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C1 Significant Accounting
Policies

The consolidated financial statements comprise Telefonaktiebolaget
LM Ericsson, the Parent Company, and its subsidiaries (“the Com-
pany”) and the Company’s interest in associated companies and joint
ventures. The Parent Company is domiciled in Sweden at Tor-
shamnsgatan 23, 164 83 Stockholm.

The consolidated financial statements for the year ended Decem-
ber 31, 2007, have been prepared in accordance with International
Financial Reporting Standards (IFRS) as endorsed by the EU, RR
30:06 Additional rules for Group Accounting, related interpretations
issued by the Swedish Financial Reporting Board (Radet for Finan-
siell Rapportering), and the Swedish Annual Accounts Act. There is
no effect on Ericcsson’s financial reporting due to differences be-
tween IFRS as issued by the IASB and IFRS as endorsed by the EU,
nor is RR 30:06 or the Swedish Annual Accounts Act in conflict with
IFRS.

In light of the SEC’s rule release “Acceptance from Foreign Private
Issuers of Financial Statements Prepared in Accordance with Interna-
tional Financial Reporting Standards without reconciliation to US
GAAP”, which becomes effective on March 4, 2008, reconciliation of
equity and net income is not made to accounting principles generally
accepted in the United States (US GAAP), neither in this annual
report nor in the Company’s annual rapport on form 20F.

The financial statements were approved by the Board of Directors
on February 22, 2008. The balance sheets and income statements
are subject to approval by the annual general meeting of sharehold-
ers.

New standards and interpretations adopted
as from January 1, 2007

IFRS 7, Financial Instruments: Disclosures, and a complementary
amendment to IAS 1, Presentation of Financial Statements — Capi-
tal Disclosures (effective from January 1, 2007). IFRS 7 introduces
new disclosure requirements to improve the information about
financial instruments.

The amendment to IAS 1 introduces disclosures about the level of
an entity’s capital and how it manages capital. The Company
applies IFRS 7 and the amendment to IAS 1 from annual periods
beginning January 1, 2007.

The new standard, IFRS 7, and the amendment to IAS 1 relate to
changes in disclosure or presentation and has therefore not had
any impact on financial result or position.

The following IFRICs have been applied as from January 1, 2007:
IFRIC Interpretation 7 Applying the Restatement Approach under
IAS 29 Financial Reporting in Hyperinflationary Economies.

This Interpretation provides guidance on how to apply the require-
ments of IAS 29 in a reporting period in which an entity identifies
the existence of hyperinflation in the economy of its functional
currency.

IFRIC 8 Scope of IFRS 2.

This interpretation applies to transactions when the identifiable
consideration received appears to be less than the fair value of the
equity instruments granted.
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IFRIC 9 Reassessment of Embedded Derivatives.

This interpretation determines when an entity shall reassess the
need for an embedded derivative to be separated.

IFRIC 10 Interim Financial Reporting and Impairment. An entity
shall not reverse an impairment loss recognized in a previous
interim period in respect of goodwill or an investment in either an
equity instrument or a financial asset carried at cost.

None of the new IFRICs have had a significant impact on financial
result or position.

Amendment issued by the Swedish Financial Reporting Board

In March 2007, an amendment to URA 43 Accounting for special
payroll tax and tax on investment returns was issued. The amend-
ment had no impact on the Company’s financial result or position
due to the fact that the Company had applied the principles of this
interpretation prior to the amendment.

Changes in financial reporting structure
Business segments

Ericsson reorganized its operating structure as from January 1, 2007.
From the first quarter report 2007, the Company’s financial reporting
has been adapted to reflect this new structure. The Company also
took this opportunity to make other modifications to further enhance
transparency with additional disclosures.

Ericsson reports the following business segments: Networks,
Professional Services, Multimedia and Phones, represented by the
share in earnings of Sony Ericsson.

The changed segment reporting is in accordance with the objec-
tives set forth in IAS 14 Segment reporting. The business activities
previously reported in Other Operations have been merged into the
new segments to better leverage the opportunities provided by
internal business combinations.

Business segment Networks includes products for mobile and
fixed broadband access, core networks, transmission and next-
generation IP-networks. Related network rollout services are also
included. In addition, the power modules and cables operations,
previously reported under Other Operations, are now included within
Networks, as well as the acquired operations of Redback and Entri-
sphere.

Business segment Professional Services includes all service
operations, excluding network rollout reported under Networks.
Services for systems integration of IP- and core networks previously
reported as network rollout are now reclassified as Professional
Services. Sales of managed services as a part of the total Profes-
sional Services will continue to be disclosed, since this represents
service revenues of a recurring nature. The acquired operation of
HyC Group has been included in Professional Services.

Business segment Multimedia includes multimedia systems, previ-
ously reported under segment Systems, and enterprise solutions and
mobile platforms, previously included in Other Operations. The ac-
quired operations of Tandberg TV, Mobeon, LHS and Drutt have
been included in Multimedia.

For each of the business segments, the Company has reported
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net sales and operating margin quarterly. In addition, the Company
has continued to disclose sales of mobile systems, including relevant
parts of Networks and Multimedia.

The nature of the acquisitions made during 2007, including those
acquired within Multimedia, has not resulted in any significant addi-
tion or amendment to the accounting policies of the Company.

Changes in accounting policies and reporting

Royalty revenues for intellectual property rights

Within the consolidated income statement, royalty revenues for
intellectual property rights (IPR) related to products are included as
part of Net Sales instead of Other operating income. Accordingly, the
related costs, previously reported as part of Research and develop-
ment expenses, are reported as Cost of Sales or Selling and adminis-
trative expenses, depending on the nature of the costs.

Research and development expenses

These were prior to 2007 called “Research and development and
other technical expenses” but are from 2007 renamed “Research and
development expenses”. This change is only related to adoption of
IFRS terminology and has not resulted in any changes of amounts.

Statement of cash flows

Cash flow from operations is disclosed as before, but the subtotals
“Cash flow from operating investing activities” and “Cash flow before
financial investing activities” are no longer reported. Note C25,
“Statement of Cash Flows” includes additional breakdown of adjust-
ments to reconcile net income to cash, operating net assets and
investing activities.

Basis of presentation

The financial statements are presented in millions of Swedish Krona
(SEK). They are prepared on a historical cost basis, except for certain
financial assets and liabilities that are stated at fair value: derivative
financial instruments, financial instruments held for trading, financial
instruments classified as available-for-sale and plan assets related to
defined benefit pension plans. Non-current assets and disposal
groups held for sale are stated at the lower of carrying amount and
fair value less cost to sell.

Basis of consolidation

The consolidated financial statements are prepared in accordance
with the purchase method. Accordingly, consolidated stockholders’
equity includes equity in subsidiaries, associated companies and
joint ventures earned only after their acquisition.

Subsidiaries are all companies in which Ericsson has an ownership
interest and directly or indirectly, including effective potential voting
rights, has a voting majority or in which Ericsson by agreement has
control of or retains the majority of the residual or ownership risk of
the entity. This means that the Company has the power to govern the
financial and operating policies generally accompanying a sharehold-
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ing of more than one half of the voting rights. At acquisitions, consoli-
dation is performed from the date control is transferred. At divest-
ments, deconsolidation is made from the date when control ceases.

Intra-group balances and any unrealized income and expense
arising from intra-group transactions are fully eliminated in preparing
the consolidated financial statements. Unrealized losses are elimi-
nated in the same way as unrealized gains, but only to the extent that
there is no evidence of impairment.

Associated companies and joint ventures

Investments in associated companies, where voting stock interest
including effective potential voting rights is at least 20 percent but not
more than 50 percent, or where a corresponding influence is ob-
tained through agreement, are accounted for according to the equity
method. Under the equity method, the investment in an associate is
initially recognised at cost and the carrying amount is increased or
decreased to recognise the investor’s share of the profit or loss of the
investee after the date of acquisition. Ericsson’s share of income
before taxes is reported in item Share in earnings of joint ventures
and associated companies, included in Operating Income. This is
due to that the majority of these interests relate to Sony Ericsson, an
interest that is held for non-financial purposes. Ericsson’s share of
taxes is included in item Taxes. Unrealized internal profits in inventory,
as well as other assets in associated companies and joint ventures
purchased from subsidiary companies, are eliminated in the consoli-
dated accounts in proportion to ownership. Losses in transactions
with associated companies and joint ventures are eliminated in the
same way as profits, unless there is evidence of impairment.

Also when associated companies and joint ventures sell to the
Company, unrealized internal profits and losses occur. Eliminations
are made also of such profits and losses.

Undistributed share in earnings of associated companies and joint
ventures included in consolidated equity are reported as Retained
earnings, subsequent to acquisition.

Business combinations

At the acquisition of a business, an allocation is made of the cost of
the business combination in which fair values are assigned to ac-
quired assets, liabilities and contingent liabilities, for example intan-
gible assets such as customer relations, brands and patents, based
upon appraisals made. Goodwill arises when the purchase price
exceeds the fair value of recognizable acquired net assets.

