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2006

m Net sales rose to SEK 4,958.0 million (figure for 2005: SEK 3,819.1 million) a Strong year
m Growth totalled 29.8% (20.8%) of which 22.5% (12.9%) was organic

| Profit after net financial items rose to SEK 501.5 million (SEK 273.6 million)
B Earnings after tax totalled SEK 350.8 million (SEK 183.7 million)

m Operating cash flow was SEK 159.9 million (SEK —-15.8 million)

H Earnings per share rose to SEK 3.74 (SEK 1.94)

m The Board of Directors proposes a dividend of SEK 1.15/share (SEK 0.75/share) Net sales
m Four corporate acquisitions were made during 2006 of companies with aggregate MSEK
annual sales of approx. SEK 390 million
Varde Ovne A/S, a Danish manufacturer of wood-burning stoves
Naturenergi Iwabo AB, a Swedish pellet-burner manufacturer 4,000
DZ Drazice strojirna s.r.0., Czech manufacturer of electric water heaters 3.000
Heatrod Elements, an English tubular element manufacturer

5,000

02 03 04 05 06
Net sales rose by 29.8% in 2006

Profit after net financial items

MSEK

500

400
The year in figures 300

2006 2005 Change
Net sales MSEK 4,958.0 3,819.1 30 % 200
Growth % 29.8 20.8 43 % 100
Profit after net financial items MSEK 501.5 273.6 83 %
Investments in non-current assets MSEK 526.4 375.7 40 % vZ @5 @ @ O
Gross margin % 14.1 11.3 25 % Profit aft_er net financial items rose by
- - 83.3% in 2006

Operating margin % 11.2 8.1 38 %
Profit margin % 10.1 7.2 41 %
Capital employed MSEK 2,741.0 2,174.7 26 %
Equity MSEK 1,2835  1,031.0 24 % Return on equity
Return on capital employed % 22.9 16.4 40 %
Return on equity % 31.3 20.4 53 % 30%
Return on total assets % 16.0 11.3 42 %
Asset turnover times 1.41 1.36 4% 20%
Equity/assets ratio % 32.9 33.0 0%
Proportion of risk-bearing capital % 36.1 36.7 -2% s
Operating cash flow MSEK 159.9 -15.8 1.112 %
Interest cover times 9.2 7.2 27 % o% 02 03 04 05 06
Interest-bearing liabilities/Equity % 113.6 110.9 2% Return on equity averages 27.8%
Average number of employees 5,111 4,339 18 % p-a. over the past five years.

Please refer to page 45 for definitions.

Annual Report 2006 1 NIBE



OPERATIONS AT A GLANCE

Proportion of Group

NIBE Element
Average number of . .
Net sales Operating profit emplo?/ees Operating margin

) »

5.0%

NIBE Heatin
g Average number of

Net sales Operating profit employees Operating margin

% @ 13.1%

w

NIBE Stoves

Average number of

Net sales Operating profit employees Operating margin

18% i
28%

17.2%
Group total
Average number of
Net sales Operating profit employees Operating margin
SEK 4,958.0 m SEK 556.0 m 5,111 11.2%
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Key facts and figures

NIBE Element is the market leader in Northern Europe and a
leading European manufacturer of components and systems
for electric heating applications. Customers are industrial users
and components users.

Net sales 2006 SEK 1,533.9 million

Growth + 18.2%
Operating profit SEK 76.2 million
Operating margin 5.0%

Average number of employees 3,024

NIBE Heating is the market leader for domestic heating prod-
ucts in the Nordic countries, Poland and the Czech Republic.
Customers are the RMI sector (Renovation, Maintenance,
Improvement) and the new housing market.

Net sales 2006 SEK 2,555.1 million
Growth + 29.8%

Operating profit SEK 333.8 million
Operating margin 13.1%

Average number of employees 1,462

NIBE Stoves is the market leader in wood-burning stoves in
Sweden. Customers are private homeowners in the new and
existing housing market and in the holiday homes sector.

Net sales 2006 SEK 931.2 million
Growth + 59.3%
Operating profit SEK 160.6 million
Operating margin 17.2%

Average number of employees 620
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Read more about NIBE Element’s business operations on pages 20 — 25.
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Read more about NIBE Heating’s business operations on pages 26 — 31
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Read more about NIBE Stoves’ business operations on pages 32 — 37
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Group sales by geographic region

B Nordic countries 63%
[ Rest of Europe 34%
[ Other markets 3%
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THE CHIEF EXECUTIVE’S REPORT

NIBE 4 Annual Report 2006

Gerteric Lindquist,
Managing Director & CEO

2006 — a strong
year for the entire
NIBE Group

2006 will go on record as the best year so
far for the NIBE Group. Group sales rose
to SEK 4,958.0 million, corresponding to
overall growth of 29.8% of which no less
than 22.5% was organic.

All three business areas continued to capture
new shares of the market and also showed
very strong organic growth on the back of
successful product development and aggres-
sive marketing.

This expansion has also been boosted by
external factors such as buoyant economies
in more or less all of the markets where we
are active, high energy prices and increas-
ing environmental awareness.

Profit after net financial items totalled SEK
501.5 million in 2006, up 83.3% on the
figures for 2005 including the SEK 70 mil-
lion provisions to the restructuring reserve, or
46% excluding these provisions (which is a
more accurate reflection of the situation).

It is also highly encouraging that this strong
growth in earnings goes hand in hand with
positive profit trends for all three business
areas.

The restructuring programme at NIBE Element,
in place since the third quarter of 2005, con-
tinues to proceed according to plan and is
expected to be completed during the second
half of this year as scheduled.

Operating margins for both Heating and
Stoves remain well above the 10% we have
set as our target, and intensive efforts are
being made to elevate Element to the same
level. However, it is our opinion that the
prices of, for example, nickel and other raw
materials must stabilise and preferably fall
somewhat before we can fully achieve our
objectives in this regard.



Investing in continued expansion
The Group’s total investments in existing units
totalled some SEK 237 million during 2006,
which is around SEK 100 million more than
the current depreciation rate. This is a clear
indication of our will to prepare the Group
for continued expansion.

The rate of investment in 2007 will exceed
2006 levels substantially as investments in
the new NIBE Stoves’ production plant will
be realised during the year.

Strategic acquisitions

The takeover of Heatrod Elements has made
NIBE Element the market leader in the UK.
NIBE Heating’s acquisition of the Swedish
pellet-burner manufacturer Naturenergi
IWABO means that the business area can
now offer a complete biofuel programme,
while the takeover of DZ Drazice, the Czech
Republic’s leading manufacturer of electric
water heaters, means that Heating is now
also a leading name in this market.

NIBE Stoves’ acquisition of the Varde Group
in Denmark has consolidated the business
area’s position both in Denmark and in
Germany.

Opportunities for further corporate acquisi-
tions continue to look favourable.

Towards a turnover of ten billion
kronor

Our longterm aim is to double Group turn-
over by 2011 at the latest, raising sales to a
total of SEK 10 billion while still maintaining
high levels of profitability.

Even though this is a task for which we
have the greatest respect, there are, in our
opinion, a number of internal and external
factors that suggest that we will succeed in
this feat.

Environmental concern spurs growth
High energy prices and widespread con-
cern about climate change are creating
strong demand in the world around us for
environmentally friendly, energy-saving heat-
ing alternatives.

The market conditions for heat pumps, bio-
fuel boilers and high-efficiency wood stoves
with very low emissions have probably
never been better — and these are products
we have been working with for decades.

Moreover, most of the world’s leading
economists are convinced that the global
economy will remain strong for several years
to come.

Daring to go our own way

As far as our own ability to capitalise on
this situation is concerned, we have built
up a corporate culture founded on gener-
ous portions of common sense, simplicity
and long-term thinking that is well suited to
ongoing expansion without compromising
profitability.

We also believe that, in order to stand out
and succeed, a company must have the
courage to do things its own way rather than
simply following the crowd. For example,
we remain convinced that manufacturing
can still be profitable in Sweden and other
high-cost countries, as long as we maintain
a firm focus on productivity. Our current
work on a brand new plant for producing
wood stoves in Markaryd is a good exam-
ple of our fortitude in swimming against the
stream.

The power to appeal

It is our impression, too, that our corporate
values and ambitious expansion plans are
very appealing to people who are eager
to be part of a dynamic, winning team with
plenty of opportunities for the future, not least
in an international perspective.

In the same way, we believe that we can
attract new companies to become part of
the NIBE Group. For owners and poten-
tial sellers who are interested in long-term
industrial collaboration and keen to see their
companies develop, NIBE should be the
ideal partner.

To realise our objectives, however, it is also
essential to have the right feel for NIBE’s
corporate culture, our products, production
methods and customers. At NIBE a job
is more than just a job. It is our passion
for what the company stands for that has
brought us to where we are today. And it
will continue to play a crucial role in our
success in the years ahead.

Unerring faith in the future

The NIBE Group is exceptionally strong in
terms of financial key figures and its corpo-
rate culture, and the market prospects are
looking extremely good.

This inspires us with confidence that the
current year will continue to see a positive
development in the company’s progress.

Markaryd, Sweden — March 2007 /«‘ /

Gerteric Lindquist
Managing Director and Chief Executive Officer
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NIBE SHARES

NIBE Industrier AB’s “B” shares were float-
ed on the Stockholm Stock Exchange’s
OTC list (now the Mid Cap list, OMX
Stockholm) on 16 June 1997 following
the issue of 1,170,000 new “B” shares.
The subscription price then was SEK 70
per share. This corresponds to SEK 4.38
per share following the splits carried out in
June 2003 and June 2006.

NIBE 6 Annual Report 2006

Split

In 2006 a 4:1 split of the company’s shares
was made. This reduced the quotient value
of the share from SEK 2.50 to SEK 0.625
per share at the same time as the number of
shares increased fourfold. The first trading
day after the split was 14 June 2006. All
information regarding the NIBE share in this
current annual report has been recomputed
to reflect the effect of this split.

Share capital

NIBE Industrier AB has a share capital of
SEK 58.7 million, divided into 13,160,256
“A” shares and 80,759,744 “B” shares.
The quotient value (i.e. share capital divided
by shares) is SEK 0.625. Every “A” share
carries ten votes at the Annual General
Meeting and every “B” share carries one
vote. All shares carry the same entitlement to
the company’s assets and profits. A trading
lot is made up of 200 shares. At the end
of 2006 the company had no outstanding
convertible loans or options which could risk
diluting the share capital.

Share performance and turnover
During 2006 the NIBE share appreciated
in value by 89% from SEK 60.75 to SEK
115.00. The Carnegie Small Companies
Index (Small Cap) rose by 34% during the
same period. At the end of 2006 the market
value of NIBE, based on the latest price
paid, amounted to SEK 10,801 million.
The number of NIBE shares traded on the
Stockholm exchange during 2006 amounted
to 34,528,712: this corresponds to a share
turnover of 37%.

Dividend policy

The aim is, over the long term, to pay a divi-
dend equivalent to 25-30% of Group profit
after tax. The Board is proposing a dividend
of SEK 1.15 per share for the 2006 finan-
cial year, which equates to 30.8% of Group
profit after full tax.

Changes in share capital

Ownership

There was a further rise in the number of
shareholders during the year. NIBE had
16,050 shareholders on 30 December
2006, compared with 14,172 twelve
months previously. The ten largest share-
holders held 66.2% of the votes and
38.0% of the capital.

Shareholder value

To increase turnover in NIBE shares and
give both current and future owners the opp-
ortunity to evaluate the business as fairly as
possible, senior management strives cease-
lessly to develop and improve financial infor-
mation relating to the company by taking
an active role in meetings with analysts,
investors and the media.

The following banks and brokers are among
those who have tracked and analysed NIBE
shares during the year:

ABG Sundal Collier Tobias Ottosson,
Tel +46 (0)8-566 286 00

Carnegie Bjorn Enarson,

Tel +46 (0)8-676 88 00
Handelsbanken Markus Almerud,
Capital Market Tel +46 (0)8-701 10 00
HQ Bank Alexander Vilval,

Tel +46 (0)8:696 17 00

CarlJohan Blomqyist,
Tel +46 (0)8-791 48 00

Andrej Kledzik,
Tel +46 (0)8-534 922 56

Anders Eriksson,
Tel +46 (0)8:522 295 00

Swedbank Markets Mats Larsson,
Tel +46 (0)8-585 900 00

Kaupthing Bank

Nordea Markets

SEB Enskilda

Increase in Quotient value Total number Total share
Year share capital (SEK) (SEK) of shares capital (SEK)
1990 New issue 1) 6,950,000 100.00 70,000 7,000,000
1991  Bonus issue 40,000,000 100.00 470,000 47,000,000
1994  Split 10:1 2) - 10.00 4,700,000 47,000,000
1997  New issue 11,700,000 10.00 5,870,000 58,700,000
2003 split 4:1 3) - 2.50 23,480,000 58,700,000
2006 Split 4:1 4 - 0.625 93,920,000 58,700,000

1) private placing to existing shareholders at a subscription price of SEK 100 per share.

3)

)

2) Change in the quotient value of each share from SEK 100 to SEK 10.
) Change in the quotient value of each share from SEK 10 to SEK 2.50.
)

4) Change in the quotient value of each share from SEK 2.50 to SEK 0.625.



NIBE SHARES

Share data 1 2006 2005 2004 2003 2002 Shareholder categories
(Source: VPC AB share register 29 Dec 2006)

Number of shares 93,920,000 93,920,000 93,920,000 93,920,000 93,920,000
Yearend share price SEK 115.00 60.75 46.00 31.88 15.94 Share of voting rights %
EPS (after full tax) SEK 374 1.94 2.97 1.72 1.27 86.5 Swedish individuals u
Eqity per share SEK 13.67 10.92 9.46 7.08 6.04 EEREWEd IO u
P d dividend SEK 115 75 75 6 " 0.0 Foreign individuals
roposed dividen : 0. 0. 0. 03 5.0 Foreign institutions |
Price/equity 8.42 5.56 4.86 4.50 2.64
Dividend yield % 1.00 1.23 1.63 1.45 2.16 Share of capital %
Total yield % 91.19 33.70 46.67 102.90 35.68 69.5 Swedish individuals |
Operating cash flow/share ~ SEK 1.70 -017 1.28 0.17 0.35 19.2 Swedish institutions u
Payout ratio % 30.8 38.7 25.3 26.8 27.0 UL Bl RIS
- 11.2 Foreign institutions ||
PE ratio (after full tax) 30.8 314 15.5 18.5 12.5
Market value SEK million 10,801 5,706 4,320 2,994 1,497
EBIT multiple times 21.6 21.7 13.8 141 9.3
EV/sales times 2.43 1.76 1.60 1.46 0.92
Share turnover % 36.8 38.4 30.6 22.3 15.1
1) Al key ratios/share have been recalculated with regard to the 4:1 split made in June 2006. Major shareholders
(Source: VPC AB share register 29 Dec 2006)
Number of  Share
Name shares of vote
(%)
Definitions Current and former board
EPS (after full tax) Pl e members and senior executivesl) 27,960,476 53.00
Earnings gfte] full tax divided by the average number Dividends as a percentage of earnings per share. Melker Scharling 12,015,360 21.59
i 9{ shaes e PE ratio (after full tax) Client Omnibus AC Fund 2,093,600  0.99
quity per share Year-end share price divided by earnings per share.
Equity divided by total number of shares in issue. [ — Roburs Exportfond 1,547,800 0.73
Price/equity - Yearend share price multiplied by the total number of Lannebo Smabolag 1,349,400  0.64
The_year-end share price divided by the year-end shares in issue. Enter Sverige Fokus 1,131,800 0.53
equity per share. EBIT multiple itrsakrinasbolaget Skandi P
Dividend yield ' Market value plus net debt (interestbearing liabilities Liviorsakringsbolaget Skandia 46,365 045
Dividend as percentage of year-end share price. less financial current assets) plus minority interests Lannebo Smébolag Select 788,300 0.37
Total yield _ lviats] [0 ey (Al Fjérde APonden 746,100  0.35
The change in the share price for the year, plus EV/sales . . .
dividend, as a percentage of the share price on the Market value plus net debt (interestbearing liabilities AMF Pensions Aktiefond Sverige 745,000 0.35
preceding balance sheet date. less financial current assets) plus minority interests Other holdings(16,020 shareholders) 44,595,799 21.00
Operating cash flow per share divided by operating profit) divided by net sales.
Cash flow after investments but before acquisitions Share turnover Total 93,920,000 100.0
of companies/operations divided by the average Total number of shares sold during the year as a per- )
number of shares in issue. centage of average number of shares in issue. 1) Please refer to page 72 for details of the current Board of
Directors.
NIBE share performance Shareholder structure
(Source: VPC AB share register 29 Dec 2006)
1200 120
N\ Shareholding Number of  Share of Number Proportion
1100 I 110 shareholders ownership of shares of shares
1000 100 (%) (%)
900 /\‘/ 90 1-500 8,608 0.73 1,550,936 1.65
800 N 8 501 - 1,000 2576 098 2,089,429 223
700 / 70 1,001 - 5,000 3,761 432 9,180,163 9.77
600 .\ / 60 5,001 - 10,000 551 190 4,031,848 4.29
\ J 10,001 - 15,000 153 0.90 1,910,357 2.03
500
50 15,001 - 20,000 128 1.06 2,239,796 2.39
4007 /“/ 40 20,001 — 273 9011 72,917,471 77.64
300 11— P 30 Total 16,050 100.0 93,920,000 100.0
200 FH T — ——————1{20
p~ |
100 - A — - a1/l ] —— M. |13 N, (M 10
IR ——— b ——= Ml I TR T

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

traded per trading day
(in thousands)

Share price in SEK I Average number of shares

Carnegie Small Cap index (SEK)
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NIBE — a world-
class heating
company

a

Exhaust-air heat pumps from NIBE
Heating ensure good ventilation with
energy recovery 24 hours a day

— even when you're fast asleep.

