro-
ducts.

“Itis said that customers are won in the
stores, so the value of a strategic partnership
with a chain the size and capacity of Carpho-
ne Warehouse cannot be overestimated. On

the other hand, we will have to deliver the
right products in the right quantities and at
the right time. After their very successful visit
to Denmark, the people at Carphone Ware-
house are now confident that we can do
just that. Lastly, the chain is a role model for
many of the smaller retail outlets, and when
they discover that our brand and our produ-
cts are being promoted by the leading chain
all over the UK, they will want to carry our
products, too,” says George Tennet, head of
JABRA's European sales and marketing.

Aiming to triple sales

Together, Carphone Warehouse and JABRA
have set a goal: to triple sales of JABRA
products before the end of the year. Consi-
dering the extensive sales and marketing ef-
forts being made in connection with the la-
unch of the new JABRA products presented
at CeBIT, this goal should be within reach.