As from the acquisition date, goodwill acquired in a business
combination is allocated to each of the cash-generating units, or
groups of cash-generating units, that are expected to benefit from
the synergies of the combination. Corporate assets are allocated to
cash-generating units in proportion to each unit’s proportion of net
sales. An annual impairment test for the cash-generating units to
which goodwill has been allocated is performed in the fourth quarter,
or when there is an indication of impairment. An impairment loss is
recognized if the carrying amount of the cash-generating unit ex-
ceeds its recoverable amount. Impairment losses are recognized in
the income statement. Impairment losses recognized in respect of
cash-generating units are allocated first to reduce the carrying
amount of the goodwill allocated to the unit and then to reduce the
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carrying amounts of the other assets in the unit on a pro rata basis.
The recoverable amount of an asset or a cash-generating unit is the
greater of its value in use and its fair value less costs to sell. In as-
sessing value in use, the estimated future cash flows are discounted
to their present value. An impairment loss in respect of goodwill is not
reversed.

Foreign currency remeasurement and translation

ltems included in the financial statements of each of the Group’s
entities are measured using the currency of the primary economic
environment in which the entity operates (‘the functional currency’).
The consolidated financial statements are presented in Swedish
Krona (SEK), which is the Parent Company’s functional and presenta-
tion currency.

Transactions and balances

Foreign currency transactions are translated into the functional cur-
rency using the exchange rates prevailing at the dates of the transac-
tions. Foreign exchange gains and losses resulting from the settle-
ment of such transactions and from the translation at year-end
exchange rates of monetary assets and liabilities denominated in
foreign currencies are recognized in the income statement, except
when deferred in equity as qualifying cash flow hedges or qualifying
net investment hedges.

Changes in the fair value of monetary securities denominated in
foreign currency classified as available-for-sale are analyzed between
translation differences resulting from changes in the amortized cost
of the security and other changes in the carrying amount of the
security. Translation differences related to changes in the amortized
cost are recognized in profit or loss, and other changes in the carry-
ing amount are recognized in equity.

Translation differences on non-monetary financial assets and
liabilities are reported as part of the fair value gain or loss.

Group companies

The results and financial position of all the group entities that have a
functional currency different from the presentation currency are
translated into the presentation currency as follows:
assets and liabilities for each balance sheet presented are trans-
lated at the closing rate at the date of that balance sheet;
income and expenses for each income statement are translated at
average exchange rates; and
all resulting net exchange differences are recognized as a separate
component of equity

There is no significant impact due to a currency of a hyperinflationary
economy.

On consolidation, exchange differences arising from the transla-
tion of the net investment in foreign operations, and of borrowings
and other currency instruments designated as hedges of such invest-
ments, are taken to stockholders’ equity. When a foreign operation is
partially disposed of or sold, exchange differences that were record-
ed in equity are recognized in the income statement as part of the
gain or loss on sale.
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Goodwill and fair value adjustments arising on the acquisition of a
foreign entity are treated as assets and liabilities of the foreign entity
and translated at the closing rate.

Statement of cash flows

The cash flow statement is prepared according to the indirect meth-
od. Cash flows from foreign subsidiaries are translated at the average
exchange rate during the period. Payments for subsidiaries acquired
and/or divested are reported as cash flow from investing activities,
net of cash.

Cash and cash equivalents consist of cash, bank and short-term
investments and are highly liquid financial instruments that have a
remaining maturity of three months or less at the date of acquisition.

Revenue recognition

The Company offers a comprehensive portfolio of telecommunication
and data communication systems, multimedia solutions and profes-
sional services, covering a range of technologies.
The contracts are of four main types:
delivery-type
contracts for various types of services, for example multi-year
managed services contracts
Licenses for the use of the Company’s technology or intellectual
property rights, not being a part of another product.
construction-type

The majority of the Company’s products and services are delivered
under delivery-type contracts including multiple elements, such as
base stations, base station controllers, mobile switching centers,
routers, microwave transmission links, various software products and
related installation and integration services. Such contract elements
generally have individual item prices in agreed price lists per cus-
tomer.

Sales are recorded net of value added taxes, goods returned,
trade discounts and rebates. Revenue is recognized with reference to
all significant contractual terms when the product or service has
been delivered, when the revenue amount is fixed or determinable
and when collection is reasonably assured. Specific contractual
performance and acceptance criteria may impact the timing and
amounts of revenue recognized.

The profitability of individual contracts is periodically assessed,
and provisions for any estimated losses are made immediately when
losses are probable.

For sales between consolidated companies, associated compa-
nies, joint ventures and segments, the Company applies arm’s length
pricing.

Definitions of contract types and related more specific

accounting revenue recognition criteria

Different revenue recognition methods, based on either IAS 11 Con-
struction contracts or IAS 18 Revenue, are applied based on the
solutions provided to customers, the nature and sophistication of the
technology involved and the contract conditions in each case.

The contract types that fall under IAS 18 are:
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Delivery-type contracts are contracts for delivery of a product or a
combination of products to form a whole or a part of a network as
well as delivery of stand alone products. Medium-size and large
delivery type contracts generally include multiple elements. Such
elements are normally standardized types of equipment or soft-
ware as well as services such as network rollout.

Revenue is recognized when risks and rewards have been trans-
ferred to the customer, normally stipulated in contractual terms of
trade. For delivery-type contracts that have multiple elements,
revenue is allocated to each element based on relative fair values.
If there are undelivered elements essential to the functionality of
the delivered elements, or, if fair values are not available for all
elements, the Company defers the recognition of revenue until all
elements essential to the functionality have been delivered or fair
values exist for the undelivered elements.

Contracts for various types of services, include services such as:
training, consulting, engineering, installation and multi-year man-
aged services and hosting. Revenue is generally recognized when
the services have been provided. Revenue for managed service
contracts and other services contracts covering longer periods is
recognized pro rata over the contract period.

Licenses for the use of the Company’s technology or intellectual
property rights, i.e. not being a part of a sold product. These
mainly relate to mobile platform technology and other license
revenues from third parties for the right to use the Company’s
technology in design and production of products for sale. Revenue
is recognized based on the number of mobile devices or other
products that are produced and made available for the market by
the customer.

The contract type that fall under IAS 11:
Construction-type contracts. In general, a construction type con-
tract is a contract where the Company supplies a customer with a
complete network which to a large extent is based upon new
technology or includes major components which are specifically
designed for the customer. Revenues from construction-type
contracts are recognized according to stage of completion, gener-
ally using the milestone output method.

Earnings per share

Basic earnings per share are calculated by dividing net income attrib-
utable to stockholders of the Parent Company by the average num-
ber of shares outstanding (total number of shares less treasury stock)
during the year.

Diluted earnings per share are calculated by dividing net income
attributable to stockholders of the Parent Company by the sum of the
average number of ordinary shares outstanding and dilutive potential
ordinary shares. Potential ordinary shares are treated as dilutive
when, and only when, this reduces earnings per share.

Financial assets

The Company classifies its financial assets in the following catego-
ries: at fair value through profit or loss, loans and receivables, and
available for sale. The classification depends on the purpose for
which the financial assets were acquired. Management determines
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the classification of its financial assets at initial recognition.

Regular purchases and sales of financial assets are recognized on
the settlement date. Investments are initially recognized at fair value
plus transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value through
profit or loss are initially recognized at fair value, and transaction
costs are expensed in the income statement. Available-for-sale
financial assets and financial assets at fair value through profit or loss
are subsequently carried at fair value. Loans and receivables are
carried at amortized cost, using the effective interest method.

Financial assets are derecognized when the rights to receive cash
flows from the investments have expired or have been transferred
and the Company has transferred substantially all risks and rewards
of ownership. Separate assets or liabilities are recognized if any
rights and obligations are created or retained in the transfer.

The fair values of quoted financial investments and derivatives are
based on quoted market prices or rates. If official rates or market
prices are not available, fair values are calculated by discounting the
expected future cash flows at prevailing interest rates. Valuations of
FX options and Interest Rate Guarantees (IRG) are made by using a
Black-Scholes formula. Inputs to the valuations are market prices for
implied volatility, foreign exchange and interest rates.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets
held for trading. A financial asset is classified in this category if ac-
quired principally for the purpose of selling or repurchasing in the
near term.

Derivatives are classified as held for trading, unless they are desig-
nated as hedges. Assets in this category are classified as current
assets.

Gains or losses arising from changes in the fair values of the “fi-
nancial assets at fair value through profit or loss”-category are pre-
sented in the income statement within Financial income in the period
in which they arise.

Loans and receivables

Receivables are initially recognized at fair value and subsequently
measured at amortized cost, less allowances for impairment charges.
Trade receivables include amounts due from customers. The balance
represents amounts billed to customer and amounts where risk and
rewards have been transferred to the customer but the invoice has
not yet been issued.