4 As the day draws to a close, it's
time to reflect and to dream. A
heat pump from NIBE Heating can
save you enough money in just
one year to install a wood-burning
stove from NIBE Stoves in your
holiday home as well.

Our vision of NIBE as a world-class
heating company builds on the idea that
people — regardless of nationality, age,
gender, location, situation or time — should
always perceive NIBE as a first class
company in terms of its image, its products
and employees.

NIBE customers should be totally satisfied
with the features, innovations and perform-
ance of our products, which combine high
quality with an appealing design.

4Relaxing in the cosy glow of
a wood-burning stove from
NIBE Stoves is a great way to
unwind. The stove is also an
All NIBE employees should be professional efficient source of heating.
and show respect, care and concern in all
their relationships and dealings both within

the company and externally.

NIBE products create warmth, comfort and
wellbeing around the clock. They make a
positive impact on people’s lives and send
out the signal that NIBE is always there
— for you.

4Both hob and oven are needed
at dinner time — and both depend
on elements manufactured by
NIBE Element

Bath time with plenty of hot water from a

heat pump, domestic boiler, districtheating
module or water heater from NIBE Heating
is a fun way to mark the end of the day for

many active children.
v
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A

NIBE helps get the day off to a good
start — with plenty of hot water from a
heat pump, domestic boiler, district-
heating module or water heater from
NIBE Heating.

A crackling fire in a wood-burning stove
from NIBE Stoves creates a welcoming
atmosphere of cosiness and warmth on
even the coldest of winter mornings.

A good breakfast is a great }
way to start the day. NIBE
Element plays its part by
manufacturing heating ele-
ments for both toasters and
coffee machines.

NIBE
b ri ngs Warmth On cold winter days NIBE )

makes it easier to set off for
work. The tubular elements

to th e WO rI d for engine pre-heaters and

the foil elements for rear-
view mirrors in many cars
—_ 24 h O u rs come from NIBE Element.

Time for a break? The big ques—}
tion nowadays is which type

of coffee to choose. The coffee

in this professional coffee
machine is heated with tubular
elements from NIBE Element.

With children in the family, the washing With waterborne underflqor heating
machine is on virtually every day. The controlled by en_ergy-efflment heat pumps
water in the washing machine and the air from NIBE Heating, children can scamper

in the tumble-dryer are both heated around barefoot indoors all year round.
v

by elements from NIBE Element.

v
:_"‘___%“'-:-
10
8 -
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MANAGEMENT PHILOSOPHY

Commitment among co-workers and high
productivity, as interpreted in this painting by the
artist Lucie Raaf, are key concepts at NIBE.

Our management philosophy builds on
eight principles which provide the impetus
for continued profitable growth. These
principles are the glue that holds the NIBE
Group and all of its employees together.

When we recruit employees or acquire
companies, creating an awareness of
our management philosophy is crucially
important. At NIBE, we believe there
should never be any doubt about the
principles that underpin our work and
permeate the working environment that
new employees are joining.

NIBE 10 Annual Report 2006

The foundations for success

B Good profitability

Good profitability is, and always has
been, a tradition at NIBE.

All NIBE employees aim to ensure that their
business unit reports an operating margin of
at least 10% over a full business cycle.

As an example of this, neither of the origi-
nal companies in the NIBE Group (Backer
BHV AB and NIBE AB) has ever reported
an operating loss. This track record — dat-
ing back no fewer than 58 and 55 years
respectively — engenders respect for the
fact that it really is possible to make money
under all circumstances.

We find it hard to understand why various
forces in society have so often called cor-
porate profits into question over the years.
Profitability is a measure of efficiency, and
good profitability is the ultimate goal of
any business. It is only through good profit-
ability that a company can develop and
safeguard its long-term survival.

Good profitability also affords freedom of
action and independence. This, in turn,
creates job satisfaction and job security
for employees, and attracts ambitious new
employees.

M High productivity

High productivity is crucial to maintain-
ing a competitive position.

Our productivity ethic can be simply sum-
marised in two points.

| Firstly, everything can and must constantly
be improved. We must never allow our-
selves to rest on our laurels. No matter how
successful current solutions may seem, we
must always strive to improve things even
further.

m Secondly, if you can’t measure it, you
can’t improve it.

In stark contrast to the current trend of
outsourcing as much business as possible
to other suppliers, NIBE continues to focus
firmly on in-house production. We are

convinced that high value added internally
provides the foundation for high productivity
growth and, by extension, good profitability.

This approach makes it natural to invest heavi-
ly in modernising our factories and offices to
make sure that they are rational and use the
most efficient equipment.

NIBE’s profitability and expansion have been
achieved largely through high productivity
based on uncomplicated organisational struc-
tures, rational production processes, good
use of time and flexible wage systems for as
many of the workforce as possible.

We are convinced that flexible wage systems
based on accurate time measurement are a
crucially important factor for the vast major-
ity of industrial companies. Employees who
excel in their work must naturally be moti-
vated with the prospect of higher earnings,
which in turn provide an incentive for further
improvements.

Accurate time measurement also ensures
that the data used for calculations is correct,
and that we really can plan production and
present decision-makers with a reliable basis
both for investment decisions and meaningful
business analyses.

Regrettably, the uninitiated often associate
high productivity and flexible wage systems
with stress and dissatisfaction. In fact, good
use of time and concentrating on work actu-
ally result in greater job satisfaction through
fair pay and a well organised workplace.

The new IT economy’s tools for rationalising
administration harmonise very well with our
productivity philosophy in a number of areas,
particularly design tools, purchasing effi-
ciency, production management and order
management.

B Aggressive product
development

NIBE continuously invests substantial
resources in product development.

The rationale behind aggressive product
development is that customers’ changing
needs must be quickly identified and trans-
lated into the best possible solutions in any
given market situation.



Marketleading product development is cru-
cial to continued organic growth and estab-
lishing a foothold in new markets.

A sharp focus on product development also
facilitates the evaluation and introduction of
new technologies.

Another major advantage of focusing on
product development is that a basis for good
production efficiency is established right
from the concept stage. The high levels of
value added, passion for productivity and
extensive product development resources at
NIBE together make for an invaluable holistic
approach to the profitability of our products.

B Quality in everything
— focus on the customer
The customer must always be able to
rely on both the company and its prod-
ucts and employees.

Quality is one of the hallmarks of NIBE — a
key competitive factor and a strong selling
point for our products.

We aim to be forerunners when it comes to
quality and the environment. This can never
be accomplished through isolated initiatives
or by hanging certificates on the wall. It can
only be achieved through resolute, day-to-
day efforts that focus on constantly trying
to do things better, and by all employees
always taking responsibility for and showing
commitment to these issues.

For us, quality also means that we must
always have the capacity to assist our cus-
tomers, and that they must always be dealt
with in a professional and friendly manner.

The goal, of course, is for our approach to
quality and the environment to result in as
few mistakes as possible and thus make us
as cost-effective as possible. Despite these
efforts, it is inevitable that problems will arise
from time to time. When they do, they must
be identified and dealt with quickly. Quite
simply, a NIBE customer must always be a
satisfied customer.

M Market-oriented expansion

Expansion is a must for all business
development.

Good, continuous growth is absolutely essen-
tial for creating the right conditions for pro-
ductivity improvements, organisational devel-
opment and innovation. The combination of
good organic growth and carefully balanced
growth through acquisitions is the best pos-
sible way of vitalising an organisation.

NIBE’s expansion philosophy builds on the
notion that we must always be sensitive to
the market’s varying needs, and must there-
fore offer a broad range of products with
high standards of performance to ensure
that every customer always gets the best
possible solution.

Expansion into new markets must be care-
fully prepared and undertaken methodically,
step by step.

Whatever the market, the customer must
always regard NIBE as a reliable and
constructive partner, and NIBE’s successes
must also benefit the customer in the form of
value-for-money products.

B Committed employees

NIBE aims to have uncomplicated organi-
sational structures and to give employees
real freedom with accountability.

We ask a lot of all of our employees, but
together with open and unambiguous com-
munication this creates the kind of clarity in
the workplace that is greatly appreciated.

Initiative, modesty and common sense are
ideal qualities on which co-workers at NIBE
can build a career.

We favour a hands-on management style,
based on the conviction that managers must
have an eye for detail and be genuinely
interested in their areas of responsibility if
they are to be able to lead and develop
their co-workers. All managers must always
lead by example.

This environment provides the ideal condi-
tions for all employees to develop, both
through their own personal initiatives and
through targeted training.

B Firm focus on three core
businesses
Focusing on our three core businesses

ensures clarity both internally and exter-
nally.

This focus also results in an ever increasing
bank of in-depth expertise, which gives us a
real analytical edge, not least when it comes
to acquisitions.

All three core businesses have considerable
scope for expansion, above all internation-
ally. This provides a good basis for market
leadership, synergy gains and economies
of scale.

Concentrating all our energies on these
three existing core businesses ensures rea-
sonable risk exposure and robust earnings
generation over a business cycle.

M A long-term approach

NIBE takes the long-term view, so short-
lived trends tend to pass us by.

Naturally we keep a very close eye on the
increasingly rapid pace of change in the
world around us, but we are careful to test
any major changes that we introduce our-
selves on a small scale before implementing
them fully throughout the organisation.

We aim to have long-term relationships with
both customers and suppliers, and are con-
vinced that responsibility, sustainability and
continuity will win in the long run.

A good illustration of this is the continuity in
NIBE’s ownership, which enables us to con-
centrate to the greatest possible degree on
the development of the business while also
safeguarding our independence.

Annual Report 2006 11 NIBE
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Internationalisation
with the Nordic
countries as our base

Vision
Our vision is to create a world-class heating
company.

Mission statement

Our mission is to offer high-quality, innova-
tive heating products through our three busi-
ness areas: NIBE Element, NIBE Heating
and NIBE Stoves. This work will build on
the NIBE Group’s wide-ranging expertise

in the fields of development, manufacturing
and marketing.

Objectives

NIBE Industrier’s overriding objective is to
combine powerful and sustainable growth
with healthy profitability, so creating value
for shareholders, providing an interesting
and stimulating workplace for employees,
and attracting satisfied, loyal, long-term
customers who value the peace of mind
that the NIBE Group offers them.

The Group has four overall financial targets:

B to achieve average year-on-year growth
of 20%, half of which is to be organic

M to report average annual operating
profit for each of the three business areas
equivalent to at least 10% of net sales
over a business cycle

| to achieve an average annual return on
equity over a business cycle of at least
20% after standard deductions for tax

M to ensure that the equity/assets ratio
does not fall below 30%.




Growth
will be maintained through:

M increasing our share of the market in prior-

ity markets

m focusing on new markets and segments,
preferably with the help of unique prod-
ucts and new technologies

B making strategic acquisitions in selected
markets, preferably of companies with
strong brands, products that complement
the existing NIBE range, and new tech-
nologies.

Competitiveness
will be improved through:
m the continual development of leading-

edge products in close cooperation with
the market and customers

H continuous rationalisation of production
through mechanisation, automation, and
the optimum utilisation of working time
through flexible wage systems

m standardisation, the coordination of com-
ponents and modularisation

W economies of scale thanks to large vol-
umes in purchasing and production

m the use of IT support for product devel-
opment, purchasing, production, sales,
marketing and finance

® modern designs that reflect the quality
and performance of our products.

m professional marketing with an inter-
national feel

H high quality.
Profitability
will be maintained through:

| faster growth than our competitors
B optimising costs, minimising tied-up capi-

tal and continually strengthening competi-

tiveness
| high levels of value-added
m brand-building

M activity in a number of different markets
and segments, so reducing sensitivity to
fluctuations in demand

H internal and external benchmarking

H the integration of newly acquired units in
line with the three-phase model:
analysis—-improvement-growth.

Co-worker commitment

will be further strengthened by:

M training and developing individual
employees and the organisation as a
whole

W motivating existing key employees and
recruiting new ones

| schemes that give co-workers a stake in
the NIBE Group.

Customer satisfaction and peace of

mind

will be our constant goal through:

B a broad range of products that ensures
that each and every customer benefits
from the best possible solutions

m the best service and customer support

H high quality

W competitive prices.

A holistic approach to environmen-
tal issues

will play a key role in product develop-
ment, from the choice of materials, through
production and use to recycling.

Sincerity and an ethical attitude

will characterise the company and all

its employees both in terms of internal
relations,and in dealings with shareholders,
customers, suppliers, authorities and society
in general.

Objective fulfilment

-Target = 20%

Growth over the
past five years
averages 24.2%.
02 03 04 05 06

Operating margin

20%
15%
10% = =Target = 10%
5%

0%

-5%

02 03 04 05 06

Average growth over the past five years.
B NIBE Element 3.8%

Il NIBE Heating 13.0%

¥ NIBE Stoves 19.2%

Return on equity

--Target = 20%

Return on equity
over the past five
years averages
27.8%.

02 03 04 05 06

Equity/assets ratio

i - -Target = 30%

Equity/assets
ratio over the
past five years
averages 34.8%.

02 03 04 05 06
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GROWTH MODEL

NIBE launched its growth strategy, with its
target of average year-onyear sales growth
of 20%, in the midst of the Swedish financial
crisis in the early 1990s. Back then the Group
generated annual sales of around SEK 300
million.

The background to this strategy was the reali-
sation that continuous growth is vital for good
profitability. At that time there was also much
talk in Europe that companies with sales of
less than SEK 600 million would find it hard
to survive after the advent of the EU’s internal
market. Given our burning passion to remain
independent, this seemed another good rea-
son to equip ourselves for good, sustainable
growth and so achieve sufficient critical mass
of our own.

Organic growth

Half of our targeted average year-on-year
growth (in other words, 10%) is to be
organic.

Admittedly, we did not arrive at such a round
number on the basis of any exact scientific
theory; it was based more on an acknowl-
edgement that organic growth of less than
5% is quite simply insufficient for good and
sustainable profitability.

Since the overall underlying annual growth
in demand in our three business areas is
believed to be linked to GDP growth, this
growth target means that we can never rest

Profitable growth

on our laurels, but must strive constantly
to increase our share of existing markets
and establish bridgeheads in new markets.
Although the target may seem ambitious
(and no one knows better than we do just
how ambitious it is!), it is not impossible.
This is demonstrated by the fact that over the
last ten years NIBE has actually generated
average year-on-year organic sales growth
of no less than 14%. This is attributable to a
combination of aggressive product develop-
ment, continuous productivity improvements
and systematic marketing work.

Timeline for acquisitions and establishments

Acquisitions

We have concluded that, in the mature
market in which NIBE operates, organic
growth alone cannot reasonably be expect-
ed to meet our overall year-on-year growth
target of 20% indefinitely. We have there-
fore decided that organic growth must be
complemented with average year-on-year
growth through acquisitions of 10%. This
level ensures that the additional workload
is manageable, and the degree of risk
reasonable.

The Group has been involved in 33 acqui-
sitions over the last decade, representing
average year-on-year growth through acqui-
sitions of 9%.

1994 1995——1996 1997 1998 1999—2000
Backer OBR (32%) Vglund Pyrox NIBE Polska (new estab.) Br Hakansson Véarme AB Haato Varaajat Cronspisen AB
Backer Oy (new estab.) Loval OY TMV-Pannan Backer OBR (68%) Lodam Energi Biawar
Contura EPD JEVI A/S Backer FE.R
Calesco Foil AB Coates
Backer CZ
Eltop Praha
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Acquisition criteria

NIBE is constantly analysing potential take-
over candidates. Talks are also constantly
under way with various companies. The
decisive factor for a possible acquisition is
that it must bring in new technology, new
geographical markets and/or additional
market share in existing markets.