Collectibility of the receivables is assessed for purposes of initial
revenue recognition.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either
designated in this category or not classified in any of the other cate-
gories. They are included in non-current assets unless management
intends to dispose of the investment within 12 months of the balance
sheet date.

Dividends on available-for-sale equity instruments are recognized
in the income statement as part of financial income when the Com-
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pany’s right to receive payments is established.

Changes in the fair value of monetary securities denominated in a
foreign currency and classified as available-for-sale are analyzed
between translation differences resulting from changes in amortized
cost of the security and other changes in the carrying amount of the
security. The translation differences on monetary securities are
recognized in profit or loss; translation differences on non-monetary
securities are recognized in equity. Changes in the fair value of mone-
tary and non-monetary securities classified as available-for-sale are
recognized in equity. When securities classified as available-for-sale
are sold or impaired, the accumulated fair value adjustments recog-
nized in equity are included in the income statement.

Impairment

At each balance sheet date, the Company assesses whether there is
objective evidence that a financial asset or a group of financial assets
is impaired. In the case of equity securities classified as available-for-
sale, a significant or prolonged decline in the fair value of the security
below its cost is considered as an indicator that the security is im-
paired. If any such evidence exists for available-for-sale financial
assets, the cumulative loss — measured as the difference between
the acquisition cost and the current fair value, less any impairment
loss on that financial asset previously recognized in profit or loss - is
removed from equity and recognized in the income statement. Im-
pairment losses recognized in the income statement on equity instru-
ments are not reversed through the income statement.

An assessment of impairment of receivables is performed when
there is objective evidence that the Company will not be able to
collect all amounts due according to the original terms of the receiv-
able. Significant financial difficulties of the debtor, probability that the
debtor will enter bankruptcy or financial reorganization, and default or
delinquency in payments are considered indicators that the trade
receivable is impaired. The amount of the allowance is the difference
between the asset’s carrying amount and the present value of esti-
mated future cash flows, discounted at the original effective interest
rate. The carrying amount of the asset is reduced through the use of
an allowance account, and the amount of the loss is recognized in
the income statement within selling expenses. When a trade receiv-
able is finally established as uncollectible, it is written off against the
allowance account for trade receivables. Subsequent recoveries of
amounts previously written off are credited against selling expenses
in the income statement.

Financial Liabilities
Borrowings

Borrowings are initially recognized at fair value, net of transaction
costs incurred. Borrowings are subsequently stated at amortized
cost; any difference between the proceeds (net of transaction costs)
and the redemption value is recognized in the income statement over
the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group
has an unconditional right to defer settlement of the liability for at
least 12 months after the balance sheet date.
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Trade payables

Trade payables are recognized initially at fair value and subsequently
measured at amortized cost using the effective interest method.

Derivatives at fair value through profit or loss

Certain derivative instruments do not qualify for hedge accounting
and are accounted for at fair value through profit or loss. Changes in
the fair value of these derivative instruments that do not qualify for
hedge accounting are recognized immediately in the income state-
ment within Financial expenses.

Financial liabilities are derecognized when they are extinguished,
i.e. when the obligation specified in the contract is discharged, can-
celled or expires.

Derivative financial instruments and hedging activities

Derivatives are initially recognized at fair value at trade date and

subsequently re-measured at fair value. The method of recognizing

the resulting gain or loss depends on whether the derivative is desig-

nated as a hedging instrument, and if so, the nature of the item being

hedged. The Company designates certain derivatives as either:

a) ahedge of the fair value of recognized liabilities (fair value hedge);

b) ahedge of a particular risk associated with a highly probable
forecast transaction (cash flow hedge); or

c) ahedge of a netinvestment in a foreign operation (net investment
hedge).

At the inception of the transaction, the Company documents the
relationship between hedging instruments and hedged items, as well
as its risk management objectives and strategy for undertaking
various hedging transactions. The Company also documents its
assessment, both at hedge inception and on an ongoing basis, of
whether the derivatives that are used in hedging transactions are
highly effective in offsetting changes in fair values or cash flows of
hedged items.

The fair values of various derivative instruments used for hedging
purposes are disclosed in Note C20. Movements in the hedging
reserve in stockholders’ equity are shown in Note C16. The full fair
value of a hedging derivative is classified as a non-current asset or
liability when the remaining maturity of the hedged item is more than
12 months, and as a current asset or liability when the remaining
maturity of the hedged item is less than 12 months. Trading deriva-
tives are classified as current assets or liabilities.

a) Fair value hedges

Changes in the fair value of derivatives that are designated and quali-
fy as fair value hedges are recorded in the income statement, togeth-
er with any changes in the fair value of the hedged asset or liability
that are attributable to the hedged risk. The Group only applies fair
value hedge accounting for hedging fixed interest risk on borrowings.
Both gains or losses relating to the interest rate swaps hedging fixed
rate borrowings and the changes in the fair value of the hedged fixed
rate borrowings attributable to interest rate risk are recognized in the
income statement within Financial expenses. If the hedge no longer
meets the criteria for hedge accounting, the adjustment to the carry-
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ing amount of a hedged item for which the effective interest method
is used is amortized to profit or loss over the period to maturity.

b) Cash flow hedges

The effective portion of changes in the fair value of derivatives that
are designated and qualify as cash flow hedges is recognized in
equity. The gain or loss relating to an ineffective portion is recognized
immediately in the income statement within financial income or ex-
pense.

Amounts deferred in equity are recycled in the income statement in
the periods when the hedged item affects profit or loss (for example,
when the forecast sale that is hedged takes place), either in Net
Sales or Cost of Sales. When the forecast transaction that is hedged
results in the recognition of a non-financial asset (for example, inven-
tory or fixed assets), the gains and losses previously deferred in
equity are transferred from equity and included in the initial measure-
ment of the cost of the asset. The deferred amounts are ultimately
recognized in Cost of Sales in case of inventory, or in Depreciation in
case of fixed assets. When a hedging instrument expires or is sold, or
when a hedge no longer meets the criteria for hedge accounting, any
cumulative gain or loss which at that time remains in equity is recog-
nized in the income statement. When a forecast transaction is no
longer expected to occur, the cumulative gain or loss that was re-
ported in equity is immediately transferred to the income statement
within financial income or expense.

c) Netinvestment hedge

Hedges of net investments in foreign operations are accounted for
similarly to cash flow hedges. Any gain or loss on the hedging instru-
ment relating to the effective portion of the hedge is recognized in
equity. A gain or loss relating to an ineffective portion is recognized
immediately in the income statement within financial income or ex-
pense. Gains and losses deferred in equity are included in the in-
come statement when the foreign operation is partially disposed of or
sold.

Financial guarantees

Financial guarantee contracts are initially recognized at fair value (i.e.
usually the fee received). Subsequently, these contracts are mea-
sured at the higher of
the amount determined as the best estimate of the net expenditure
required to settle the obligation according to the guarantee con-
tract, and
the recognized contractual fee less cumulative amortization when
amortized over the guarantee period, using the straight-line
method.

The best estimate of the net expenditure comprises future fees and
cash flows from subrogation rights.

Inventories

Inventories are measured at the lower of cost or net realizable value
on a first-in, first-out (FIFO) basis.
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Risks of obsolescence have been measured by estimating market
value based on future customer demand and changes in technology
and customer acceptance of new products.

Intangible assets other than goodwill

These assets consist of capitalized development expenses and
acquired intangible assets, such as patents, customer relations,
brands and software. At initial recognition, capitalized development
expenses are stated at cost while acquired intangible assets related
to business combinations are stated at fair value. Subsequent to
initial recognition, both capitalized development expenses and ac-
quired intangible assets are stated at initially recognized amount less
accumulated amortization/impairment. Amortization and any impair-
ment losses are included in Research and development, mainly for
capitalized development expenses and patents, Selling and adminis-
trative expenses, mainly for customer relations and brands, and Cost
of sales.

Costs incurred for development of products to be sold, leased or
otherwise marketed or intended for internal use are capitalized as
from when technological and economical feasibility has been estab-
lished until the product is available for sale or use. These capitalized
expenses are mainly generated internally and include direct labor and
related overhead. Amortization of capitalized development expenses
begins when the product is available for general release. Amortiza-
tion is made on a product or platform basis according to the straight-
line method over periods not exceeding five years. Research and
development expenses directly related to orders from customers are
accounted for as a part of Cost of sales. Other research and develop-
ment expenses are charged to expense as incurred.

Amortization of acquired intangible assets, such as patents, cus-
tomer relations, brands and software, is made according to the
straight-line method over their estimated useful life, normally not
exceeding ten years.

The Company has not recognized any intangible assets with indefi-
nite useful life other than goodwill.