The basic criteria are that the company must

have strong brands, it must have competent
management with a real entrepreneurial spir-

NIBE currently has operations in
15 countries and is represented
in nearly as many again through
importers and dealers.

it, and we must see further growth potential
within the constraints of NIBE’s strategies. If
these criteria are met, we can then be flex-
ible about what phase the company is in
purely in terms of profitability.

Our goal is for each acquisition to contrib-
ute positively to the Group’s net profit, ide-
ally within the first year and most definitely
within the second.

Acquisition model

m In the analysis phase we perform a
detailed yet rapid analysis of the com-
pany. This is possible because our three
sectors are so clearly defined and we
have a veritable arsenal of key figures
with which to make comparisons. We
often also have access to several years’
financial documentation.

®m In the implementation phase there is
always complete transparency about our
intentions with the acquisition. We prac-
tise what we preach — there is never any
hidden agenda. The fact that we are very
clear and open about our management
philosophy and strategies (for example in
our annual report) generally facilitates this
process.

| In the integration phase we aim to retain
not only brands, but also skilled employ-
ees at every level. We look for synergies
primarily when it comes to purchasing,
but productivity improvements are gener-
ally also there for the taking in produc-
tion.

Generally speaking, our ambition is to cre-
ate a decentralised organisation where new
additions to the Group continue to enjoy
considerable independence. We want inte-
gration into the NIBE Group to be about
exploiting the obvious benefits of belong-
ing to a much larger cluster of companies,
and applying the NIBE Group’s goals and
strategies.

2001 2002———2003 2004 2005 2006

Roslagsspisen Jatul ASA (22%) Danotherm Electric A/S (80%) NETEK Northstar AS Varde Ovne A/S

Norells Sweden AB REBA Backer Facsa Shel K M Jensen Danotherm Electric A/S (20%)

Svend A. Nielsen A/S Energietechniek B.V. (new estab.) Calesco Foil Inc. (new estab.) Naturenergi lwabo AB

Heise Systemtechnik METRO THERM A/S Kaukora NIBE Energy Systems (new estab.)

GmbH Finohm Sale of Jatul ASA (22%) NIBE Foyers France (new estab.)
Sinus-Bobe DZ Drazice strojirna s.r.o.
Termos Heatrod Elements
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HUMAN RESOURCES

Employees — by business area

I NIBE Element  59%
I NIBE Heating  29%
[ NIBE Stoves  12%

Key figures
2006 2005 2004
Average number of employees 5,111 4,339 3,755
administrative staff % 23 25 28]
production staff % 7 75 7
men % 67 69 71
women % 33 31 29
Average age years 37 37 38

Average length
of employment years 6.2 74 7.8
Workforce turnover % 10.4 8.7 87
Number of graduates 504 475 440
Employees in Sweden % 26 30 34
Employees abroad % 74 70 66
Sickness absence (shortterm)% 2.5 28 27
Sickness absence (longterm)% 3.2 3.6 4.0

Mean number of employees

5,000
4,000
3,000
2,000

1,000

02 03 04 05 06

The large increases in the number of employees
over the past three years are the combined
result of good organic growth and several cor-

porate acquisitions.

Age distribution among employees

Age
60 - 70

50 -60
40 - 50
30-40

20-30

0% 10% 20% 30%
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Every co-worker plays an important role

The workforce at NIBE has expanded sig-
nificantly since 2000: from 1,900 employ-
ees in seven countries to 5,600 in fifteen
countries by the end of 2006. Many new
workers have joined a company founded
on strong values — and, for the vast major-
ity, the experience has been a positive one,
regardless of their country of origin or local
culture.

Natural values

Strong growth brings with it a need for
continuous recruitment, and NIBE is highly
dependent on how well it manages to
attract, retain and develop high-calibre
personnel.

We set our sights high and demand a great
deal of our employees. However, in com-
bination with freedom with accountability,
generous helpings of common sense, a
simple straightforward approach and excel-
lent career opportunities, this seems only
natural. The effect of all this is to generate
an enthusiastic attitude to work, with low
absenteeism due to illness, a staunchly
loyal workforce and many applications
from hopeful job-seekers.

The combination of young, well-educated
new recruits and highly skilled, long-serving
employees produces many positive effects.
Not least, it means that the company’s
knowledge of products, production and
markets that has been built up over many
years can be preserved and transferred in
a natural way. This is just one of the many
advantages of working with an expanding
company.

Increase in Sweden and abroad

Although the NIBE workforce is becoming
increasingly international, with some 4,000
employees working outside Sweden, the
number of employees in Sweden has also
risen by around 200 over the past year,
bringing the total here to more than 1,500.
Thanks to a conscious and continuous focus
on productivity in every respect and at
every level, we are still able to maintain
competitively priced production in Sweden.
At the same time, of course, we also have
production units in Eastern Europe and
China to manufacture those products that
are subjected to the very fiercest price
competition.

Unswerving loyalty and a low turnover of
staff are two of the hallmarks of NIBE. Even
so, we have noticed that the overheated
labour market, especially in Poland and
Denmark, has led to increased employee
turnover, most noticeably in production.

Wide appeal

Our restrictive approach to outsourcing
ensures that a great deal of knowledge is
accumulated in the Group. Many different
professions are represented here, creating
a valuable spectrum of expertise in product
development, manufacturing, administration
and marketing. The depth and breadth of
these skills also enable us to collaborate
with universities and colleges in a variety of
fields.

We believe that it is important to spread
knowledge about the great variety of careers
that are available in a modern manufacturing
industry, so we work extensively with local
schools, giving pupils of all ages an insight
into the jobs and career opportunities open
to them.

As in many other manufacturing industries,
men have historically been overrepresented
in our workforce, but the number of female
employees is growing all the time. Today
women account for almost one third of the
workforce

Low sick leave

In recent years there has been an increased
focus on the problems caused to society by
high levels of sick leave and the huge costs
this incurs.

At NIBE the trend points downwards: last
year’s figure for sick leave of 5.7% was the
lowest for many years. Approximately half of
this figure relates to shortterm illness and half
to long-term.

The reason for this positive development owes
much to our commonsense approach to sick
leave. For us, it is as natural to make the
workplace as ergonomic as possible and to
organise work systematically as it is to expect
employees to take their share of responsibil-
ity for their health by keeping themselves in
good physical shape. Job rotation, job trials
and similar measures are generally a result of
natural needs and wishes rather than bureau-
cratic solutions.



Stimulating training

Ensuring that employees are well equipped
for the future with the right skills and attitudes
is the underlying aim of all training provided
at NIBE.

Training is not an end in itself, but a direct
response to well-defined, relevant needs. The
benchmark is straightforward, work-related
training — often using teachers and tutors from
our own workforce — to share knowledge
specific to NIBE’s operations in a stimulating,
cost-effective way.

There are continuous training programmes
in specialist professional skills and another
important contribution is made in conjunction
with our induction programmes, where new
recruits learn about the NIBE corporate culture
and undergo product training at various levels
depending on their future duties.

When Damir’s free, he works!

Name: Damir Degac
Age: 37
Family: Wife, Romana

Job: Machine operator at NIBE
in Markaryd, Sweden

Recruited:: January 1996 (started
in the Enamelling workshop)
Home: Apartments in Markaryd
and Croatia
Hobbies:  Work and holiday trips

Damir has always been practically
inclined, so studying joinery at college
was an obvious choice for him.

“| worked in the construction industry for

7 or 8 years before the bottom fell out of
the market,” he says. "Then NIBE offered
me a job in the enamelling shop.

“| thought I'd stay for a year or so, but
I've enjoyed working for the company so
much that I've recently got my gold pin
for 10 years’ service.”

Mix of practice and theory

For the past few years Damir has been
working shifts in NIBE’s hypermodern
sheet metal unit. Here a team of 40 work
with sophisticated, computer-controlled

SARARI

machines for nibbling, bending and laser-
cutting metal.

“Things are developing all the time at
NIBE. All the new investments in machin-
ery and new products make the job more
interesting. | enjoy the mix of practical
tasks, like changing tools, and computer
work, where you can make sure you make
the best possible use of every square inch
of metal.”

Clean, pleasant working environment
Manufacturing industries are often associ-
ated with dark, dingy premises and dirty,
monotonous work. That’s why many young-
sters shun practical vocational training.
“That’s a pity,” says Damir. “You're your
own boss, with a reasonable income
working in clean, pleasant surroundings.

And you’ve lots of friendly colleagues.

“| think young people will start to see the
appeal of industry once they realise that
there isn’t always a job at the end of many
of today’s most popular study courses.
“And we have fun at work, too. Next year
we’ve set our sights on winning the NIBE
Floorball Cup. This year we hadn't trained
hard enough. We thought age and experi-
ence would see us through.”

When Damir isn’t working at NIBE he
works as a landscape gardener.

“| like working. It gives me the chance to
travel and enjoy lots of active holidays.
We usually go to Thailand in March and
spend the summers by the Mediterranean
in Croatia, where we have our own apart-
ment.”
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QUALITY
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Quality
— a crucial factor

behind competitiveness

Quality of services and products is one of
the hallmarks of NIBE: it is also a crucial
factor behind competitiveness and a strong
reason for buying our products. If we are to
meet customer demands, it is crucial that our
quality policy provides the common platform
for all our work and that every employee in
all areas of our operations views quality as
his or her own personal responsibility.

Continuous improvement

Continuous improvement plays a key role
at NIBE and we are constantly engaged in
maintaining and improving the pace of this
work. The work itself varies from unit to unit,
but problem-solving is always accorded high
priority: quantifiable quality targets are set
and performance regularly monitored. We
also seek to continually develop our opera-
tions by setting ourselves new, more ambitious
objectives. In addition, we work closely with
customers and suppliers to compare our per-
formance to that of our competitors in a deter-
mined effort to ensure that we always lead the
way in our three specialist areas.

Production environments and manufacturing
equipment are continually being developed
and improved at the same time as staff are
given the necessary training in quality issues.
Existing products are improved and new ones
developed to secure our future position on the
market. And we are gradually extending our
cooperation with suppliers and subcontractors
to guarantee the quality of components and
subassemblies.

Quality assurance

It is very important that products and services
supplied by the Group comply with customer
demands. For this reason, quality assurance
work is undertaken within the parameters of
integrated quality management systems that
accord with ISO 9001 specifications and
incorporate both internal and external checks
and audits. Quality work is decentralised:
each unit has its own quality organisation.
The quality management system is continuous-
ly updated based on input from new experi-
ences and this is used to steer operations and
processes in the direction of the aims we have
established.

The quality of our resistors is a crucial safety factor in
many applications, such as lifts and wind turbines.

Product development is quality assured by
strict controls on the work carried out and
verification at all stages of the development
process to ensure that the new products cus-
tomers encounter meet the most stringent qual-
ity standards.

As a subcontractor to industry, NIBE Element’s
most important competitive advantage is the
consistently high quality of its products, and so
all products are tested before despatch.

The very highest quality is also an essential
prerequisite for products from NIBE Heating,
especially in the case of hightech functions
and components that must always perform
flawlessly for the end-user. Third-party com-
ponents are tested before they even leave
our suppliers’ premises and matched against
our specifications. Products are subsequently
tested after each stage of the manufacturing
process to make sure that they have no inher-
ent shortcomings, and extensive checks and
inspections are carried out prior to despatch.
For NIBE Stoves quality means not only func-
tionality and performance, but also the fact
that all the components used are of a high
standard and that the end product has an
impeccable finish. Quality audits of randomly
selected products are carried out on a continu-
ous basis to assure customers of the best pos-
sible quality.

Satisfied customers

It is essential always to be receptive to com-
ments from our customers and to incorporate
what we learn into our work.

To ensure customer satisfaction and to focus
more clearly on the most significant aspects
of our quality control procedures, customer
surveys are carried out each year among a
selection of customers within a variety of mar-
ket segments.

These surveys confirm that we meet the
demands and expectations of our customers.
However, work is constantly being carried out
to bring about further improvements. A spe-
cial focus on aspects such as delivery times,
delivery reliability, precision in product devel-
opment and customer support will develop
our operations to meet market needs for total
quality. How successful we are in achieving
this will be one of the key factors behind our
continued growth in an increasingly competi-
tive market.



A holistic view of the environment

At NIBE the environment is everyone’s respon-
sibility. Employees are made aware of this by
training and information about the demands
and targets that the company has adopted.
By a process of continuous improvement staff
can assist in reducing environmental impact
and creating the right conditions for long-
term sustainable development.

A number of units in the NIBE Group are
already ISO 14001 certified with internal or
external audits. Others work in accordance
with the principles laid down in this interna-
tionally recognised environmental manage-
ment system.

Under the maxim “A holistic view of the
environment” our environmental work focuses
on five key areas, each closely monitored
via key figures for the entire Group as part
of our aim to achieve long-term sustainable
development.

Five key areas

Attention is paid to environmental aspects
both when developing and manufacturing
products by adopting a life cycle analysis
approach and by scrutinising products from
the perspective of sustainability. Examples
include:

® Product development
Heating products that use renewable ener-
gy are developed and made more efficient
in order to pave the way for phasing out
fossil fuels and reducing CO» emissions.
Improved combustion performance in wood
stoves, etc. reduces emissions.
As a subcontractor, NIBE Element often
liaises closely in product development with
clients to create end products that last
longer and use less energy.

m Choice of material

New production materials reduce our emis-
sions of solvents. Our overall use of chemi-
cals is constantly reviewed and evaluated
as part of our ambition to reduce environ-
mental impact. When choosing suppliers
we evaluate their environmental awareness
and environmental management systems.

H Production plant

As far as possible, our own produc-
tion premises are heated, ventilated and
cooled with the help of heat pumps. For
example, heat pumps will be installed in
NIBE Stoves’ new production facilities in
Markaryd, making it one of the largest
heat-pump installations in Sweden.

m Product function

During the product development phase
there is a constant focus on utilising energy
input in the best possible way, but this is
never allowed to compromise or jeopard-
ise the useful life and dependability of the

product.
| Recycling

A sophisticated system for sorting waste
at source not only reduces environmental
impact: it saves money, too!

Within the NIBE Group recyclable pack-
aging materials are used to the maximum

possible extent.

NIBE Industrier’s environmental work has
also attracted recognition outside the com-
pany. During the year NIBE was one of just
60 from almost 300 listed companies in
Sweden that met the criteria in the research
and advisory firm Innovest’s examination of
environmental work for Bancofonder’s ethi-
cal investment funds. NIBE received special
mention for its effective use of resources and
overall environmental responsibility.

— Environmental key figures

Total energy consumption
(kWh/100 kg product)

02 03 04 05 06
Numerous heat recovery

projects reduce energy con-

sumption.

Total amount of COo emissions
(kg CO2/100 kg product)
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Ongoing replacement of oil-

dependent energy sources

with efficient heat pump plants

reduces CO, emissions.

ENVIRONMENT

Facilities that use heat pumps create a good

balance with nature and the environment.

Total amount of chemicals
used (kg/100 kg product)
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Use of neutralisation chemicals
reduced after modern vacuum

evaporation technology replac-

es conventional purification.

Total solvent emissions
(97100 kg product)

Total amount of waste
(kg/100 kg product)
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More rigorous definitions of
waste fractions: this increas-
es recycling and reduces
landfill waste.

Total water consumption
(litres/100 kg product)
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More efficient painting pro-
cesses and products.

600

400

200
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Requirements for new
machines include closed cool-
ing systems to reduce water
consumption.
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Contribution Average number
to Group of employees
NIBE ELEMENT ‘%
Net sales
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Christer Fredriksson, Operating profit
Business Area Manager

NIBE Element

is the market leader in Northern Europe
and one of Europe’s leading manufactur-
ers of components and systems for electric
heating.

Its mission is to supply components and sys-
tems for electric heating to both manufactur-
ers and users of heating products.

The market consists of two main groups:
OEM (Original Equipment Manufacturing),
where, for example, an element is used as
a component in the customer’s product, and
Industry, where the element is used in the
customer’s own manufacturing process.

Strategy

NIBE Element’s goal is to rank among
Europe’s leading manufacturers. To do this,
it will make suitable acquisitions to increase
the number of domestic markets on which it
operates. In these domestic markets it will
maintain a local presence and sell a com-
plete range: elsewhere the main focus will
be on medium to large-scale serial produc-
tion. Unique special products will be mar-
keted worldwide.

Objective

The business area’s objective is growth of at
least 20% per annum, half of it organic, and
an operating profit of at least 10% of sales
over a complete business cycle.

Even today the classic tubular element remains the
most popular technology for electric heating.
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Objective fulfilment Obijective fulfilment Net Sales
Growth Operating margin

P 9 9 MSEK
20Y================Target = 20% 10%=—===—=—==—==——=—- Target = 10% 1,500
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Growth p.a. over the past five
years averages 14.4%

02 03 04 05906

Operating margin p.a. over the
past five years averages 3.8%

during 2006

*) Figures affected by provisions of SEK 70 million for a restructuring reserve.

Review of 2006

Over the course of the year increased market
share and strong growth in certain sectors
have created positive sales trends in most
markets and product segments.

High energy prices are leading to rapid
growth for companies that are able to offer
new, more efficient and eco-friendly heating
products, or alternative sources of energy
such as heat pumps, pellet burners and wind
power.

High oil and gas prices have also seen
electric heating increase its share in many
markets, boosting demand for the elements
used for electric space heaters and water
heaters. At the same time, heavy investment
in new oil prospecting ventures has fuelled
sales of explosion-proof elements.

Another contributory factor to sales growth
is the success of our efforts to increase the
content of deliveries to existing customers
by offering a broader range of products
and more comprehensive solutions for their
component needs.

During 2006 the cost of some of our staple
raw materials — particularly resistance wire
and high-alloy stainless steel, which are so
dependent on the price of nickel — rocketed
to historically very high levels, compelling
us repeatedly to raise our prices. Existing
agreements with customers often necessitate
a delay of some months before our price
increases can come into effect, which puts
pressure on our margins.

The year has also seen the gradual imple-
mentation of the decision taken in 2005 to
transfer manufacturing volumes equivalent to
200 fulltime production jobs to our units in
Eastern Europe and Asia as part of a major
restructuring programme. Work with this is
proceeding according to plan with around
120 of the 200 jobs already transferred.

During the fourth quarter NIBE took over UK
tubular element manufacturer Heatrod, with
60 employees and annual sales correspond-
ing to around SEK 54 million. The strategy
is to coordinate Heatrod’s production with
NIBE Element’s other UK operations to create
a single industrial organisation with a lead-
ing position on its market. Heatrod’s volume
business will be transferred to other volume
units within the business area.

Outlook for 2007

The ongoing implementation of the restructur-
ing programme will doubtless leave its mark
on the rest of the year. This includes not
only the aforementioned transfer of products
from Western Europe to Eastern Europe and
Asia, but also increased specialisation at the
various units in order to realise economies
of scale.

Alongside this restructuring programme, we
will also be continuing our vigorous rationali-
sation programme to ensure good productiv-
ity at all units. Another ambition is to further
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Operating profit rose by
255.1% during 2006

develop those segments and markets which
are profitable and which have potential for
each unit.

We expect that 2007 will also see a marked
rise in volumes. Demand looks set to remain
brisk for segments linked to alternative heat-
ing solutions and energy production.

The market will also see the effects of the
past year’s dramatic increases in raw ma-
terial prices. Companies which have been
unable to compensate sufficiently for these
price rises will experience a sharp reduction
in profitability, and there are signs that the
restructuring process within the industry will
again pick up pace.

A continuous process of product and market
development is under way at NIBE Element,
focusing on products which are unique and
feature high levels of value added. A number
of new projects will be launched during the
year, and we expect this type of product to
continue to perform well.

The overall effect of the measures now being
implemented is expected to strengthen the
business area’s market position during the
year.

Our goal of a 10% operating margin
following completion of the restructuring
programme stands — provided that material
prices stabilise at, or preferably fall some-
what from, their current high levels.
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Sales by geographical market

M Nordic countriies  40%

MRest of Europe 52%

[l Other markets 8%

Distribution
Consumer
or other
industrial
customer
INDUSTRIAL ”C\IUDSL%I_gEIEAEQL
CUSTOMER ;
Used in own
Components .
] manufacturing
used in products
processes
OEM INDUSTRY

Opportunities and threats

+ Industry restructuring and expansion
through acquisitions

+ Purchasing and production synergies

+ Position on domestic markets provides
opportunities to market a broader
range of products

+ Strong brands

+ Rational, flexible production

+ Access to rational, low-cost production

+ Market position as one of the leading
manufacturers in Europe

+ Intensive product development

- New technologies

- Greater competition

- Development in price of raw materials
- Cost trends in our production countries
- Low-price competition

- Product liability and series faults
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Market

The market for components and systems for
electric heating tends to keep pace with
national industrial development and the
growth in national GDP. As a result, growth
in most segments picked up on several of our
domestic markets in 2006. In countries with
a strongly expanding GDP, such as those
in Eastern Europe and Asia, demand has
developed highly positively.

Our goal remains to gradually increase
the number of our “domestic” markets by
establishing local operations capable of
manufacturing small series and providing
local technical support.

In certain major markets, such as the USA,
Germany, France and Russia, where the cost
of running our own manufacturing opera-
tions would be excessively high, we have
instead established a presence in the form
of a sales office.

We have also set up a regional sales office
in Shanghai, to focus predominantly on the
Chinese energy industry.

The process of structural change differs from
industry to industry. In certain segments the
pace quickened even more last year. There
is an increasing tendency for manufactur-
ers in highly price-sensitive segments such
as household appliances and, to some
degree, white goods to establish produc-
tion facilities in China or purchase “offthe-
shelf” products designed, developed and

produced by Chinese manufacturers. This
has put increased pressure on prices and
volumes in Europe. In the washing machine
and electric oven segments, however, the
trend is towards specialisation in European
production plants at the same time as capac-
ity is being increased in Eastern Europe. We
believe we are well placed to meet these
trends thanks to our units in Poland, the
Czech Republic and China.

For manufacturers of equipment for profes-
sional caterers and the food processing
industry, the trend is different once again.
Here production is continuing in existing
units, but there is increased interest in buying
complete systems from subcontractors. We
are meeting this trend with a wider range of
products and increased resources for devel-
oping and manufacturing complete systems.

The market for elements and resistors for the
offshore and process industries is expected
to grow over the coming years.



Industry trends

The industry has been buffeted for several
years by fierce competition on price and
falling margins on elements for consumer
products.

When it comes to products for professional
users, the situation has been more stable and
profitability has been satisfactory. However,
there is a risk of price pressure in these seg-
ments, too, during a period when the industry
is restructuring, due to general overcapacity
for tubular elements in Western Europe.

A number of production units in Europe were
closed in 2006. These were units that either
concentrated exclusively on production for
small appliances and white goods, or units
that did not form part of their owners’ core
business. It is estimated that capacity in
Western Europe fell by slightly more than 5%
during the year.

One underlying industry trend is the move
towards larger corporate groupings.
Historically this has been an industry of small
and medium-sized family businesses with a
strong local presence. In recent years, how-
ever, instead of passing from one generation
to another, these firms have often been sold
as it becomes increasingly difficult to main-
tain profitability in the current competitive
situation. This trend is underpinned by client
wishes to limit purchases to as few suppliers
as possible.

Several competitors have followed NIBE’s
lead in establishing production units in low-
cost countries in Eastern Europe and China.

We believe that the strategy we have adopt-
ed, offering industry and the professional
segment locally manufactured products and
complementing this with units in low-cost
countries producing for the volume segment,
is well suited to industry trends, and that it
will further strengthen our position and poten-
tial in the future.

NIBE ELEMENT

Foil elements are used to warm the handles of chain saws.
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Examples of applications
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m Small household appliances

Grills
Clothes irons
Deep-fat fryers

Griddles
Waffle irons
Food warmers

m Domestic white goods

Dishwashers
Washing machines
Tumble dryers

Refrigerators
Ovens

m Professional equipment

Boilers

Frying tables/grills
Ovens

Food warmers
Drinks machines

m Comfort — air

Radiators
Convectors

Air conditioning
Air curtains
Duct heaters

m Comfort — water

Water heaters
Domestic boilers
Pressure washers
Heat pumps

Dishwashers
Washing machines
Tumble dryers
Refrigerators and
freezers

Fan heaters
Storage heaters
Infrared heaters
Frost protection
Sauna heaters

Instantaneous water-

heating elements

m Vehicles and transport

Rear-view mirror
heaters

Engine pre-heaters
Car heaters

m Process industry/projects

Instantaneous water-
heating elements
Heater batteries

Explosion-proof
equipment
Disinfection
equipment

m Maintenance/spares

Plastic extrusion
equipment

m Special

Frequency converters
Brake resistors

Vacuum tables

White goods spares

Medical equipment
Load resistors

Pressure cookers
Electric kettles

Drying cabinets
Mangles

Drying cabinets
Deep-fat fryers
Steamers

Waterbed heaters
Steam generators

Railway switch
(points) heaters

Galvanic baths
Temperature control

Printing/photographic
industry



Products

NIBE Element’s product range comprises
mainly components and systems for electric
heating applications.

This includes a number of different technolo-
gies for a broad spectrum of applications:

H tubular elements

H aluminium elements
m foil elements

thick film elements
PTC elements

high-power elements

heating cables
W ceramic elements

Tubular elements, which remain the most
widely used technology, are found in numer-
ous applications from mass-produced wash-
ing machines to one-off process heaters for
the offshore industry. The basic technology
has long remained unchanged, but the
products themselves have been perfected
over the years in terms of the materials used,
performance, quality and manufacturing
technology.

Foil elements, which consist of an etched
metallic foil laminated with a layer of
insulation, are a rapidly expanding prod-
uct group. One major application for this
technology is in wing mirrors for cars and
lorries, a segment where NIBE Element
holds a position as a world-leader. Medical
technology and electronic equipment are
among many other highly specialised appli-
cations for NIBE foil elements.

One of the strategies behind our acquisi-
tions is to complement the basic range with
specialist products to make NIBE Element
a “one-stop” supplier of all sorts of systems
and components for electric heating, includ-
ing high-energy elements and strip elements
for the plastics industry.

As the product range becomes broader,
the marketing and service concept is also
being developed to pave the way towards
establishing NIBE Element as the leading
supplier of electric heating components for
industrial customers in each of the business
area’s respective domestic markets.

In some instances technologies within the
business area can be used for applica-
tions other than electric heating. Examples
include the resistors used for power electron-
ics in lifts/elevators and railway equipment,
where both traditional tubular elements and
ceramic elements have already demon-
strated their capabilities.

Another example is the vacuum-soldering
technique employed for elements for medi-
cal technology applications. This technique
is now also being used for the production of
plate heat-exchangers intended primarily for
a variety of water heating applications.

Development process

The development process at NIBE Element is
divided into four stages.

m Product development focuses on new types
of elements or embedded functions, such
as control and regulation. R&D work also
aims to improve the qualities of heating
elements with regard to temperature limits
and insulation. One example of this is the
development during the year of small-dia-
meter elements for the plastics industry.

| Product adaptation is usually conducted in
close collaboration with customers to arrive
at a solution that suits their specific needs,
or, if required, to assume responsibility for
the entire system, as with the development
during the year of saltwater-cooled brake
resistors in titanium for applications in the
offshore industry.

B Process development is carried out with the
aim of optimising production as regards the
choice of material, quality and the techni-
cal performance of a product. In 2006 we
have carried out further materials optimisa-
tion projects in order to use thinner material
thicknesses, which is important in view of
the current high prices of raw materials.

H Production engineering development seeks
to develop methods and machinery that
will rationalise the manufacturing process.
During the year new methods have been
developed for rationalising and increasing
the production of railway switch heaters.

NIBE ELEMENT

Production

NIBE Element has 20 manufacturing units
in Europe and China. The main reason for
spreading production across so many coun-
tries and factories is that our ability to supply
small and medium-sized series quickly is one
of our competitive strengths. However, the
various units are gradually becoming more
specialised when it comes to large series
and unique products.

In 2006 the new standardised business
system was rolled out at our Polish units. The
system has a standard which paves the way
for further co-ordination and the integration
of the various production units.

During the year foil element production in
Sweden was concentrated to a single plant,
which is widely considered to be of world
class, in terms of both technology and pro-
ductivity.

Production at our unit in China rose steep-
ly during the year, and further significant
increases in capacity in China are planned
for 2007.

A number of product groups were transferred
from units in Western Europe to low-cost
units in Eastern Europe and China in 2006,
and this process is scheduled to continue
throughout 2007. In addition, the individual
production units will become increasingly
specialised in order to boost efficiency even
more.
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NIBE HEATING

Kjell Ekermo,
Business Area Manager
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NIBE Heating

is the largest manufacturer of domestic heat-
ing products in the Nordic countries and a
market leader in Northern Europe in the elec-
tric water heater and heat pump segments. Its
mission is to supply homes and buildings with
products that provide domestic hot water and
ensure a comfortable indoor climate. Over
the years the range has developed from fairly
basic products to high-tech solutions for heat-
ing, cooling, ventilation and heat recovery.

Strategy

NIBE Heating’s strategy is to consolidate its
position as market leader in Northern Europe
and to develop its position in the other
European markets. The number of “domestic”
markets will gradually be increased by acqui-
sitions, the establishment of subsidiaries or
the use of other established sales channels.

Objective

NIBE Heating’s objective is growth of at least
20% per annum, half of it organic, and an
operating profit of at least 10% of sales over
a complete business cycle.

NIBE Heating is constantly developing efficient new heat-
pump solutions in modern designs.
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Growth p.a. over the past
five years averages 28.5%

Review of 2006

The Swedish heatpump market continued
to expand in 2006. At the same time, there
was no sign of any reduction in consumer
zeal to convert oilfired domestic boilers, a
process driven by the Swedish government’s
conversion grants. Market volumes are at
historically high levels for geothermal/ground-
source heat pumps as well as exhaust-air and
air/water pumps.

The market for electric water heaters and
districtheating products has remained stable,
while interest in conventional domestic boilers
continues to wane. (The sole exception is pel-
letfired heaters, where consumer interest has
actually increased.)

Thanks to the conversion grant, the Swedish
market for pellet burners expanded signifi-
cantly during 2006. In June NIBE acquired
the Swedish pelletburner manufacturer Natur-
energi lwabo AB in a move which, together
with the introduction of new products for
wood-fired and pelletfired heating, has given
us a much stronger position in the market.

Developments have been positive in all our
foreign markets. Interest in energy-saving
solutions for heating and air conditioning is
increasing as the prices of oil and gas rise,
and this has been a great stimulus behind our
expansion in Europe.

Our heatpump business in Germany has
gone from strength to strength during the year.
Not only has the market as a whole devel-
oped favourably, but we have succeeded
in capturing new market shares in a highly
competitive climate.

In September NIBE acquired the Czech
Republic’s largest water-heater manufacturer,
DZ Drazice strojirna s.r.o., with annual sales

Obijective fulfilment
Operating margin
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Operating margin p.a. over the
past five years averages 13.0%

Net Sales
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during 2006

corresponding to SEK 200 million, good
profitability and a workforce of 250. This is
yet another step in NIBE Heating’s ongoing
international expansion.

At the start of the year a unique new geother-
mal/ground-source heat pump was launched.
This represents a genuine technological
breakthrough in that the heat pump with its
frequency-controlled compressor works as a
variable speed unit. This provides numerous
benefits compared with conventional solutions
and confirms our position at the cutting edge
of heat pump technology and performance.

The effects of our extensive investment and
rationalisation programme have also con-
tributed to maintaining a good operating
margin.

Outlook for 2007

Our international expansion is making an
ever greater impact on operations. Product
development, corporate acquisitions and our
own organisation are increasingly being
adapted to our ongoing internationalisa-
tion, which it is hoped will provide an even
broader and firmer platform for the business
area to stand on.

We market ourselves as a reliable supplier of
complete, high-performance solutions. To live
up to these high standards, we must continue
to prioritise the development of high-quality,
high-performance products, efficient produc-
tion, and professional, internationally viable
marketing.

It is our opinion that market developments
for ground-source/geothermal heat pumps
and for exhaustair and air/water pumps
will continue to remain positive. Sales of
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Operating profit rose by 33.1%
during 2006

exhaust-air pumps tend to follow trends in the
construction of private houses, but are also
affected to a lesser degree by the growth of
the replacement market, which is expected
to increase slightly. Plans to amend Swedish
building regulations will also affect product
development, and the product range will be
adapted to reflect the new guidelines.

Interest in heat pumps is already keen and is
expected to increase further throughout the
rest of Europe in the wake of consistently high
energy prices and burgeoning environmental
concern.

In addition to heating during the winter
months, there is an ever more urgent need for
cooling during the summer months, especially
in Southern Europe. This means that the heat
pump will no doubt increasingly be regarded
as essential for ensuring a pleasant indoor
climate all year round.