Impairment tests are performed whenever there is an indication of
possible impairment. However, intangible assets not yet available for
use are tested annually. An impairment loss is recognized if the
carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. The recoverable amount is the higher of its
value in use and its fair value less costs to sell. In assessing value in
use, the estimated future cash flows after tax are discounted to their
present value using an after-tax discount rate that reflects current
market assessments of the time value of money and the risks specific
to the asset. Corporate assets have been allocated to cash-
generating units in relation to each unit’s proportion of total net sales.
The amount related to corporate assets is not significant. Impairment
losses recognized in prior periods are assessed at each reporting
date for any indications that the loss has decreased or no longer
exists. An impairment loss is reversed if there has been a change in
the estimates used to determine the recoverable amounts. An impair-
ment loss is reversed only to the extent that the asset’s carrying
amount does not exceed the carrying amount, net of amortization,
that would have been determined if no impairment loss had been
recognized.
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Property, plant and equipment
ltems of property, plant and equipment are stated at cost less accu-
mulated depreciation and impairment losses.

Depreciation is charged to income, generally on a straight-line
basis, over the estimated useful life of each component of an item of
property, plant and equipment, including buildings. Estimated useful
lives are, in general, 25 - 50 years for buildings, 20 years for land
improvements, 3 to 10 years for machinery and equipment, and up to
5 years for rental equipment. Depreciation and any impairment
charges are included in Cost of sales, Research and development or
Selling and administrative expenses.

The Company recognizes in the carrying amount of an item of
property, plant and equipment the cost of replacing a component
and derecognizes the residual value of the replaced component.

Impairment testing as well as recognition or reversal of impairment
for property, plant and equipment is performed in the same manner
as for intangible assets other than goodwill, see description under

“Intangible assets other than goodwill” above.

Gains and losses on disposals are determined by comparing the
proceeds less costs to sell with the carrying amount and are recog-
nized within Other operating income and expenses in the income
statement.

Leasing

Leasing when the Company is the lessee

Leases on terms in which the Company assumes substantially all the
risks and rewards of ownership are classified as finance leases.
Upon initial recognition, the leased asset is measured at an amount
equal to the lower of its fair value and the present value of the mini-
mum lease payments. Subsequent to initial recognition, the asset is
accounted for in accordance with the accounting policy applicable to
that type of asset, although the depreciation period would not ex-
ceed the lease term.

Other leases are operating leases, and the leased assets under
such contracts are not recognized on the balance sheet. Costs under
operating leases are recognized in the income statement on a
straight-line basis over the term of the lease. Lease incentives re-
ceived are recognized as an integral part of the total lease expense,
over the term of the lease.

Leasing when the Company is the lessor

Leasing contracts with the Company as lessor are classified as
finance leases when the majority of risks and rewards are transferred
to the lessee, and otherwise as operating leases. Under a finance
lease, a receivable is recognized at an amount equal to the net in-
vestment in the lease and revenue is recognized in accordance with
the revenue recognition principles.

Under operating leases, a balance sheet item of property, plant
and equipment is reported and revenue as well as depreciation is
recognized on a straight-line basis over the lease term.

Income taxes

Income taxes in the consolidated financial statements include both
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current and deferred taxes. Income taxes are reported in the income
statement unless the underlying item is reported directly in equity.
For those items, the related income tax is also reported directly in
equity. A current tax liability or asset is recognized for the estimated
taxes payable or refundable for the current year or prior years.

Deferred tax is recognized for temporary differences between the
book values of assets and liabilities and their tax values and for
unutilized tax loss carryforwards. A deferred tax asset is recognized
to the extent that it is probable that future taxable profits will be
available against which the deductible temporary differences and tax
loss carryforwards can be utilized. Deferred tax is not recognized for
the following temporary differences: goodwill not deductible for tax
purposes, the initial recognition of assets or liabilities that affect
neither accounting nor taxable profits, and differences related to
investments in subsidiaries to the extent that they will probably not
reverse in the foreseeable future.

Deferred tax is measured at the tax rate that is expected to be
applied to the temporary differences when they reverse, based on
the tax laws that have been enacted or substantively enacted by the
reporting date. An adjustment of deferred tax asset/liability balances
due to a change in the tax rate is recognized in the income statement,
unless it relates to a temporary difference earlier recognized directly
in equity, in which case the adjustment is also recognized in equity.

The measurement of deferred tax assets involves judgment
regarding the deductibility of costs not yet subject to taxation and
estimates regarding sufficient future taxable income to enable utiliza-
tion of unused tax losses in different tax jurisdictions. All deferred tax
assets are subject to annual review of probable utilization. The larg-
est amounts of tax loss carryforwards are originated in Sweden, with
indefinite period of utilization.

Provisions

Provisions are made when there are legal or constructive obligations
as a result of past events and when it is probable that an outflow of
resources will be required to settle the obligations and the amounts
can be reliably estimated. However, the actual outflow as a result of
an obligation may differ from such estimate.

In the ordinary course of business, the Company is subject to
proceedings, lawsuits and other unresolved claims, including pro-
ceedings under laws and government regulations and other matters.
These matters are often resolved over a long period of time. The
Company regularly assesses the likelihood of any adverse judgments
in or outcomes of these matters, as well as potential ranges of pos-
sible losses. Provisions are recognized when it is probable that a
liability has been incurred and the amount can be reasonably esti-
mated based on a detailed analysis of each individual issue.

The provisions mainly relate to product warranty commitments,
customer contract loss provisions, restructuring and other obliga-
tions, such as unresolved income tax and value added tax issues,
claims or obligations as a result of patent infringement and other
litigations, supplier claims and customer financing guarantees.

Product warranty commitments consider probabilities of all mate-
rial quality issues based on historical performance for established
products and expected performance for new products, estimates of
repair cost per unit, and volumes sold still under warranty up to
reporting date.
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For losses on customer contracts, provisions equal to the total
estimated loss are recorded when a loss from a contract is antici-
pated and possible to estimate reliably. These contract estimates
include any probable penalties to a customer under a loss contract.

A restructuring obligation has arisen when the Company has a
detailed formal plan for the restructuring (approved by management),
communicated in such a way that a valid expectation has been raised
among those affected.

The Company provides for estimated future settlements related to
patent infringements based on the probable outcome of each infringe-
ment. The ultimate outcome or actual cost of settling an individual
infringement may vary from the Company’s estimate. The Company
estimates the outcome of any potential patent infringement made
known to the Company through assertion and through the Company’s
own monitoring of patent-related cases in the relevant legal systems. To
the extent that the Company makes the judgment that an identified
potential infringement will more likely than not result in an outflow of
resources, the Company records a provision based on the Company’s
best estimate of the expenditure required to settle infringement pro-
ceedings.

At various intervals, the Company gives some of its suppliers and/
or subcontractors forecasts of expected purchases and also some-
times commits to minimum purchase levels during a certain period.
The agreements often include compensation clauses for the event
that material deviations from original plans regarding production
volumes or product mix should occur. As a result of actual deviations
from committed purchase levels or of received actual claims from
these suppliers and/or subcontractors, the Company makes provi-
sions for estimated compensation. Additionally, provisions are made
for estimated charges as a result of known changes in design specifi-
cations that are provided to production subcontractors. Amounts for
provisions and subsequent net amounts at settlements are charged
to the corresponding item in the income statement, i.e. costs related
to component suppliers, production subcontractors and installation
subcontractors are included in Cost of sales. Costs regarding devel-
opment subcontractors are included in Research & development,
and costs related to IT-providers and other services are included in
Operating expenses or Cost of sales, depending on the nature of the
service. Such provisions are monitored closely on a regular basis,
with any additions/reversals charged or credited to the same account
as the initial provision.

Post-employment benefits

Pensions and other post-employment benefits are classified as either
defined contribution plans or defined benefit plans. Under a defined
contribution plan, the Company’s only obligation is to pay a fixed
amount to a separate entity (a pension trust fund) with no obligation
to pay further contributions if the fund does not hold sufficient assets
to pay all employee benefits. The related actuarial and investment
risks fall on the employee. The expenditures for defined contribution
plans are recognized as costs during the period when the employee
provides service. Under a defined benefit plan, it is the Company’s
obligation to provide agreed benefits to current and former employ-
ees. The related actuarial and investment risks fall on the Company.
The present value of the defined benefit obligations for current and
former employees is calculated using the Projected Unit Credit Meth-
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od. The discount rate for each country is determined by reference to
market yields on high-quality corporate bonds that have maturity
dates approximating the terms of the Company’s obligations. In
countries where there is no deep market in such bonds, the market
yields on government bonds are used. The calculations are based
upon actuarial assumptions, assessed on a quarterly basis, and are
as a minimum prepared annually. Actuarial assumptions are the
Company’s best estimate of the variables that determine the cost of
providing the benefits. When using actuarial assumptions, it is pos-
sible that the actual result will differ from the estimated result or that
the actuarial assumptions will change from one period to another.
These differences are reported as actuarial gains and losses. They
are for example caused by unexpectedly high or low rates of employ-
ee turnover, changed life expectancy, salary changes, changes in the
discount rate and differences between actual and expected return on
plan assets. Actuarial gains and losses are recognized in equity in the
period in which they occur. The Company’s net liability for each
defined benefit plan consists of the present value of pension commit-
ments less the fair value of plan assets and is recognized net on the
balance sheet. When the result is a net benefit to the Company, the
recognized asset is limited to the total of any cumulative past service
cost and the present value of any future refunds from the plan or
reductions in future contribution to the plan.