We believe that both the Nordic and other
European markets for electric water heaters
and district heating products will remain sta-
ble, while the market for conventional domes-
tic boilers will decline, with the exception of
pellet and wood-ired boilers.

NIBE Heating is gradually expanding its
international marketing efforts in line with
the underlying ambitions for the business
area. This is reflected in a more frequent
participation in international fairs, the high
point of which in 2007 was ISH in Frankfurt
in March. This is Europe’s largest trade show
for kitchen and bath, plumbing, commercial/
industrial PVF, heating and air conditioning.

All'in all, we see good potential for continued
expansion both in the Nordic countries and
the rest of Europe.
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Sales by geographical market

M Nordic countries 75%

I Rest of Europe 25%

Distribution
End user End user
Installation Wholesaler
engineer or installation
engineer
Subsidiary/
WinellssEitay Branch office or
importer
SWEDEN EXPORT

Opportunities and threats

+ A very large market outside the Nordic
region

+ Strong brands

+ Broad range of products

+ Europe’s most modern heat-pump plant

+ Access to rational, low-cost production

+ Highly sophisticated in-house product
development

+ Political decisions on energy and the
environment

+ Expansion through acquisitions

- Hastily introduced laws, official
decisions, energy taxes etc.

- Increased competition

- New technologies outside our current
areas of expertise

- Low-price competition

— New distribution channels
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Market

Sweden

The Swedish market, which is NIBE Heating’s
operational base, can be divided into two
segments: the construction of new single-
family homes and the home improvement
or RMI sector (Renovation, Maintenance,
Improvement), which currently accounts for
the majority of sales.

The RMI sector has expanded as consumer
interest in investing in and renovating homes
has increased. Consumers’ eagerness to
cut their heating bills while also improv-
ing indoor comfort provides the perfect
scenario for a heat pump installation. The
most common and economical alternative is
to replace the existing heating system — the
domestic boiler — with a ground-source
heat pump installation. The market for this
type of heat pump and that for exhaust-
air pumps rose in 2006. The market for
air/water heat pumps showed the greatest
rate of growth in 2006 but still accounts
for a much smaller part of the RMI sector.
The electric water heater market, which is
again mainly RMIl-oriented, remained stable
during the year.

Around 13,000 new, single-family homes
were built in Sweden in 2006, compared
with around 12,200 in 2005. Despite the
increase, this is still a relatively low level by
both historical and international standards.
The vast majority of new, single-family
dwellings are fitted with a heating system
based on exhaust-air heat pumps, which
recover energy from the air leaving the
building.

The second major alternative for newly built
homes is district heating. However, as this is
more or less confined to urban areas, in the
first instance it tends to be favoured by the
owners of large, new properties.

Foreign markets

Our products have enormous sales potential
in the European market. Interest in energy-
efficient heat pumps is steadily increasing
and, as these still constitute only a small
proportion of the heating market as a whole,
the potential for the future would seem to be
extremely good.

We are already the market leader in the Nor-
dic region, Poland and the Czech Republic.
Now, as we expand beyond these regions,
we are also gradually increasing our market
share in our prioritised segments. It is our
opinion that we lead the field in Europe as
far as heat pumps for water-borne heating
systems are concerned. Within the heating
market as a whole we remain a small player
across much of Europe, but are growing all
the time. However, competition is fierce.
Large international groups of companies are
showing an interest in energy-efficient heat-
ing solutions now that oil and gas prices
are soaring, although oil and gas remain
the predominant source of heating in several
European countries. Several of these corpo-
rate groups are investing in new production
facilities to meet increased demand for alter-
native heating solutions.

Our very strong development on the large
German market means that Germany now
ranks alongside Denmark and Finland as
one the business area’s major foreign mar-
kets.

We have also consolidated our position
on the Czech market significantly with the
acquisition of the heater manufacturer, DZ
Drazice. Our existing heat-pump operations
in the country will be integrated into DZ
Drazice before the end of 2007.

There has been strong growth elsewhere,
too: in Finland, Norway, Denmark, the Bal-
tic states, Ireland and Poland.

We have set up our own subsidiary in
the UK and business there is developing
positively. As we believe that there is a great
deal of opportunity for growth in this market,
we will be expanding our product offer there
during the year.



We have also established a presence in
the rapidly growing French market for heat
pumps, but are not yet among the big names
in the country.

There has been positive growth in sales in
Poland over the past year. Successful new
product launches have helped boost our
sales figures in an increasingly competitive
market. NIBE-BIAWAR is continually expand-
ing its production capacity to meet the rise
in demand. NIBE-BIAWAR also provides a
cost-effective solution for the production of
heating products for market segments under
strong price pressure elsewhere in Europe.

Marketing of our district heating products is
concentrated mainly in Denmark, Sweden,
the UK, Germany and the Netherlands,
and has shown some signs of growth over
the year.

Industry trends

NIBE is actively involved in the process of
structural rationalisation that is taking place
in the European heating, ventilation and
sanitation industry, an industry consisting
of a large number of players of varying
sizes. Our expertise in heat-pump technology
together with the breadth of experience we
possess in manufacturing electric water heat-
ers are two decisive factors in this process
that speak loudly in our favour.

Product design and distribution channels dif-
fer from country to country, but most markets
show a clear trend towards more energy-
efficient, environmentally adapted solutions.
At the same time requirements for ventilation
and heat recovery in newly built properties
are becoming tougher than ever and there is
a clear ambition on most markets to reduce
energy consumption in new homes and
offices. The process of drawing up common
standards and regulations for the entire EU
is now under way, but much remains to be
done in a situation where local norms and
conventions still frequently dictate the techni-
cal properties of saleable products.

In a number of markets government authori-
ties are imposing measures designed to
reduce the total amount of energy needed
for heating domestic properties. Regrettably,
measures in the form of shortterm subsidies
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The Esrange Space Centre in Kiruna in the Swedish Arctic heats all 97 of its hotel rooms with NIBE heat

pumps all year round.

for different heating alternatives often create
an imbalance, where the consumer’s choice
is governed by the nature of the grants
and subsidies rather than by any objective
consideration of the inherent features and
properties of the product itself.

Spiralling electricity and oil prices have
meant that the industry’s focus on heating
alternatives based on these energy sources
has dwindled both in Sweden and most
other European markets.

Increased competition and, in its wake,
increased pressure on prices in a number of
product segments has caused many industry
players to transfer manufacture to low-cost
countries. However, with modern, highly
rational production facilities in the Nordic
countries, Poland and the Czech Republic,
NIBE Heating is well placed to assert itself
on tomorrow’s European market.
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Product areas
' m Ground-source/geothermal heat pumps

For heating single-family and multiple-unit properties, as well as large
premises of all types. With or without an integrated water heater. The
source of the heat can be either surface soil, bed rock or the water in a
nearby lake.

m Exhaust-air heat pumps

For heating domestic premises and tap water. An exhaust-air pump ven-
tilates the building and recovers the energy in the warm air, reusing it to
heat water or warm a central heating system.

m Air/water heat pumps

These pumps extract heat from the ambient outside air. In contrast to
simpler types of air-to-air heat pumps, this type is connected to the build-
ing’s heating system and produces both heat and hot water.

m Domestic boilers and pellet burners

A modern, properly designed boiler for wood or pellets can be a viable
alternative for a reasonable investment cost.

m \Water heaters

NIBE Heating is the only supplier in Europe able to offer water heaters
with a choice of three types of corrosion protection: copper, enamel or
stainless steel.

m Accumulators

Large heat accumulators for supplying hot water to apartment blocks,
etc. can be manufactured in sizes of up to 4,000 litres in volume.

m District heating products

District-heating substations developed in consultation with installation
engineers and energy authorities for simple installation, dependability
and easy servicing
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Products

NIBE Heating has a wide range of products
enabling end-users to choose a solution
that best suits their needs in the areas of
domestic heating and indoor comfort. Our
unique ability to offer, for example, water
heaters with a choice of three types of cor-
rosion protection — stainless steel, copper or
enamel — underscores our resolve to satisfy
the personal requirements of each and every
customer.

Sales can be divided into the following
seven product areas:

H heat pumps

domestic boilers

pellet burners

district-heating products

water heaters with direct or indirect heat-
ing

instantaneous water heaters

the sub-contracted production of non-cor-
roding pressure vessels

The hallmarks of our products are:

= unsurpassed technical performance
= a high degree of innovation

m a competitive price

= high quality

= modern design

In order to live up to this, we maintain a
sharp focus on the development, production
and marketing chain, while working cease-
lessly to increase efficiency in all areas.

The year saw a technological breakthrough
in the form of the introduction of the market’s
first speed-regulated geothermal heat pump
with a frequency controlled compressor. This
innovation attracted a great deal of attention
and reinforced market perceptions of NIBE
Heating as the leading name for this form
of technology. The pump produces exactly
the right output to satisfy the requirements for
heating a home on even the coldest days,
without any need for a heating element or
other additional source of heating.

A new generation of air/water heat pumps
was also introduced both in Sweden and
abroad.

In addition, the acquisition of pelletburner
manufacturer Naturenergi lwabo AB and

the launch of a new pellet burner heralded
an increased focus on biofuelfired products.
We now have a strong portfolio of products
for anyone using pellets as a source of
energy.

Complete solutions for indoor comfort, includ-
ing cooling, were introduced in the inter-
national market during the year.

Development process

To satisfy market demands for better energy
efficiency and environmentally sound, cost
effective solutions for heating needs and a
comfortable indoor climate, NIBE Heating is
investing more than ever in product develop-
ment. As part of our ambition to develop all-
round solutions that meet every imaginable
customer need with regard to hot water and
a pleasant indoor climate, we are convinced
that our future product programme must be
characterised by:

m improved efficiency and use of energy

® improved control options (remote com-
munication/control)

| convertibility (heating in winter/cooling in
summer)

m recyclability/environmental adaptation
H continuous improvements in design
[ ]

better all-round economy

A process of continuous improvement and
the rationalisation of product development
are essential if we are to achieve the goals
we have set for ourselves regarding the
incorporation of innovative solutions in easy-
to-use products with an appealing design.
Continually reinforcing our team with highly
educated engineers who possess the nec-
essary skills is essential for success in this
respect.

A substantial portion of our development
resources is allocated to the heatpump
business, where much of the work is inno-
vation-driven. Market demands are highly
varied and the ambition is to meet different
wishes with a standardised basic concept
that nevertheless offers the potential to make
market adaptations. Our dedicated develop-
ment centre for heat pumps in Markaryd is
considered to be of the very highest inter-
national class.

NIBE HEATING

The technology for domestic boilers, water
heaters and district heating substations is
well established and so resources focus
on developing high quality, costefficient,
environmentally adapted products. Design,
too, has become an increasingly significant
feature for end-users. Our Norwegian sub-
sidiary Hgiax was awarded a design prize
in the autumn for the modern styling of its
new series of water heaters.

Environmental considerations are also very
important and play a great role in all our
product development work.

During the year NIBE Heating has continued
to reinforce its development resources by
initiating a major recruitment campaign to
attract qualified new talent and by further
expanding operations in Markaryd.

Production

We have ten production plants in Sweden,
Denmark, Norway, Finland, Poland and the
Czech Republic, all of which are continu-
ously engaged in rationalising production and
modernising processes by investing in new
machinery and production equipment.

The plant in Markaryd, Sweden, which
is NIBE Heating’s largest, has seen major
investments over recent years, enabling us to
meet the increased demand for new heating
products.

Ongoing investment in the Polish factory in the
form of new machinery and premises is aimed
at rationalising the manufacture of products for
both the Polish market and segments in other
prioritised markets that are subject to fierce
competition on price.

The acquisition of the Czech water-heater
manufacturer DZ Drazice has further bolstered
our manufacturing capacity and given us
improved access to cost-effective production.

A review of manufacturing methods is under-
taken each year within the Group in order to
optimise the production process. The strategy
of building up a number of manufacturing
units, each highly skilled in its own specialist
area, has already produced positive effects,
both in terms of production control, productiv-
ity and, not least, quality.
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Niklas Gunnarsson,
Business Area Manager

B

‘ﬁ%%l

Operating profit

Contribution Average number
to Group of employees

600
500

400

Net sales 300

200

100

02 03 04 05 06

NIBE Stoves

is the biggest manufacturer of wood-burning
stoves in Sweden and the clear market leader
in the country. Its mission is to supply the
market with attractively designed, value-for-
money solid fuel stoves and chimney systems
developed and manufactured with genuine
concern for the natural environment.

Strategy

NIBE Stoves’ strategy is to supply a wide
and complete range of wood-burning prod-
ucts in order to confirm and consolidate its
position as the market leader in Sweden.
Foreign sales will be increased through the
continuous development of products tailored
to new markets, combined with moves into
new markets through acquisitions, the estab-
lishment of new subsidiaries or the use of
existing sales channels.

Objective

The business area’s objective is growth of at
least 20% per annum, half of it organic, and
an operating profit of at least 10% of sales
over a complete business cycle.

~~ The Contura 600 series is one of our best sellers
— now with glass side panels.
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Growth p.a. over the past
five years averages 39.2%

Review of 2006

Throughout 2006 demand for wood stoves
and related products remained good in
Sweden. The market as a whole, buoyed up
a strong economy and consumer willingness
to invest in products for the home, appears to
have stabilised at a relatively high level. Our
own sales developed positively thanks to
the combination of a comprehensive range
of appealing products, well-known brand
names and energetic marketing measures.

Developments in the rest of the Nordic mar-
ket were more mixed. Overall the market for
wood stoves expanded in Norway, particu-
larly last autumn, while demand in Denmark
was weaker than usual during the same
period. Our own sales developed better than
average on both of these markets, enabling
us to win new market share and consolidate
our already strong position. Investments to
expand our distributor network in Finland
proved successful, providing us with a firm
foothold on the large Finnish wood-stove
market.

In Germany demand remained brisk through-
out the year, peaking sharply in the autumn.
Thanks to the current strength of the economy
and our strong position on the market, we
have been able to capitalise on an increase
in interest in energy-saving products and can
report extremely positive sales trends.

As part of our ongoing expansion plans, we
have established our own sales company in
France. This has given us a stronger market
presence and reactions from the market have
been highly positive, resulting in a steep
increase in sales.

Production capacity was gradually increased
during the year at the same time as produc-
tivity remained consistently high. By build-

Obijective fulfilment
Operating margin
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Operating margin p.a. over the
past five years averages 19.2%
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ing up stocks of finished products in our
warehouses during the first six months of
2006, we were able to offer short delivery
times and high levels of delivery reliability
throughout the year.

Construction work has started on a new
production plant in Markaryd, which is
expected to be fully operational by early
2008. Parallel with this, production at the
Northstar factory in Poland will be increased
to ensure that deliveries can be met in the
months ahead.

When NIBE acquired the Danish wood-stove
manufacturer Varde Ovne at the start of the
year, the company was in the process of
establishing a totally new store concept for
its domestic wood-stove market. However,
it became apparent that not only would it
be difficult to achieve the desired level of
profitability within a reasonable period of
time, but also that the venture could risk
undermining Varde’s traditional stove sales,
so the investment was terminated, incurring
a one-off cost in the accounts of some SEK
15 million.

Outlook for 2007

It is our opinion that demand for heating
products in Sweden will continue to be
strong throughout the year as levels of
interest in energy-saving products and in
investing in the home remain high. Forceful
marketing and a number of new product
launches pave the way to enable us to con-
solidate our position as a market leader.

Following several years of resolute market-
ing efforts and boosted by exceptionally
strong demand on certain of our major mar-
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Net sales rose by 59.3%
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Operating profit rose by
29.8% during 2006

kets (often as a result of government grants
or in expectation of future tax increases),
sales outside Sweden have developed high-
ly positively over the year. The drawback
with such peaks in demand is, of course,
the increased risk of a temporary slump in
sales shortly afterwards. Sales abroad now
account for more than half of the business
area’s revenue, which means that we have
now achieved an important milestone in
our ambitious expansion plans. There are
still huge opportunities for continued growth
outside Sweden by continuing to expand
our international network of resellers and
agents, launching new products and taking
over more companies in the large European
market.

Our product range is very strong but, in
order to secure future growth, we need to
prepare for regular launches of new prod-
ucts with the right design and a competitive
price tag. We have already invested heavi-
ly in product development and will expand
our activities in this area in the years to
come. Even now, large numbers of new
products in both existing and new prod-
uct segments are ready to be introduced
in 2007. To safeguard future production
capacity, first and foremost of Handdl and
Contura products, a brand new production
plant is being built in Markaryd. Once this
is in operation, early in 2008, we should
be able to double our current production
volume.

All in all, the outlook is positive for NIBE
Stoves to continue to go from strength to
strength.

Annual Report 2006 33 NIBE



NIBE STOVES

Sales by geographical market

M Nordic countries 71%

I Rest of Europe 29%

Distribution
End-user End-user
Dealer Dealer
SWEDEN EXPORT

Opportunities and threats

+ Sales potential in some segments of the
domestic market

+ Very large export market

+ Strong, in-house product development

+ Strong brands

+ Broad range of products

+ Many different types of products satisfy
a broad customer segment and minimise
exposure to risk

+ Rational production

+ Expansion through acquisitions

- Hastily introduced government energy
policies

— Local authority decisions on restrictions
relating to wood-burning products

- Low-price competition

- General economic climate
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Market

Sweden

The market for wood-burning stoves tends
to follow the business cycle, with sales of
capital items rising during times of econo-
mic prosperity. However, energy prices and
government energy policies also impact on
sales. Demand for wood-burning stoves has
increased constantly since the mid 1990s
as a result of escalating energy costs and
economic policies that have given Swedish
households greater scope for consumption.

While the main bulk of sales is still to home-
owners and people with weekend cottages,
sales to new housing are rising constantly
as more and more house-buyers choose a
wood-burning stove as an additional source
of heat for their new home.

Thanks to its broad and comprehensive
range of products, NIBE Stoves is the undis-
puted market leader in Sweden. Our aim
is to defend and strengthen this position by
vigorous marketing and a steady stream of
attractive, new products.

Foreign markets

Demand varies from country to country
in terms of product design, materials and
technology. The Swedish market is domi-
nated by lightweight stoves in steel plate
with a Swedish or, increasingly, international
design. Finnish consumers tend to favour the
heavy, heatretaining stoves finished in stone
or tiles, while the Norwegians traditionally
prefer castiron models or castiron inserts
with a masonry surround. In recent years,
however, there has been a marked shift in
taste in Norway: today metal-bodied stoves
with an international design account for an
ever increasing share of sales.

Germans and Danes share basically similar
tastes for lightweight, steel-plate stoves with
contemporary styling. Such distinctive vari-
ations in taste are generally the result of the
fact that a specific style has been established
in a market by domestic manufacturers.

Demand in our export markets is governed
by the same factors as those in Sweden. In
the Nordic countries, where electricity serves
as the source for a relatively large propor-
tion of heating needs, demand tends to be
driven by the price of electricity. In many
other European countries it is dependent on
the price of gas or oil. Recent price hikes
in oil products have resulted in a dramatic
increase in demand for wood-burning stoves
throughout the whole of Central Europe, and
our own sales have developed highly posi-
tively on all the markets in this area.

In recent years, several markets have also
begun to show a much greater willingness
than before to accept new products in a new
design from foreign manufacturers.

Industry trends

Over the past ten years the structure of
the Swedish market has been totally trans-
formed from a large number of small
manufacturers to a handful of big names.
NIBE has been a driving force behind this
development, acquiring many of the mar-
ket’s best-known brands and setting a trend
among competitors to build up large ranges
to cater for all tastes.

Among our Scandinavian neighbours, how-
ever, the situation differs from country
to country. In Norway, which has only
a few domestic stove-builders, there has



recently been a marked shift in demand
from the total dominance of traditional cast-
iron stoves to stoves in sheet metal with an
international design. Finland has several
fairly large companies, mostly specialising
in heavy, warm-body stoves, while Denmark
has many small or medium-size manufactur-
ers, almost all of them producing stoves in
steel plate and many with a long tradition
of supplying the German market. There are
also a number of manufacturers of all sizes
in Central Europe, for whom wood-burning
stoves are just one of many different types of
product in their range. It seems likely, there-
fore, that there will be some kind of structural
change on several European markets in the
near future.

The trend in most markets is a move away
from big, bulky, heat-accumulating products
towards relatively inexpensive, lightweight
stoves. It is here that we believe tomorrow’s
growth is to be found — in the product seg-
ment where companies have proved their
ability to offer modern design in combina-
tion with a competitive price.

Today most companies producing wood-
burning stoves invest in their own product
development, but some successful mod-
els are plagiarised, produced in low-cost
countries and sold at low prices, first and
foremost by the big European multiples. This
suggests that in future it will be more than
product technology alone that determines a
manufacturer’s success. The long-term plan-
ning of a company, its financial stability,
environmental reputation and ability to show
the proper concern for its dealers and end-
customers will all grow in significance over
the years to come

in_
.!

Cronspisen tiled stoves retain their classic appearance but the construction system has been updated and

improved during the year.
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Modern designs in sheet metal with optional surrounds in, for example, soap-
stone or tiles. Sold under the Contura, Hand6l and Varde Ovne brands.

m Masonry stoves

Stove bodies and fire boxes in steel or cast iron with concrete sur-
rounds. Sold under the Nordpeis, Contura and Handdl brands.

mTiled stoves

Heatretaining stoves, sold under the Cronspisen brand.

m Cast-iron stoves

Stoves made completely from cast iron, sold under the Hand6l and Nordpeis
brands.

m Stove inserts

Inserts for builtin or open fireplaces, sold under the Handdl, Nordpeis,
Roslagsspisen and Varde Ovne brands.

m Chimneys

Complete chimney/flue systems in stainless steel for all types of wood-
burning stoves. Sold under the Premodul brand.
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Products

The NIBE Stoves product range is based on
products with a Scandinavian design that
have been adapted to the needs and expec-
tations of targeted foreign markets in terms
of both styling and technology. The range
comprises five different product groups:

® Wood-burning stoves, with or without
surrounds in soapstone, tiles, etc.

m Masonry stoves
m Cast-iron stoves
m Tiled stoves

| Stove inserts

Our brands and trademarks, which send out
certain signals about product quality to our
customers, will also become increasingly
important. Today NIBE Stoves owns several
well-known and highly respected brands and
has a clear strategy for strengthening, inte-
grating and developing these in the future.

We develop and sell our own products
under the Handol, Contura, Cronspisen,
Roslagsspisen and Nordpeis brands. The
Danish Varde Ovne brand acquired during
the year consists mainly of sheet metal wood
stoves with an international design. As all
our brands are so strong, particularly on their
own domestic markets, all have been duly
protected as trademarks.

For customers who do not already have a
chimney in their homes, NIBE offers a com-
plete modular chimney system which has
been specially designed for use with stoves
sold by NIBE. This easily assembled system
in stainless steel can be installed without the
need for an existing chimney flue and is also
the alternative which offers the best value for
money on the Swedish market.

There is a clear trend towards products
becoming more similar throughout Europe
in terms of function and design. We believe
that the current, international design trend
for lightweight fire-boxes with uncluttered
lines and large expanses of glass will gain
ground on all of our sales markets. This is
proved not least by the sales successes of
our latest launches of stoves incorporating
this kind of design.

Development process

NIBE Stoves has a long tradition of prod-
uct development. Substantial resources are
allocated to developing combustion technol-
ogy, primarily to minimise the impact of our
products on the environment and to improve
their efficiency.

As proof of this, NIBE Stoves has become the
first stove manufacturer in Sweden to have a
number of its products “P-marked” in accord-
ance with criteria for enhanced quality and
environmental certification drawn up by the
Swedish National Testing and Research
Institute (SP). These guarantee that the stove’s
heat output can be regulated and that the
stove produces low emissions and delivers
high efficiency.

In addition, a large number of Varde Ovne’s
products have the Nordic Swan mark, which
means that the manufacturing process is envi-
ronmentally adapted and that the products’
combustion processes are highly efficient,
with very low emissions.

Moreover, our products have consistently
shown the highest rate of heating efficiency
in comparison with competing products in a
number of officially conducted performance
tests in Sweden.

Product design accounts for much of our
development work, as fashions in wood-
burning stoves tend to reflect home furnish-
ing trends. To this end, our development
department works in close collaboration with
external industrial designers in Sweden and
abroad.

To maintain an attractive and profitable
range in both the short and the long term,
development projects are created around
both existing fire-boxes and totally new
combustion chambers and models. We have
a very clear strategy governing what we
believe a successful range of models should
look like, and the sales performance of all
our models is continuously assessed with an
eye to profitability.

The general trend is for new models to be
developed and launched with increasing
rapidity, and thanks to our rational product
development process, where much of the
work is carried out in a 3D computer environ-

NIBE STOVES

ment supported by prototype testing in our
state-of-the-art laboratory, we have been able
to reduce development times significantly.

As we owe much of our success to the
appeal of our designs among consumers,
we endeavour always to protect the design
of new models by registering them with the
relevant authorities.

Production

Most of NIBE Stoves’ products — lightweight,
steel-plate wood stoves — are manufactured
at our modern production plant in Markaryd.
The plant is constantly updated and adapted
to handle the steady flow of new models.
Together with investments in new produc-
tion equipment, this has resulted in much
higher production capacity and increased
productivity.

Sales have developed so well over recent
years that the current production facilities
are no longer able to support further expan-
sion. Consequently, work has begun on a
new production plant with twice the current
capacity, which is scheduled for completion
early in 2008. This, together with investments
in new production equipment will make our
manufacturing processes more efficient than
ever.

The acquisition of Nordpeis has given NIBE
Stoves access to its own unit in Poland for
manufacturing concrete surrounds and tiled
stove modules and assembling stove prod-
ucts. In future, all products which consist
solely of assembly work will be transferred
to this unit, which is also gradually being
extended to cope with the rise in demand.

Varde Ovne’s products are manufactured in
Varde’s own production plant in Denmark.
This, too, has seen major changes during
2006 in order to increase capacity and
make the production process more efficient.
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The Board of Directors and Managing
Director of NIBE Industrier AB (publ),
corporate identity number 556374-
8309, with its registered office in the
Municipality of Markaryd, Sweden,
hereby present their annual report for
the company and the NIBE Group for
the 2006 financial year. (Figures in
brackets relate to 2005.)
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Business activities

NIBE Industrier is a European heating technol-
ogy company whose operations are organ-
ised in three separate business areas: NIBE
Element, NIBE Heating and NIBE Stoves.

The Group has more than 5,600 employees
and has business activities in 15 countries in
Europe, North America and Asia.

The legal structure of the Group consists
of a number of subsidiaries, who run their
own operations via their own companies or
branch offices.

The operations of the parent company, NIBE
Industrier AB, constitute group support func-
tions such as financing, currency manage-
ment, corporate acquisitions and new estab-
lishments together with financial management
and other policy issues.

Income statement over the past
five years

Sales have grown steadily over the past
five years. The target during the period was
annual growth of 20%, preferably with half
of this being organic and half via acquired
business. Sales rose from SEK 1,677.1
million to SEK 4,958.0 million during the
period, through a combination of organic
growth and an aggressive acquisition strat-
egy that has seen the Group take over some
16 different companies and lines of busi-
ness.

Growth during the period averaged 24.2%,
with organic growth accounting for 15.2%
and acquired sales for 9.0%.

The profitability target during the period was
an operating margin of at least 10% in each
of the Group’s business areas, and a return
on equity of at least 20% for the Group as
a whole.

FIVE-YEAR REVIEW

NIBE Element’s operating margin during the
period has averaged 5.0% excluding provi-
sions for the restructuring reserve, and 3.8%
including these provisions. NIBE Heating
has generated an average operating mar-
gin of 13.0%, and NIBE Stoves 19.2%.

The Group’s return on equity during the peri-
od averaged 27.8% including provisions to
the restructuring reserve.

Income statements

(in millions of SEK) 2006 2005 2004 2003 2002
Net sales 4,958.0 3,819.1 3,161.0 2,451.1 1,944.2
Cost of goods sold - 3,409.0 - 2,763.9 -2,170.8 -1,736.3 -1,389.3

Gross profit 1,549.0 1,055.2 990.2 714.8 554.9
Selling expenses -786.2 -578.0 -471.1 -341.4 - 266.2
Administrative expenses - 266.4 -224.0 -177.0 -144.8 -108.3
Other income +59.6 + 56.9 +23.3 +24.3 +12.1

Operating profit 556.0 310.1 365.4 252.9 1925
Net financial items -545 -36.5 11.8 -16.0 -22.7

Profit after net financial items 501.5 273.6 377.2 236.9 169.8
Tax - 150.7 -89.9 -97.7 - 744 -50.7

Net profit for the year 350.8 183.7 279.5 162.5 119.1
Minority participation in profit/loss after tax 0.0 +1.7 +1.1 +0.5 -0.4
Includes the following amounts for depreciation according to plan 141.0 121.1 96.5 70.4 56.1
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Balance sheet over the past five
years

Over the past five years total assets have
grown from SEK 1,194.5 million to SEK
3,902.8 million.

Inventories and current receivables (mainly
trade receivables) account for around 48% of
total assets. In principle, both of these items
are directly related to sales and, therefore,
growth.

Intangible assets consist mainly of goodwill
arising on the acquisition of companies and
lines of business. Goodwill is tested annual-
ly for impairment by calculating the present
value of each business area’s cash flows.
When calculating these cash flows, account
is taken of normal working capital require-

Non-current non-interest-bearing liabilities and
provisions consist mainly of deferred tax, war-
ranty provisions and restructuring provisions,
and have grown from SEK 76.4 million to
SEK 247.8 million during the past five years.
The increase is due primarily to last year’s
restructuring provision and deferred tax liabili-
ties in untaxed reserves.

Current and non-current interest-bearing liabili-
ties and provisions consist of pension provi-
sions and loans from banks and other finan-
cial institutions, and grew from SEK 337.6
million to SEK 1,457.5 million during the peri-
od. The increase is due partly to the expan-
sion of existing units in the NIBE Group and
partly to interestbearing liabilities at compa-

2002 — 2006 ments and the need for investments, corre- ‘ _ ] :
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property, plant and equipment, the value of
which has increased by SEK 721.8 million
over a fiveyear period. Of this increase,
around 50% was added through acquisi-
tions of companies and lines of business, and
around 50% through investments in existing
businesses, primarily in the Group’s facilities
in Markaryd, Sweden, where most of the pro-
duction facilities for NIBE Heating and NIBE
Stoves are located.

ty/assets) not to fall below 30%. The aver-
age for this key figure during the period was
34.8%.

Current non-interest-bearing liabilities and pro-
visions grew by SEK 630.5 million from SEK
283.5 million to SEK 914.0 million during
the period. Accrued expenses and traditional
trade payables, which are both directly relat-
ed to the expansion of the business, account
for approximately 78% of the total.

Balance sheets

(in millions of SEK) 2006 2005 2004 2003 2002
Intangible assets 670.3 458.5 304.7 210.7 114.6
Tangible assets 1,116.3 1,015.2 875.7 659.3 426.9
Financial assets 28.2 36.0 10.6 47.2 43.4

Total non-current assets 1,814.8 1,509.7 1,191.0 917.2 584.9
Inventories 1,007.9 831.1 690.2 445.6 377.7
Current receivables 857.0 651.2 525.4 443.3 306.1
Investments 4.8 1.1 0.9 2.3 0.9
Cash equivalents 218.3 132.2 88.6 81.5 67.1

Total current assets 2,088.0 1,615.6 1,305.1 972.7 751.8

Total assets 3,902.8 3,125.3 2,496.1 1,889.9 1,336.7
Equity 1,283.5 1,031.0 891.6 666.8 568.1
Long-term liabilities and provisions, non-interest-bearing 247.8 265.2 205.1 140.7 104.1
Long-term liabilities and provisions, interestbearing 1,317.8 1,025.8 730.3 602.6 322.3
Current liabilities and provisions, non-interest-bearing 914.0 685.4 586.9 424.1 300.8
Current liabilities and provisions, interest-bearing 139.7 117.9 82.2 55.7 41.4

Total equity and liabilities 3,902.8 3,125.3 2,496.1 1,889.9 1,336.7
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Cash flow over past five years

Cash flow before changes in working capital
Over the latest five-year period, cash flow
from day-to-day operations has shown a
positive trend.

Working capital

The Group requires that working capital,
measured as current assets minus current
liabilities, is within the range of 20-25% of
sales for all units. Over the past five years,
the Group’s working capital has averaged
around 21% of sales.

Investment in existing operations

In 2002 investment in existing operations
was at a level of around SEK 100 million,
rising to just over SEK 170 million in 2003
and 2004, and more than SEK 200 million
in 2005 and 2006. Most of these invest-
ments have been in the Group’s plants in
Markaryd, Sweden, where most of the pro-
duction facilities for NIBE Heating and NIBE
Stoves are located. Major investments have
also been made in Poland as part of the
restructuring of the element business.