The net of return on plan assets and interest on pension liabilities is
reported as financial income or expense, while the current service
cost and any other items in the annual pension cost are reported as
operating income or expense.

Pension cost calculated according to IAS 19 differs from pension
cost calculated according to Swedish GAAP. Payroll tax related to
actuarial gains and losses are reported in equity together with the
recognition of actuarial gains and losses.

Share-based employee compensation

Share-based compensation only relates to remuneration to employ-
ees, including key management personnel. Under IFRS, a company
shall recognize compensation costs for share-based compensation
programs to employees, being a measure of the value to the com-
pany of services received from the employees under the plans.

Stock option plans

In accordance with IFRS 1 and IFRS 2, Ericsson has chosen not to
apply IFRS 2 to equity instruments granted before November 7, 2002.
IFRS 2 was applied for one equity settled employee option pro-

gram granted after November 7, 2002. The vesting period for this
program ended during 2005, and Ericsson recognized compensation
costs representing the fair value at grant date of the outstanding
employee options. In the balance sheet, the corresponding amounts
are accounted for as equity. The fair value of the options was calcu-
lated using an option-pricing model. The total costs were recognized
during the vesting period (3 years), i.e. the period during which the
employees had to fulfill vesting requirements. When the options are
exercised, social security charges are to be paid in certain countries
on the value of the employee benefit; generally based on the differ-
ence between the market price of the share and the strike price.
Such social security charges are accrued during the vesting period.
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Stock purchase plans

For stock purchase plans, compensation costs are recognized during
the vesting period, based on the fair value of the Ericsson share at
the employee’s investment date. The fair value is based upon the
share price at investment date, adjusted for that no dividends will be
received on matching shares prior to matching. The employees pay a
price equal to the share price at investment date for the investment
shares. The investment date is considered as the grant date. In the
balance sheet, the corresponding amounts are accounted for as
equity. Vesting conditions are non-market based and affect the
number of shares that Ericsson will match. For shares under perfor-
mance-based matching programs, the Company assesses the
probability of meeting the performance targets when calculating the
compensation costs. Compensation expenses are based on esti-
mates of the number of shares that will match at the end of the vest-
ing period. When shares are matched, social security charges are to
be paid in certain countries on the value of the employee benefit. The
employee benefit is generally based on the market value of the shares
at the matching date. During the vesting period, estimated such
social security charges are accrued.

Segment reporting

Financial information is provided to the Board of Directors for both
primary and secondary segments. These segments are subject to
risks and returns that are different from those of other segments.

Primary segments

A primary segment is a business segment consisting of a group of
assets and operations engaged in providing products or services that
are subject to risks and returns that are different from those of the
other business segments. Mainly the following factors have been
considered when identifying the differences:

Commonality in products and services regarding technology,

research and development.

For which market and to what type of customers the segment’s

products and/or services are aimed

Through what distribution channels they are sold

Secondary segments

Secondary, geographical segments are defined based on similarities
in economic and market conditions, risks and returns for particular
geographical environments.

Borrowing costs

The Company does not capitalize any borrowing costs. Such costs
are expensed as incurred.
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Non-current assets held for sale

To be classified as an asset held for sale, the asset must be available
for immediate sale in its present condition and its sale must be highly
probable, requiring that the appropriate level of management has
authorized the plan to sell and that there is an active plan to complete
the sale.

Non-current assets held for sale are measured at the lower of
carrying amount and fair value less cost to sell.

Government grants

Government grants are recognized when there is a reasonable assur-
ance of compliance with conditions attached to the grants and that
the grants will be received.

For Ericsson, government grants are linked to performance of
research or development work or to subsidized capital expenditures
as governmental stimulus to employment or investments in a certain
country or region. Government grants linked to research and
development are normally deducted in reporting the related expense,
whereas grants related to assets are accounted for deducting the
grant in arriving at the acquisition cost of the asset.

New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpre-
tations are not yet effective for the year ended December 31, 2007,
and have not been applied in preparing these consolidated financial
statements:
IFRS 8 Operating Segments. This standard prescribes measure-
ment and presentation of segments and replaces IAS 14 Segment
reporting. The new standard requires a "management approach”,
under which segment information is presented on the same basis
as that used for internal reporting to the Board of Directors An
entity shall apply this IFRS in its annual financial statements for
periods beginning on or after January 1, 2009. The Company plans
to apply this new standard as from January 1, 2009.
IAS 1 Presentation of Financial Statements has been revised and
the revised standard shall be applied for financial periods begin-
ning on or after January 1, 2009. The amendment to the standard
is still subject to endorsement by the European Union. The chang-
es apply particularly to the presentation and names of the financial
statements and the presentation of owner changes in equity and of
comprehensive income. Thus, the standard requires a company to
present, in a statement of changes in equity, all owner changes in
equity. All non-owner changes in equity (i.e. comprehensive in-
come) are required to be presented in one statement of compre-
hensive income. The Company plans to apply this revised standard
as from January 1, 2009.
Revised IAS 23 Borrowing Costs removes the option to expense
borrowing costs and requires that a company capitalize borrowing
costs directly attributable to the acquisition, construction or pro-
duction of a qualifying asset as part of the cost of that asset. The
revised IAS 23 will become mandatory for the Company’s 2009
financial statements and will constitute a change in accounting
policy for the Group. The amendment to the standard is still sub-
ject to endorsement by the European Union. In accordance with
the transitional provisions, the Group will apply the revised IAS 23
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to qualifying assets from the effective date. The revised standard is
not expected to have a significant impact on the financial state-
ments of the Company. The Company plans to apply this revised
standard as from January 1, 2009.

IAS 27 (Amendment) Consolidated and Separate Financial State-
ments (effective from July 1, 2009). The amendment to the stan-
dard is still subject to endorsement by the European Union. The
change implies, among other things, that minority interest shall
always be recognized even if the minority interest is negative,
transactions with minority interests shall always be recorded in
equity, and, in those cases when a partial disposal of a subsidiary
results in that the entity loses control of the subsidiary, any remain-
ing interest should be revaluated to fair value. The change in the
standard will influence the accounting of future transactions.

IFRS 2 Share-Based Payment (Amendment) Vesting conditions
and cancellations (effective from January 1, 2009). The amend-
ment to the standard is still subject to endorsement by the Euro-
pean Union. The amendment affects the definition of vesting
conditions and introduces a new concept of non-vesting condi-
tions. The standard states that non-vesting conditions should be
taken into account in the estimate of the fair value of the equity
instrument. Goods or services that are received by a counterparty
that satisfies all other vesting conditions shall be accounted for
irrespective of whether the non-vesting conditions are satisfied. A
liability included in a share-based arrangement shall be remea-
sured based on fair value at the date of cancellation or settlement.
The amendment is not expected to have a significant impact on the
financial statements of the Group. The Company plans to apply
this new standard as from January 1, 2009.

IFRS 3 (Amendment) Business combinations (effective from July 1,
2009). The amendment to the standard is still subject to endorse-
ment by the European Union. The amendment will have an effect
on how future business combinations are accounted for, i.e. the
accounting of transaction costs, possible contingent consider-
ations, and business combinations achieved in stages. At present,
the Company plans to apply the standard from January 1, 2010.
IFRIC 11 IFRS 2 — Group and Treasury Share Transactions requires
a share-based payment arrangement in which a company receives
goods or services as consideration for its own equity instruments
to be accounted for as an equity-settled share-based payment
transaction, regardless of how the equity instruments are obtained.
IFRIC 11 will become mandatory for the Company’s 2008 financial
statements, with retrospective application required. It is not ex-
pected to have any significant impact on the consolidated financial
statements.

IFRIC 12 Service Concession Arrangements provides guidance on
certain recognition and measurement issues that arise in account-
ing for public-to-private service concession arrangements. This
interpretation is still subject to endorsement by the European
Union. IFRIC 12, which becomes mandatory for the Company’s
2008 financial statements, is not expected to have any significant
effect on the consolidated financial statements.

IFRIC 13 Customer Loyalty Programmes addresses the accounting
by companies that operate, or otherwise participate in, customer
loyalty programmes for their customers. This interpretation is still
subject to endorsement by the European Union. IFRIC 13 relates

ERICSSON ANNUAL REPORT 2007

NOTE C1-C2

to customer loyalty programmes under which the customer can
redeem credits for awards such as free or discounted goods or
services. IFRIC 13, which becomes mandatory for the Company’s
2009 financial statements, is not expected to have any significant
impact on the consolidated financial statements.