Acquisition of businesses

Over the years, NIBE Industrier has pur-
sued an aggressive acquisitions strategy. In
the five years up to the end of 2006, 16
takeovers of companies and lines of busi-
ness have been made, of which nine relate
to the NIBE Element business area, five to
NIBE Heating and two to NIBE Stoves. It is
the company’s intention to continue its acqui-
sitions strategy in the future.

Financing

All capital requirements over the past five
years for takeovers, investments in existing
operations and operating capital for organ-
ic expansion and share dividends have
been financed exclusively by the company’s
own internally generated cash flows and by
traditional bank financing.

Shareholders’ dividends

NIBE Industrier aims to pay share dividends
of 25-30% of the net profit for the year
after full tax. Over the most recent five-year
period, share dividends have accounted
for between 25.3% and 30.8% of the net
profit for the year after full tax but before
allocations to the structural reserve.

FIVE-YEAR REVIEW
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Cash flow statements

(in millions of SEK) 2006 2005 2004 2003 2002
Cash flow before change in working capital 489.9 312.6 381.8 240.7 176.0
Change in working capital -93.4 -109.4 -82.0 -54.7 -34.5
Cash flow from operating activities 396.5 203.2 299.8 186.0 141.5
Investments in current operations - 236.6 -219.0 -179.5 -170.4 -108.6
Operating cash flow 159.9 -15.8 120.3 15.6 32.9
Acquisition of companies - 289.8 - 156.7 -125.6 -180.3 -27.7
Cash flow after investments -129.9 -172.5 -5.3 -164.7 5.2
Financing 2914 296.1 54.8 212.9 34.6
Dividend to shareholders -70.4 -70.4 -43.4 -32.3 -25.0
Cash flow for the year 91.1 53.2 6.1 15.9 14.8
Liquid funds at the beginning of the year 132.2 88.6 81.5 67.1 53.4
Exchange rate difference in liquid funds -5.0 -9.6 1.0 -1.5 -1.1

Liquid funds at year-end 218.3 132.2 88.6 81.5 67.1
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RISK MANAGEMENT

Dependence on customers

All three business areas work with a wide
range of customers. None are so depend-
ent on any one customer or group of cus-
tomers that the loss of that customer/group
could seriously impair the profitability of the
business area in question.

Bad debt losses

In operations where goods or services are
supplied against subsequent payment, bad
debt losses cannot be completely avoided.
To minimise the risks, Group policy includes
annual credit ratings of large customers. The
credit period is normally 30 days, although
regional variations do occur, with shorter or
longer credit periods.

In our opinion, the Group has a highly
effective system of credit safeguards: these
have consistently ensured that the Group
has not been affected by bad debt losses
to any significant extent.

Dependence on suppliers

All components in the products sold by the
Group’s three business areas are manu-
factured by a large number of suppliers in
Europe and the rest of the world. When
selecting suppliers, a thorough review is
made of the supplier’s ability to meet the
Group’s requirements. We always have
alternative suppliers for all the components
we use.

In our judgement, the Group would not suffer
any serious harm as a result of an individual
supplier being unable to meet our stipulated
requirements.
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Price risks

Material prices

A fairly significant proportion of the materials
used to manufacture the Group’s products is
priced in USD and quoted on the London
Metal Exchange. To avoid overdependence
on specific currencies and markets, purchas-
ing procedures have been globalised.

Other operating expenses

Other operating expenses follow price
trends in the markets in which the Group
operates.

Currency risks

Currency risks are the risks of movements
in exchange rates negatively affecting the
Group’s position and results. These risks can
be divided into transaction risks and transla-
tion risks

Transaction risks

A total of 61.7% (2005: 67.0%) of Group
invoicing from Sweden is in SEK. Estimated
future net flows from invoicing and purchas-
ing in other currencies are hedged for a
period of 6-12 months. The total net flow of
foreign currency translated into SEK was SEK
623.6 million in 2006.

The largest net inflows during the year were
SEK 532.1 million in EUR and SEK 122.5
million in NOK, while the largest net out-
flows were SEK 51.0 million in HKD and
SEK 51.0 million in USD.

Translation risks
Translation risks are the risks of currency
losses from the translation of foreign sub-
sidiaries’ income statements and balance
sheets into SEK.

The value of foreign net assets in the con-
solidated balance sheet as at 31 December
2006 was SEK 638.0 million. This broke
down into net assets of SEK 244.7 million
in EUR, SEK 125.1 million in PLN, SEK
116.0 million in NOK, SEK 52.7 million in
DKK, SEK 48.7 million in CZK, SEK 20.9
million in GBP, SEK 19.9 million in USD,
SEK 8.9 million in HKD and SEK 1.1 mil-
lion in SKK.

A 1% fall in the value of the SEK against
these currencies will increase the Group’s
equity by SEK 6.4 million, while a 1%
increase will decrease equity by the same
amount.

To minimise the impact of translation risks,
net assets are financed in the same currency
as far as possible.

Interest rate risks

Interest rate risks are the risks of changes
in market interest rates negatively affecting
the Group’s interest income/expense. How
quickly a change in interest rates impacts
on interest income/expense depends on the
length of a loan’s fixed-interest period.

The Group’s policy is that the fixed-interest
period for loans should, as far as possible,
match the fixed period for incoming cash
flows.

The Group’s interestbearing liabilities
amounted to SEK 1,457.5 million at the
end of the year. The average interest rate
was 4.4%. Assuming unchanged levels of
debt, a 1% change in the interest rate will
increase or decrease the Group’s earnings
by SEK 14.6 million.



Financing risks/

future capital requirements

Financing risks are the risks of difficulties in
financing the Group’s operations, resulting
in increased expense in the short and long
term.

The Group’s cash flow is good, and is
expected to remain so. This is, of course,
highly significant for the Group’s ability to
carry out any necessary investment activities
and to ensure that other commitments can be
fulfilled. The Group also has an acquisitive
policy with regard to takeovers. The policy
aims at growth of 20% per year, of which at
least half is to derive from organic growth.

In any particular year, the total capital
requirement may exceed internal cash flow.
It is expected that it will be possible to meet
any shortfall partly through the traditional
banking system and partly through the stock
market, without incurring any abnormal lev-
els of expense.

Risks relating to disputes over
patents and other matters

The Group holds few patents and only
for components which form part of its
finished products. However, NIBE does
have a number of registered designs and
registered trademarks. As far as we are
aware, we have not infringed any third-
party patents.

During the year an agreement in principle
was reached to take over the German dis-
trict-heating and water-heater manufacturer,
DMS Wasser-Warmetechnik GmbH. After
due diligence, further discussions were
held with the sellers to negotiate a reduc-
tion of the purchase price or a revocation
of the takeover agreement. However, in
the absence of a settlement, the matter has
now been referred to arbitration.

Other risks

It is our considered opinion that the Group
has adequate cover in respect of traditional
insurance risks such as fire, theft, liability and
so on. The excess on our policies is between
three and five times the so called “basic
amount” prescribed in Sweden for calcula-
tions of this kind.

Within the Group’s product areas, there is
always a risk that a series fault could lead
to product recalls, through faults in materials
or for other reasons. These risks are mini-
mised by the fact that the majority of Group
companies are certified in accordance with
ISO 9001. Certification means that there
are control procedures for internal processes
and manufacturing as well as for the use of
components manufactured by other suppli-
ers. Insurance policies have been taken out
as additional risk cover for similar events.

Sensitivity analysis

The Group is exposed to a number of risk
factors that affect earnings trends. Several
of the risks are outside the Group’s control.
The table on the right shows the effect of
a variety of changes on the Group’s result,
based on the income statement for 2006.

RISK MANAGEMENT

Sensitivity analysis

Base
for calc. Change  Impact
SEK m % SEKm

Net sales

(margin constant) 4958.0 +/- 1.0 17.6

Operating margin
(volume constant) +/- 01 50

Material costs 2,0683 +/- 1.0 20.7

Payroll expenses 1,1940 +/- 1.0 11.9

Interestbearing liabilities

(interest constant) 14575 +/- 100 6.4
Interest rate %
(interest-bearing
liability constant) 44% +/- 1.0 14.6

Based on Income Statement 2006

Sensitivity to currency
movements in foreign net assets

SEK
change Impact

% SEK'm
Swedish krona rises against
all currencies in which
NIBE Industrier has net assets +1.0 -6.4
Swedish krona falls against
all currencies in which
NIBE Industrier has net assets -1.0 +6.4

Based on net assets 31 December 2006
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Income statement 2006

Net sales

Group net sales grew by 29.8% to SEK
4,958.0 million (2005: SEK 3,819.1 mil-
lion). Sales increased in all three of the
Group’s business areas: by 18.2% at NIBE
Element, of which 17.9% was organic and
0.3% acquired, by 29.8% at NIBE Heating,
of which 24.9% was organic and 4.9%
acquired, and by 59.3% at NIBE Stoves,
of which 28.8% was organic and 30.5%
acquired.

Group net sales outside Sweden amount-
ed to SEK 3,212.1 million (2005: SEK
2,291.4 million), an increase of SEK 920.7
million. As such, net sales abroad account-
ed for 64.8% (60.0%) of total net sales. Net
sales in the Swedish market climbed 14.3%
to SEK 1,745.9 million (SEK 1,527.7 mil-
lion).

Organic growth accounted for SEK 861.5
million of the total increase in the Group’s net
sales of SEK 1,138.9 million. The remain-
ing SEK 277.4 million came from acquisi-
tions: this breaks down into SEK 3.9 mil-
lion at NIBE Element, SEK 95.4 million at
NIBE Heating and SEK 178.1 million at
NIBE Stoves.
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Operating profit

The Group’s operating profit amounted to
SEK 556.0 million, an increase of 79.3%
from SEK 310.1 million in 2005. The oper-
ating margin was 11.2% (8.1%).

The figure for last year was affected by a
restructuring provision at NIBE Element which
reduced operating profit by SEK 70.0 mil-
lion. Excluding this non-recurring charge,
operating profit rose by SEK 175.9 million
compared with 2005. The operating margin
excluding the restructuring provision was
10.0%.

This restructuring provision meant that NIBE
Element reported an operating loss for last
year of SEK 49.0 million. If the SEK 70 mil-
lion provision is excluded from the accounts,
the business area generated an operating
profit of SEK 21.0 million in 2005. For
2006 the operating profit was SEK 76.2
million. This means that the operating margin
before the provision was 5.0%, against
1.6% in 2005 excluding the provision.

NIBE Heating’s operating profit grew by SEK
82.4 million or 32.8% to SEK 333.8 million
(SEK 251.4 million). The operating margin
was 13.1% (12.8%).

NIBE Stoves’ operating profit grew by SEK
37.0 million or 29.9% to SEK 160.6 million
(SEK 123.6 million). The operating margin
was 17.2% (21.1%).

Goodwill

The Group’s goodwill is tested annually
for impairment by calculating the present
value of each business area’s cash flows.
These are calculated on the basis of annu-
al growth of 10% with deductions for
increased working capital requirements
and investments corresponding to the annu-
al rate of depreciation. The calculations for
2006 did not provide any indication of
impairment.

Profit after financial items

Profit after financial items rose by 83.3% to
SEK 501.5 million (SEK 273.6 million), giv-
ing a pretax profit margin of SEK 10.1%
(7.2%). The profit for the previous year had
been reduced by a restructuring provision
in the NIBE Element business area of SEK
70.0 million. Excluding this provision, profit
after financial items was SEK 343.6 million,
which gives an improvement in profits of
46.0% for 2006. Financial items generated
net expense of SEK 54.5 million for 2006
as against a net expense of SEK 36.5 mil-
lion in 2005.

Tax

The tax charge for the year was SEK 150.7
million (SEK 89.9 million), which gives an
effective tax rate of 30.0% (32.9%). The
nominal tax rate in Sweden is 28%. The
main reason why the actual tax rate is higher
than the nominal tax rate is that, for certain
taxable deficits, no deferred tax asset has
been estimated since it is considered unlike-
ly that these deficits can be utilised against
future surpluses.



Balance sheet 2006

Equity ratio and returns

The Group’s equity ratio at the end of the
year was 32.9% (33.0%). Equity including
minority interests amounted to SEK 1,283.5
million (SEK 1,031.0 million).

The Group’s return target is a return on equi-
ty of at least 20% in the long term. The return
on equity in 2006 was 31.3% (20.4%). The
return on capital employed was 22.9%
(16.4%). The profitability target for the busi-

ness areas is an operating margin of at least
10% for each profit centre over a complete
business cycle. NIBE Element's operating
margin amounted to +5.0% (-3.8%). NIBE
Heating generated an operating margin of
13.1% (12.8%), and NIBE Stoves 17.2%
(21.1%). The operating margin for the Group
as a whole was 11.2% (8.1%).

ANNUAL ACCOUNTS 2006

Cash and cash equivalents

The Group had cash and cash equivalents
of SEK 218.3 million (SEK 132.2 million) at
the end of the year. It also had unused over-
draft facilities of SEK 565.3 million (SEK
463.2 million). The Group’s overdratft facili-
ties were extended by SEK 249.3 million
net during the year. Overdraft facilities of
SEK 73.5 million were added through
acquisitions, which means that existing facil-
ities were increased by SEK 175.8 million.

Key ratios 2006 2005 2004 2003 2002
Net sales MSEK 4,958.0 3,819.1 3,161.0 2,451.1 1,944.2
Growth % +29.8 +20.8 +29.0 +26.1 +15.9
Profit after net financial items MSEK 501.5 273.6 377.2 236.9 169.8
Net investments in fixed assets MSEK 526.4 375.7 305.1 350.6 136.3
Gross margin % 14.1 11.3 14.6 13.2 12.8
Operating margin % 11.2 8.1 11.6 10.3 9.9
Profit margin % 10.1 7.2 11.9 9.7 8.7
Capital employed MSEK 2,741.0 2,174.7 1,704.3 1,325.1 931.8
Equity MSEK 1,283.5 1,031.0 891.6 666.8 568.1
Return on capital employed % 22.9 16.4 27.1 23.2 22.1
Return on equity % 31.3 20.4 34.8 27.6 23.1
Return on total assets % 16.0 11.3 18.7 16.3 15.5
Asset turnover times 1.41 1.36 1.44 1.52 1.54
Equity/assets ratio % 32.9 33.0 35.7 35.3 42.5
Proportion of risk-bearing capital % 36.1 36.7 40.4 40.1 47.9
Operating cash flow MSEK 159.9 -15.8 120.3 15.6 32.9
Interest cover times 9.2 7.2 12.3 10.3 7.6
Interest-bearing liabilities/Equity % 113.6 110.9 91.1 98.7 64.0
Average number of employees 5111 4,339 3,755 2,881 2,444
Definitions

Growth Equity Equity/assets ratio

Percentage change in net sales compared with
previous year.

Gross margin
Operating profit before depreciation as a percen-
tage of net sales.

Operating margin
Operating profit as a percentage of net sales.

Profit margin
Profit after net financial items as a percentage of
net sales.

Capital employed
Total assets minus non-interest-bearing liabilities
and deferred tax.

Taxed equity plus untaxed reserves minus tax.

Return on capital employed
Profit after net financial items plus financial expen-
ses as a percentage of average capital employed.

Return on equity
Profit after net financial items minus tax at standard
rate (28%) as a percentage of average equity.

Return on total assets
Profit after net financial items plus financial expen-
ses as a percentage of average balance sheet
total.

Asset turnover
Net sales divided by the average balance sheet
total.

Assets as a percentage of balance sheet total.

Proportion of risk-bearing capital
Equity, including minority participations and defer-
red tax liabilities, as a percentage of the balance
sheet total.

Operating cash flow
Cash flow after investments but before the acquisi-
tion of companies/businesses.

Interest cover
Profit after net financial items plus financial expen-
ses divided by financial expenses.

Interest-bearing liabilities / Equity
Interest-bearing liabilities as a percentage of equity.
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Cash Flow 2006

Cash flow from day-to-day activities

The consolidated cash flow for 2006 after
changes in working capital amounted to
SEK 396.5 million (2005: SEK 203.2
million).

Investment

Group acquisitions of subsidiary companies/
lines of business totalled SEK 289.8 million
(SEK 156.7 million). Investment in existing
units totalled SEK 236.6 million (SEK 219.0
million), allocated as follows:

(in millions of SEK) 2006 2005

Machinery and equipment 169.0 142.2
Properties 53.0 40.6
Construction in progress 2.5 0.1
Sale of associated company 0.0 -3.1
Other fixed assets 12.1 39.2
Total 236.6 219.0

Consequently, cash flow after investment
activities was SEK -129.9 million (SEK
—172.5 million).

Operating cash flow (i.e. after investments,
but excluding acquisitions of subsidiary
companies/lines of business) was SEK
+159.9 million (SEK -15.8 million).