IFRIC 14 IAS 19 — The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction clarifies when refunds
or reductions in future contributions in relation to defined benefit
assets should be regarded as available and provides guidance on
the impact of minimum funding requirements (MFR) on such as-
sets. This interpretation is still subject to endorsement by the
European Union. IFRIC 14 also addresses when a MFR might give
rise to a liability. IFRIC 14 will become mandatory for the Com-
pany’s 2008 financial statements, with retrospective application
required. The Group has not yet determined the potential effect of
the interpretation.

C2 Critical Accounting Estimates
and Judgments

The preparation of financial statements and application of accounting
standards often involve management’s judgment or the use of esti-
mates and assumptions deemed to be reasonable at the time they
are made. However, other results may be derived with different judg-
ments or using different assumptions or estimates, and events may
occur that could require a material adjustment to the carrying amount
of the asset or liability affected. Following are the accounting policies
subject to such judgments, estimates or assumptions that the Com-
pany believes could have the most significant impact on the reported
results and financial position.

Revenue recognition

Parts of the Company’s sales are generated from large and complex
customer contracts. Managerial judgment is applied regarding,
among other aspects, degree of completion and conformance with
acceptance criteria and if transfer of risks and returns to the buyer
has taken place to determine if revenue and cost should be recog-
nized in the current period, and the customer credit standing to
assess whether payment is likely or not to justify revenue recognition.
Estimates are necessary e.g. in evaluation of contractual perfor-
mance and estimated total contract costs for assessing whether any
loss provisions are to be made or if customers will reach conditional
purchase volumes triggering contractual discounts to be given.

Trade and customer financing receivables

The Company monitors the financial stability of its customers and the
environment in which they operate to make judgments regarding the
likelihood that the individual receivables will be paid. Total allowances
for estimated losses as of December 31, 2007, were SEK 1.4 (1.4)
billion or 2.2 (2.7) percent of our gross trade receivables. Credit risk
for outstanding customer financing credits is regularly assessed and
based on these judgments allowances are recorded for estimated
losses.
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C4 Net Sales

An increased part of Ericsson’s products and services are sold as
parts of delivery type contracts including multiple elements. The
nature of the products and services being sold, and the contractual
terms taken as a whole, determine the appropriate revenue recogni-
tion method. The contracts are of four main types:

2007 2006 2005

Sales of equipment and
network rollout

Of which:

— Delivery-type contracts 130,890 123,206 104,998

— Construction-type contracts 7,121 14,652 18,012
Professional Services sales " 42,892 36,813 26,324
Licenses ? 6,877 5,250 3,888

138,011 137,758 123,010

Net sales 187,780 179,821 153,222
Export sales from Sweden 102,486 98,694 93,879

1 2006 and 2005 are restated to reflect new organization.

2 Revenues for intellectual property rights (IPR) related to products are included in
Net sales instead of Other operating income. In 2006 SEK 2,038 million (2005 SEK
1,400 million) of Other operating income were reclassified.

In note C1, “Significant Accounting Policies”, the definitions of the
different contract types are disclosed.

C5 Expenses by Nature

2007 2006 2005

Goods and services 113,195 108,033 86,630

Amortization and depreciation 8,554 7,244 6,073
Impairments, net of reversals 1,435 876 508
Employee remunerations 44,771 42,821 34,458
Interest expenses 1,695 1,789 2,402
Taxes 8,594 9,557 8,875
Expenses incurred 178,244 170,320 138,946
Less:

Inventory changes 802 3,791 2,872

Additions to Capitalized development 1,053 1,353 1,174

Expenses charged to the

Income Statement 176,389 165,176 134,900

) The inventory changes are based on changes of inventory values prior to
allowances (gross value).

The impairments, net of reversals, mainly relate to an increase of
obsolescence allowances.
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C6 Other Operating Income
and Expenses

2007 2006 2005

Gains on sales of intangible

assets and PP&E 78 27 29
Losses on sales of intangible

assets and PP&E -104 -158 -120
Gains on sales of investments

and operations " 296 3,038 205
Losses on sales of investments

and operations -16 -93 -149
Capital gains/losses, net 254 2,814 -35
Other operating revenues ? 1,480 1,089 1,125

Total other operating income
and expenses 1,734 3,903 1,090

' The gains on sales of investments and operations for 2006 mainly relate to the sale
of the Defense business in the third quarter.

2 Revenues for intellectual property rights (IPR) related to products are included in Net
sales instead of Other operating income. In 2006, SEK 2,038 million (2005, SEK 1,400
million) of Other operating income were reclassified.

C7 Financial Income
and Expenses

2007 2006
Financial Financial Financial Financial
income expenses income expenses

Contractual interest from
financial assets 2,293 1,952
Of which from financial
assets at fair value
through profit or loss 1,094 1,190
Contractual interest from
financial liabilities -1,543 -1,416
Of which from financial
liabilities at fair value
through profit or loss - -
Net gain/loss on:
Instruments at fair value

through profit or loss -181 -60 -60 -366
Of which included in fair
value hedge relationships -7 —414
Available for sale - - - -
Loans and receivables -342 - - -160
Liabilities at amortized cost - 1 - 383
Other financial income
and expenses 8 -103 62 -230
Total 1,778 -1,695 1,954 -1,789

I Excluding net gain from operating assets and liabilities which was SEK 762 (1,748)
million reported as Cost of Sales.

IFRS 7 was implemented January 1, 2007. The breakdown of the
comparison figures for 2005 as above are not available. Financial
income and expense for 2005 was SEK 2,653 million and SEK -2,402
million respectively.
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C8 Taxes

In summary, the Group tax expense for the year was SEK 8,594
(9,557) million or 28,0 percent (26,6) of the income after financial
items.

Income taxes recognized in the income statement

The following items are included in Taxes:

2007 2006 2005
Current income taxes for the year -4,115 -4,565 -3,635
Current income taxes related
to prior years -294 -169 138
Deferred tax income/expense (-) -2,227 -3,682 -4,753
Share of taxes in joint ventures and
associated companies -1,958 1,241 -625
Taxes -8,594 -9,557 -8,875

RECONCILIATION OF ACTUAL INCOME TAX RATE TO THE
SWEDISH INCOME TAX RATE:

2007 2006 2005
Tax rate in Sweden -28.0% -28.0% -28.0%
Effect of foreign tax rates 0.2% -04% -1.5%
Current income taxes related to
prior years -1.0% -0.5% 0.4%
Recognition/remeasurement of
tax losses related to prior years -0.7% 1.2% -
Recognition/remeasurement of
deductible temporary differences
related to prior years 1.5% 0.2% 1.1%
Tax effect of non-
deductible expenses -2.6% -3.7% -1.5%
Tax effect of non-taxable income 2.8% 4.5% 2.8%
Tax effect of changes in tax rates -0.2% 0.1% 0.0%
Actual tax rate —28.0% -26.6% -26.7%

Deferred tax balances
Tax effects of temporary differences and unutilized tax loss carryfor-
wards are attributable as shown in the table below:

CHANGE IN DEFERRED TAXES:

2007 2006
Opening balance, net 13,182 18,128
Recognized in income statement -2,227 -3,582
Recognized in equity -73 -769
Acquisitions/disposals of subsidiaries -2,120 -124
Translation differences 129 -471
Closing balance, net 8,891 13,182

Tax effects reported directly to equity amount to SEK =73 million, of
which hedge accounting SEK 255 million and actuarial gains/losses
on pensions SEK —328 million.

Deferred tax asset are amounts recognized in countries where we
expect to be able to generate corresponding taxable income in the
future to benefit from tax reductions.

The significant tax loss carryforwards are related to countries with
long or indefinite periods of utilization, mainly Sweden and the US. Of
the total deferred tax assets for tax loss carryforwards, SEK 5,219
million, SEK 2,911 million relate to Sweden with indefinite time of
utilization. With our strong current financial position and profitability
during 2007, we have been able to utilize part of our tax loss carryfor-
wards during the year, and we are convinced that Ericsson will be
able to generate sufficient income in the coming years to utilize also
remaining parts.

Benefit from a previously unrecognized tax credit of a prior period
that is used to reduce deferred tax expense amounted to SEK 465
million.

Investments in subsidiaries

Due to losses in certain subsidiary companies, the book value of
certain investments in those subsidiaries are less than the tax value
of these investments. Since deferred tax assets have been reported
with respect also to losses in these companies, and due to the un-
certainty as to which deductions can be realized in the future, no
additional deferred tax assets are reported.

TAX EFFECTS OF TEMPORARY DIFFERENCES AND UNUTILIZED TAX LOSS CARRYFORWARDS

2007 2006
Deferred tax Deferred tax Deferred tax Deferred tax

assets liabilities Net balance assets liabilities Net balance

Intangible assets and property,

plant and equipment 438 4,044 312 855
Current assets 1,878 14 2,146 5
Post-employment benefits 1,121 100 1,229 96
Provisions 1,693 5 2,277 40
Equity 708 97 1,036 352
Other 3,647 " 1,553 2,197 1,423
Loss carryforwards 5,219 - 6,756 -
Deferred tax assets/liabilities 14,704 5,813 15,953 2,771
Netting of assets/liabilities -3,014 -3,014 -2,389 -2,389

Net deferred tax balances 11,690 2,799 8,891 13,564 382 13,182

" Refer mainly to R&D credits and intellectual property rights.
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Tax loss carryforwards

Deferred tax assets regarding unutilized tax loss carryforwards are
reported to the extent that realization of the related tax benefit
through future taxable profits is probable also when considering the
period during which these can be utilized, as described below.

At December 31, 2007, these unutilized tax loss carryforwards
amounted to SEK 17,734 (23,137) million. The tax effect of these tax
loss carryforwards are reported as an asset. The final years in which
these loss carryforwards can be utilized are shown in the following
table:

Tax loss Tax
Year of expiration carryforwards effect
2008 29 8
2009 32 9
2010 8 1
2011 287 79
2012 152 33
2013 or later 17,226 5,089
Total 17,734 5,219
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C9 Earnings Per Share

Basic earnings per share are calculated by dividing net income attrib-
utable to stockholders of the Parent Company by the average num-
ber of shares outstanding (total number of shares less treasury stock)
during the year.

BASIC, EARNINGS PER SHARE

2007 2006 2005

Net income attributable to stockholders
of the Parent Company (SEK million)
Average number of shares

outstanding, basic (millions) 15,891 15,871 15,843
Earnings per share, basic (SEK) 1.37 1.65 1.53

21,836 26,251 24,315

Diluted earnings per share are calculated by dividing net income
attributable to stockholders of the Parent Company by the sum of the
average number of ordinary shares outstanding and dilutive potential
ordinary shares. Potential ordinary shares are treated as dilutive
when, and only when, this reduces earnings per share.

DILUTED, EARNINGS PER SHARE

2007 2006 2005

Net income attributable to stockholders
of the Parent Company (SEK million)
Average number of shares

21,836 26,251 24,315

outstanding, basic (millions) 15,891 15,871 15,843
Dilutive effect for stock option plans " 10 17 25
Dilutive effect for stock purchase plans 63 55 39

Average number of shares
outstanding, diluted (millions) 15,964 15,943 15,907

Earnings per share, diluted (SEK) 1.37 1.65 1.53

" During 2007, Ericsson had outstanding stock option plans for which the exercise
price exceeded the average market price. Therefore these stock option plans have
not had a dilutive effect and have not been included in the dilution calculation. If in
the future the average market price should increase to a level above the exercise
price these outstanding stock option plans will be included in the dilution
calculation.
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C10 Intangible Assets

Intellectual property rights, brands

Capitalized development expenses Goodwill and other intangible assets
Patents
and
acquired
Licenses research
Acquired Internal trademarks and
To be costs for costs, for and similar develop-
2007 marketed internal use internal use Total rights ment Total
Accumulated acquisition costs
Opening balance 12,388 1,602 1,070 15,060 6,824 5,317 13,479 18,796
Acquisitions/capitalization 989 38 26 1,053 - 178 63 241
Balances regarding divested/
acquired businesses - - - - 16,917 5132 " 6,495 " 11,627
Sales/disposals -899 - - -899 -1 -57 -1 -58
Translation difference - - - - -914 -198 -278 -476
Closing balance 12,478 1,640 1,096 15,214 22,826 10,372 19,758 30,130
Accumulated amortization
Opening balance -6,439 -1,562 -1,042 -9,043 - -1,180 -1,953 -3,133
Amortization -2,371 - - -2,371 - -913 -2,149 -3,062
Sales/disposals 899 - - 899 - M 4
Translation difference - - - - - -20 16 -4
Closing balance -7,911 -1,562 -1,042 -10,515 - -2,072 -4,086 -6,158
Accumulated impairment losses
Opening balance -958 -38 -26 -1,022 - - -14 -14
Impairment losses -16 - - -16 - - - -
Closing balance -974 -38 -26 -1,038 - - -14 -14
Net carrying value 3,593 40 28 3,661 22,826 8,300 15,658 23,958

" During 2007 Ericsson acquired Redback, Tandberg and LHS. The acquisitions consist of IPR, SEK 6.4 billion, brands and customer relationships, SEK 4.8 billion and goodwill,
SEK 16 billion. The amortization period related to the intellectual property rights, brands and other intangible assets from Redback, Tandberg and LHS is between five and ten

years.

The goodwill is allocated to the business segments Networks (SEK
14.3 billion), Professional Services (SEK 2.3 billion) and Multimedia
(SEK 6.2 billion). To a great extent, these three segments serve our
customers with one combined offering, resulting in similar risks for all
segments. According to IFRS, a cash generating unit (CGU) defined
for the purpose of goodwill impairment testing, may not be larger

than a business segment. The three business segments have

been defined as CGU:s for the purpose of goodwill impairment test-

ing.

The estimates used for measuring the recoverable amounts for
goodwill per cash-generating unit include assumptions mainly for the

following key parameters:
sales growth,
development of operating income,

development of cash flow, including working capital and capital

expenditure requirements.

The Company’s main assumptions, approved by group management
and each business segments’ management, are based on assump-
tions which reasonably well correspond to available industry sources
providing estimates of the number of mobile subscribers, internet
users, broadband connections and TV/video devices and, as a con-
sequence the network traffic development. The demand for multime-
dia solutions is as well driven by the opportunities for new types of
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service offerings enabled by IP technology and high-speed broad-
band.

The demand for professional services is also driven by an increas-
ing business and technology complexity, paired with higher consum-
er demands on operators. Therefore, operators review their business
models and look for vendor partners that can take on a broader
responsibility.

The number of global mobile subscriptions is estimated to grow
from 3.2 billion to more than 5 billion within five years, and mobile
traffic volume to grow during the same period from 700 to 4,500
Petabytes yearly. Impairment testing is based on the premise that
changes for the Company’s main assumptions are in line with the
estimated industry development for these assumptions, based on
specific estimates for the first five years and with a reduction of
nominal annual growth rate to an average GDP growth of 3 to 4
percent per year thereafter. The impairment test for goodwill has not
resulted in any impairment.

A number of sensitivity tests have been made, for example the
effect of lower annual growth rates. The effect of applying levels of
profitability as estimated by leading analysts in the fourth quarter of
2007, based on an extension for the future of their 2-year forecasts,
has also been applied for sensitivity analysis purposes. Also when
applying these more conservative estimates, no goodwill impairment
is indicated.
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Machinery and

Other equipment,

NOTE C11-C12

Construction in
process and

other technical tools and advance
2006 Real estate assets installations payments Total
Accumulated acquisition costs
Opening balance 3,512 5,200 17,146 287 26,145
Additions 772 931 1,264 860 3,827
Balances regarding divested/acquired
businesses 624 8 -337 " 306
Sales/disposals —47 -1,036 -2,448 -45 -3,576
Reclassifications 21 59 552 -632 -
Translation difference -331 -157 -1,042 -24 -1,554
Closing balance 4,551 5,005 15,135 457 25,148
Accumulated depreciation
Opening balance -1,119 -4,285 -13,106 - -18,510
Depreciation -206 -706 -2,095 - -3,007
Balances regarding divested businesses - 156 542 - 698
Sales/disposals 40 1,043 2,178 - 3,261
Reclassifications 28 2 -30 - -
Translation difference 45 111 773 - 929
Closing balance -1,212 -3,679 -11,738 - -16,629
Accumulated impairment losses, net
Opening balance -359 -145 -165 - -669
Impairment losses - -1 -50 - -61
Reversals of impairment losses - - 31 - 31
Translation difference 53 2 6 - 61
Closing balance -306 -154 -178 - -638
Net carrying value 3,033 1,172 3,219 457 7,881

C12 Financial Assets, Non-Current

Associated

Joint ventures companies Total

2007 2006 2007 2006 2007 2006
Opening balance 8,041 5,038 1,368 1,275 9,409 6,313
Share in earnings 7,108 5,852 124 82 7,232 5,934
Taxes -1,957 —1,237 -1 -4 -1,958 1,241
Translation difference 304 —422 55 -9 359 -431
Change in hedge reserve 4 -33 - - 4 -33
Pensions -2 3 - - -2 3
Dividends -3,949 -1,160 -273 -102 -4,222 -1,262
Capital contribution - - 103 201 103 201
Stock Purchase and Stock Option Plans - - -19 - -19 -
Reclassification - - - -8 - -8
Disposals - - -3 -67 -3 -67
Closing balance 9,549 8,041 1,354 " 1,368 10,903 9,409

" Goodwill, net, amounts to SEK 19 million (SEK 18 million in 2006).
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C14 Trade Receivables and

MOVEMENTS IN ALLOWANCES FOR IMPAIRMENT

. . Trade Customer

CUStOmer F| ﬂaﬂCIﬂg receivables finance credits

2007 2006 2007 2006 2007 2006

Trade receivables excluding Opening balance 1,372 1,382 418 1,755

associated companies and joint ventures 60,669 51,846 Additions 564 686 49 79

Allowances for impairment -1,3561 1,372 Utilized -554 -139 -43 -284

Trade receivables. net 59.318 50474 Reversal of excess amounts -137 -527 -141 1,082

Trade receivables related to associated Reclass.ificatilon 56 56 - -5

companies and joint ventures 1,174 596 Translation difference 50 -86 -8 —45

Trade receivables, total 60,492 51,070 Closing balance 1,351 1,372 275 418
Customer finance credits 3,649 4,074
Allowances for impairment -275 -418
Customer finance credits, net 3,374 3,656
Of which short term 2,362 1,735
Credit commitments for customer financing 4,185 6,795

Days sales outstanding were 102 (85) in December, 2007.