Credits from finance institutions
and pensions funds etc.

(in millions of SEK) 2006 2005
Loans with floating interest

and repayments over 10 yrs 1,075.9 910.9
Utilised portion of overdraft

facilities w. floating interest rate ~ 357.7  210.4
Pensions provisions 23.9 22.4
Total interest-bearing liabilities  1,457.5 1,143.7
Unutilised overdraft facilities 565.3 463.2

Total credit available 2,022.8 1,606.9

The Group’s total interest-bearing liabilities
at the yearend amounted to SEK 1,457.5
million (SEK 1,143.7 million). The average
interest expense for the total of interest-bear-
ing liabilities was 4.4% (4.1%).

The Group’s net liabilities, which consist of
interest-bearing liabilities minus cash equiva-
lents and shortterm investments totalled SEK
1,234.4 million (SEK 1,010.4 million).
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Important events during

the year

During the year the Group completed the
takeover of the Finnish Jama brand, the
Danish Varde Group, Naturenergi lwabo AB
of Sweden, the Czech company DZ Drazice
strojima s.r.o. and Heatrod Elements in the
UK. NIBE also acquired the remaining 20%
stake in Denmark’s Danotherm Electric AZS,
which is now a wholly owned subsidiary.
For further details of takeovers, please see
Note 32.

In April an agreement in principle was
reached to take over the German dis-
trictheating and water-heater manufacturer,
DMS Wasser-Warmetechnik GmbH after
customary due diligence. Since then, dis-
cussions have been held with the sellers to
negotiate a reduction of the purchase price
or a revocation of the takeover agreement.
However, in the absence of a settlement,
the matter has now been referred to arbitra-
tion, the result of which will be made known
around the end of the second quarter in
2007. Since NIBE has not had a controlling
influence over this company during 2006,
it has not been consolidated into the NIBE
Group.

In August 2005 the Board decided to intro-
duce a restructuring programme in the NIBE
Element business area. The main thrust of
the programme is the transfer of production
from Western Europe to Eastern Europe and
China. These measures, estimated to take
18 to 24 months to complete, are expected
to boost earnings by around SEK 40 mil-
lion a year. Implementation has proceeded
according to plan in 2006, with approxi-
mately 120 of the total number of 200 full
time jobs having been transferred to date.

Research and development

The NIBE Group carries out pioneering
research and development work within each
of the three business areas. We believe
that this is a crucial factor behind continued
organic growth and our ability to establish
a presence on new markets. It also means
that we can react quickly to changes in what
our customers want and convert these into
the best possible solution in each market
context.

Outlook

NIBE has continued to strengthen its position
in priority markets. The prospects for contin-
ued growth in market share are believed to
be good in all three business areas. Work
on improving internal efficiency is constantly
under way in order to increase competitive-
ness. The prospects for a number of further
acquisitions are believed to be good, and
confidence in NIBE’s performance in 2007
remains strong.

Appropriation of profits

The financial resources at the disposal of the
Annual General Meeting are:

SEK 116.7 million
Profit for the year SEK 96.0 million
Total SEK  212.7 million

Profit brought forward

The Board of Directors proposes issuing a
dividend to shareholders of SEK 1.15 per
share: in total, SEK 108.0 million. It is antici-
pated that the dividend will be paid on 24
May 2007.

The Board of Directors considers that the pro-
posed dividend is reasonable with regard to
the requirements that the nature, scope and
inherent risks of the business operations make
on the size of equity and the company’s con-
solidation needs, liquidity and financial posi-
tion as a whole. This shall be seen against
the background of the information provided
in the annual report. Before proposing this
dividend, the board has paid due considera-
tion to the investments planned.



Income statements

ANNUAL ACCOUNTS 2006

Group Parent company
(in millions of SEK) 2006 2005 2006 2005
Net sales Note 3 4,958.0 3,819.1 2.3 2.4
Cost of goods sold - 3,409.0 -2,763.9 - -
Gross profit 1,549.0 1,055.2 2.3 2.4
Selling expenses -786.2 -578.0 - -
Administrative expenses Note 5 - 266.4 -224.0 -17.3 -15.0
Other operating income Note10 59.6 56.9 - 0.2
Operating profit Notes 3 - 10 556.0 310.1 -15.0 -12.4
Profit from financial investments
Profit from participations in Group companies Note 11 - - 131.7 90.8
Profit from participations in associated companies  Note 11 0.1 3.1 - 3.1
Interest income and similar profit/loss items Note 12 6.4 4.2 8.5 5.7
Interest expenses and similar profit/loss items Note 13 -61.0 -43.8 -28.9 -16.1
Profit after financial items 501.5 273.6 96.3 71.1
Appropriations Note 14 - - 0.0 1.5
Tax on the profit for the year Note 15 -150.7 -89.9 -0.3 -0.2
Profit for the year 350.8 183.7 96.0 72.4
Parent company’s share of net earnings 350.8 182.0 - -
Minority participation in net earnings 0.0 1.7 - -
Depreciation according to plan 141.0 121.1 0.1 0.1
Number of shares at year-end 2 93,920,000 23,480,000
Net earnings per share in SEK 2 3.74 1.94
Proposed dividend per share in SEK 2) 1.15 0.75
Uln June 2006 a 4:1 share split was carried out.
2) Net profit and proposed dividend recomputed with regard to the 4:1 share split.
Quarterly data
Consolidated income statement 2006 2005
(in millions of SEK) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Net sales 1,033.8 11,0664 1,237.6 1,620.2 800.9 868.9 9775 1,171.8
Operating expenses -932.9 -967.8 -1.0719 -1.429.4 -731.4 -800.3 -928.5 -1,048.8
Operating profit 100.9 98.6 165.7 190.8 69.5 68.6 49.0 123.0
Net financial items -11.6 -13.2 -14.3 -154 -8.9 -6.3 -9.9 -114
Profit after net financial items 89.3 85.4 151.4 175.4 60.6 62.3 39.1 111.6
Tax -26.8 -2438 -45.9 -53.2 -19.1 -19.9 -17.8 -33.1
Net profit for the year 62.5 60.6 105.5 122.2 41.5 42.4 21.3 78.5
Net sales — by business area
NIBE Element 377.4 364.0 350.7 441.8 304.1 3194 305.2 369.0
NIBE Heating 478.1 573.6 661.9 841.5 394.2 471.9 525.4 577.3
NIBE Stoves 192.7 141.8 237.4 359.3 109.9 85.3 154.6 234.8
Group eliminations -14.4 -13.0 -124 -224 -7.3 -7.7 -7.7 -9.3
Group 1,033.8 1,066.4 1,237.6 1,620.2 800.9 868.9 977.5 1,171.8
Operating profit — by business area
NIBE Element 19.1 19.1 20.4 17.6 11.7 3.7 -58.9 -55
NIBE Heating 50.4 70.4 104.7 108.3 41.6 55.4 79.0 75.4
NIBE Stoves 34.4 14.5 43.7 68.0 19.5 14.4 31.9 57.8
Group eliminations -3.0 -54 -3.1 -3.1 -33 -4.9 -3.0 -4.7
Group 100.9 98.6 165.7 190.8 69.5 68.6 49.0 123.0
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Balance sheets

Assets Group Parent company
(in millions of SEK) 31 Dec 2006 31 Dec 2005 31 Dec 2006 31 Dec 2005
Non-current assets
Intangible assets
Gooduwill Note 16 643.4 452.5 - -
Other intangible assets Note 17 26.9 6.0 - -
Total 670.3 458.5 - -
Tangible assets
Land and buildings Note 18 507.1 483.0 - -
Machinery and equipment Note 19 556.8 488.6 0.2 0.2
Construction in progress Note 20 52.4 43.6 - -
Total 1,116.3 1,015.2 0.2 0.2
Financial assets
Shares in subsidiaries Note 21 - - 1,112.6 834.0
Receivables from Group companies - - 306.7 231.1
Shares in associated companies Note 22 0.1 0.0 - -
Long-term securities held 0.2 0.2 - -
Deferred tax asset Note 15 22.2 30.1 - 2.3
Other long-term receivables 5.7 5.7 - -
Total 28.2 36.0 1,419.3 1,067.4
Total non-current assets 1,814.8 1,509.7 1,419.5 1,067.6
Current assets
Inventories
Raw materials and consumables 527.0 409.0 - -
Work in progress 140.2 120.5 - -
Finished products and goods for resale 340.7 301.6 - -
Total 1,007.9 831.1 - -
Current receivables
Accounts receivable - trade 721.8 552.5 - 0.0
Receivables from Group companies - - 11.5 7.8
Accounts receivable — associated companies 0.7 - - -
Tax asset 22.8 10.0 0.4 0.2
Other receivables 78.2 62.0 4.6 0.6
Prepaid expenses and accrued income 33.5 26.7 0.4 0.3
Total 857.0 651.2 16.9 8.9
Current investments Note 23 4.8 1.1 - -
Cash and cash equivalents 218.3 132.2 1.0 0.1
Total current assets 2,088.0 1,615.6 17.9 9.0
Total assets 3,902.8 3,125.3 1,437.4 1,076.6
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Equity and liabilities Group Parent company

(in millions of SEK) 31 Dec 2006 31 Dec 2005 31 Dec 2006 31 Dec 2005

Equity

Restricted equity
Share capital Note 24 58.7 58.7 58.7 58.7
Capital contributed/restricted reserves 67.4 67.4 74.9 74.9
Total restricted equity 133.6 133.6
Non-restricted equity

Other reserves/Fair value reserve 2.1 24.8 8.4 -59
Profit brought forward incl. profit for the year 1,155.3 874.9 204.3 179.0
Minority interest 0.0 5.2 - -
Total non-restricted equity 212.7 173.1

Total equity 1,283.5 1,031.0 346.3 306.7

Untaxed reserves

Accelerated depreciation - - 0.1 0.2
Total untaxed reserves - - 0.1 0.2
Non-current liabilities and provisions Note 27
Provisions for post-employment benefits Note 25 28.7 27.3 - -
Provisions for taxes Note 15 126.6 116.4 8.3 -
Guarantee risk reserve Note 26 48.8 47.8 - -
Restructuring reserve Note 26 27.6 60.6 - -
Other provisions, non-interest-bearing Note 26 9.8 7.9 - -
Bank overdraft facilities Note 28 357.7 210.4 - -
Liabilities to credit institutions 929.4 792.2 756.9 464.1
Liabilities to Group companies - - 215.0 129.8
Other liabilities, interest-bearing 6.8 0.7 - -
Other liabilities, non-interest-bearing 30.2 27.7 27.7 15.3
Total non-current liabilities and provisions 1,565.6 1,291.0 1,002.9 609.2

Current liabilities and provisions

Liabilities to credit institutions 139.7 117.9 75.1 48.7
Accounts payable - trade 433.1 278.1 0.5 0.4
Advance payments from customers 3.7 2.2 - -
Liabilities to Group companies - - 0.5 100.2

Tax liability 56.7 42.2 - -
Other liabilities 135.2 108.2 7.4 7.4
Accrued expenses and deferred income Note 29 285.3 254.7 4.6 3.8

Total current liabilities and provisions 1,053.7 803.3 88.1 160.5
Total equity and liabilities 3,902.8 3,125.3 1,437.4 1,076.6
Pledged assets Note 30 1,716.0 1,553.0 335.0 335.0
Contingent liabilities Note 31 9.4 3.9 208.5 260.2
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ANNUAL ACCOUNTS 2006

Changes in equity

Group Profit brought
Share Contributed Other forward incl. Minority Total
(in millions of SEK) capital capital reserves 1) profit for the year interest equity
Equity 31 Dec 2004 58.7 67.4 -11 763.3 3.3 891.6
Effect of change in accounting principles 3.3 3.3
Adjusted equity brought forward 1 Jan 2005 58.7 67.4 2.2 763.3 3.3 894.9

Market value of commercial forward

exchange agreements after tax allowance -53 -53
Exchange rate differences 2) 27.9 0.2 28.1
Dividend -70.4 -704
Profit for the year 182.0 1.7 183.7
Equity 31 Dec 2005 58.7 67.4 24.8 874.9 5.2 1,031.0
Market value of commercial forward
exchange agreements after tax allowance 35 3.5
Exchange rate differences 2) -26.2 -0.2 -26.4
Minority shares acquired -5.0 -5.0
Dividend -70.4 -704
Profit for the year 350.8 350.8
Equity 31 Dec 2006 58.7 67.4 2.1 1,155.3 0.0 1,283.5
1) Ofher reserves 2) Specification of the year’s exchange rate difference in equity
Re- Exchange Total Th \ h diff for forei bsidiari
valuation rate other e year's exchange rate difference for foreign subsidiaries
(in millions of SEK) reserve  difference reserves recomputed in accordance with the current method -40.0
The year’s exchange rate difference when recomputed
Other reserves 1 Jan 2005 3.3 -1.1 2.2 for loans to foreign subsidiaries ~16
Market value of commercial forward The year’s exchange rate difference when recomputing
exchange agreements after tax allowance -53 -53 loans in foreign currencies in connection with the acquisition
Exchange rate differences 2) 27.9 27.9 of foreign subsidiaries: SEK 21.1 million, of which the tax
effect is SEK 5.9 million 15.2
Other reserves 31 Dec 2005 -20 26.8 24.8
Total exchange rate difference for the period -26.4
Market value of commercial forward
exchange agreements after tax allowance 35 35 Specification of accumulated exchange rate difference
Exchange rate differences 2) ~26.2 ~26.2 when recomputing figures for foreign subsidiaries
Other reserves carried forward 31 Dec 2006 15 06 21 Accumulated exchange rate difference at start of year 32.2
Exchange rate difference for the year in foreign subsidiaries - 40.0
Accumulated exchange rate difference at year-end -7.8
Parent company
Share Statutory Fair value  Profit brought Total
(in millions of SEK) capital reserve reserve forward equity
Equity 31 Dec 2004 58.7 74.9 177.0 310.6
Effect of change in accounting principles 3) 1.3 1.3
Adjusted equity brought forward 1 Jan 2005 58.7 74.9 1.3 177.0 311.9
The year’s exchange rate difference when recomputing loans in foreign currencies
in connection with the acquisition of foreign subsidiaries: SEK — 10.0 million,
of which the tax effect is SEK — 2.8 million. -7.2 -72
Profit for the year 72.4 72.4
Dividend -704 -704
Equity 31 Dec 2005 58.7 74.9 -59 179.0 306.7
The year’s exchange rate difference when recomputing loans in foreign currencies
in connection with the acquisition of foreign subsidiaries: SEK 19.9 million,
of which the tax effect is SEK 5.6 million. 14.3 14.3
Group contribution -0.3 -0.3
Profit for the year 96.0 96.0
Dividend -70.4 -70.4
Equity 31 Dec 2006 58.7 74.9 8.4 204.3 346.3

3) With effect from 2006 financial instruments are recognised at fair value. A non-recurring effect of this was that equity as per 31 Dec. 2004 rose by SEK 1.3 million.
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Cash flow statements

ANNUAL ACCOUNTS 2006

Group Parent company
(in millions of SEK) 2006 2005 2006 2005
Operating activities
Operating profit 556.0 310.1 -15.0 -124
+ depreciation charged to this profit 143.9 121.1 0.1 0.1
+ capital losses / — capital gains -1.4 1.0 - -
- minority participation in profits 0.0 -1.7 - -
Total 698.5 430.5 -14.9 -12.3
Interest received and similar items 6.6 4.2 9.5 57
Interest paid and similar items -61.0 -415 -28.9 -16.1
Tax paid -154.2 -80.6 -05 -0.3
Cash flow before change in working capital 489.9 312.6 -34.8 -23.0
Change in working capital
Change in inventories -143.3 -96.1 - -
Change in current receivables -173.6 -99.3 -7.8 5.9
Change in current liabilities 2235 86.0 -725 117.1
Cash flow from operating activities 396.5 203.2 -115.1 100.0
Investment activities
Investments in machinery and equipment -174.1 -146.2 - -
Investments in buildings and land -61.7 -43.6 - -
Investment in construction in progress -25 -0.7 - -
Investment in goodwill -5.4 -17.4 - -
Investment in other intangible non-current assets -6.1 -2.0 - -
Disposal of associated companies - 3.1 - 3.1
Sale of machinery and equipment 5.1 4.0 - -
Sale of buildings and land 8.7 3.0 - -
Sale of construction in progress - 0.6 - -
Sale of goodwill - 0.3 - -
Change in non-current receivables and other securities -0.6 -20.1 -75.6 -113.9
Cash flow from investment activities -236.6 -219.0 -75.6 -110.8
Operating cash flow 159.9 -15.8 -190.7 -10.