AGEING ANALYSIS AS PER DECEMBER 31, 2007

Of which Of which Of which Of which
neither impaired, past due in the past due and impaired in
impaired not  following time intervals the following timeintervals
nor past lessthan 90 days less than 90 days
Amount past due due 90 days or more 90 days or more
Trade receivables excluding associated companies
and joint ventures 60,669 52,560 - 3,723 1,577 773 2,036
Allowances for impairment of receivables -1,351 -422 -929
Customer finance credits 3,649 2,476 305 410 293 1 164
Allowances for impairment of customer finance credits -275 -110 -1 -164

AGEING ANALYSIS AS PER DECEMBER 31, 2006

Of which Of which Of which Of which
neither impaired, past due in the past due and impaired in
impaired not  following time intervals the following time intervals
nor past less than 90 days less than 90 days
Amount past due due 90 days or more 90 days or more
Trade receivables excluding associated companies
and joint ventures 51,846 45,085 - 2,714 1,222 400 2,425
Allowances for impairment of receivables -1,372 -397 -975
Customer finance credits 4,074 3,342 473 - 7 32 220
Allowances for impairment of customer finance credits -418 -166 -32 -220

Credit risk

Credit risk is divided into three categories: credit risk in trade receiv-

ables, customer finance risk and financial credit risk (see C20).

Credit risk in trade receivables

Credit risk in trade receivables is governed by a policy applicable for

all Ericsson legal entities. The purpose of the policy is to:
Avoid credit losses through establishing internal standard credit
routines at all Ericsson legal entities.
Ensure monitoring and risk mitigation of defaulting accounts, i.e.

improve Days Sales Outstanding and Cash Flow.

Ensure payment terms are commercially justifiable.

Clarify escalation path and approval process for payment terms
and customer credit limits.

The credit worthiness of all customers is regularly assessed and a
credit limit is set. Through credit management system functionality,
credit checks are performed every time a sales order or an invoice is
generated in the source system based upon the credit risk set on the
customer. Credit blocks appear if credit limit set on customer is

events of non-payment and/or delayed payments from customers.
Ensure efficient credit management within the Group and thereby
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exceeded or if over due receivables are higher than permitted levels.
Release of block requires authorization.
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Trade receivables amounted to SEK 60,669 (51,846) million as of
December 31, 2007. Provisions for expected losses are regularly
assessed and amounted to SEK 1,351 (1,372) million as of December
31, 2007. Ericsson’s nominal credit losses have, however, historically
been low. The amounts of trade receivables follow closely the distri-
bution of Ericsson’s sales and do not include any major concentra-
tions of credit risk by customer or by geography.

Customer finance credit risk

All major customer finance commitments are subject to approval by
the Finance Committee of the Board of Directors according to a
credit approval policy.

Prior to the approval of new Customer Finance deals, an internal
credit risk assessment is conducted in order to assess the credit
rating (for political and commerical risk) of each transaction respec-
tively. The credit risk analysis is made by using an assessement tool,
whereby the political risk rating is identical to the rating used by all
Export Credit Agencies within the OECD. The commercial risk is
assessed by analyzing a large number of parameters, which may
affect the level of the future commercial risk exposure. The output
from the assessement tool for the credit rating is also a pricing of the
risk, expressed as a risk margin per annum over funding cost. The
reference pricing for political risk and commercial risk, on which the
tool is based, are reviewed using information from Export Credit
Agencies and prevailing pricing in the bank loan market for structured
financed deals. The objective is the internally set risk margin shall
reflect the assessed risk and that the pricing is as close as possible
to the current market pricing.

Risk provisions related to Customer Finance risk exposures are
only made upon events occuring after the financing arrangement has
become effective, which in a significant way are expected to have an
adverse impact on the borrower’s ability and/or willingness to service
the outstanding debt. These events can be political (normally outside
the control of the borrower) or commercial e.g. a borrower’s deterio-
rating creditworthiness.

As of December 31, 2007, Ericsson’s total outstanding exposure
related to customer finance credits was SEK 3,679 (4,109) million. As
of that date, Ericsson also had unutilized credit commitments of SEK
4,185 (6,795) million. The outstanding customer loans and financial
guarantees relate to infrastructure projects in different geographic
markets and to a large number of customers. As of December 31,
2007, there were a total of 75 (66) customer loans originated by or
guaranteed by Ericsson. The five largest customer finance arrange-
ments represented 48 (60) percent of the total credit exposure.

Security arrangements for customer credits normally include
pledges of equipment, pledges of certain of the borrower’s assets
and pledges of shares in the operating company. Restructuring
efforts for cases of troubled debt may lead to temporary holdings of
equity interests.

The table below summarizes Ericsson’s outstanding customer
finance credits as of December 31, 2007 and 2006.

ERICSSON ANNUAL REPORT 2007

NOTE C14-C16

OUTSTANDING CUSTOMER FINANCE CREDITS

2007 2006

On-balance sheet credits 3,649 4,074
Off-balance sheet credits 30 35
Total credits 3,679 4109
Accrued interest 63 89
Less third-party risk coverage " -511 -50
Ericsson’s risk exposure 3,231 4,148
On-balance sheet credits, net carrying value 3,374 3,778
Reclassifications 2 - -122
On-balance sheet credits, net carrying value 3,374 3,656
Of which current 2,362 1,735
Credit commitments for customer financing 4,185 6,795

By “third-party risk cover” means that a financial payment guarantee has been
issued by a bank, an Export Credit Agency or other financial institution covering the
credit risk. It may also be a Credit risk transfer under a so called “sub participation
arrangement” with a bank whereby the credit risk and the funding is taken care of
by the bank for the part covered by the bank. A credit risk cover from a third party
may also be issued by an insurance company.

Reclassification due to consolidation in accordance with SIC 12.

Of Ericsson’s total outstanding customer finance credit exposure as
of December 31, 2007, 47 (52) percent related to Central and Eastern
Europe, Middle East & Africa, 23 (36) percent to Latin America, 14 (7)
percent to Western Europe, 14 (4) percent to Asia Pacific and 2 (1)
percent to North America.

The effect of risk provisions and reversals for customer financing
affecting the income statement amounted to a net positive impact of
SEK 92 million in 2007, compared to SEK 1,003 million in 20086. In
2007 and 20086, Ericsson incurred credit losses of SEK 43 million and
SEK 284 million respectively.

C15 Other Current Receivables

2007 2006
Prepaid expenses 2,527 2,212
Accrued revenues 1,661 1,124
Advance payments to suppliers 679 666
Derivatives with a positive value 1,530 3,802
Taxes 4,610 2,596
Other 4,055 4,612
Total 15,062 15,012

C16 Equity
Capital stock 2007

Capital stock at December 31, 2007, consisted of the following:

Number Capital
Parent Company of shares stock
Class A shares 1,308,779,918 1,309
Class B shares 14,823,478,760 14,823
Total 16,132,258,678 16,132
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The capital stock of the Company is divided into two classes: Class A

RECONCILIATION OF NUMBER OF SHARES

shares (quota value SEK 1.00) and Class B shares (quota value SEK

1.00). Both classes have the same rights of participation in the net
assets and earnings of the Company. Class A shares, however, are

entitled to one vote per share while Class B shares are entitled to one

tenth of one vote per share.

The total number of treasury shares at December 31, 2007, was
231,991,543 (251,013,892 in 2006, 268,065,241 in 2005) Class B

shares. The number of treasury shares decreased during 2007 due to

delivery and sale of shares in relation to the Stock Purchase Plans

and the Stock Option Plans.

Number Capital

of shares stock

Number of shares, Jan 1, 2007 16,132,258,678 16,132
Number of shares, Dec 31, 2007 16,132,258,678 16,132

Dividend proposal

2008 a dividend of SEK 0.50 per share.

The Board of Directors will propose to the Annual General Meeting

Revalua-
tion of
other
invest- Cumula-
ments in tive
Addi- shares transla-
tional and Cash tion Stock-
Capital paidin  partici- flow  adjust- Retained holders’ Minority Total
2007 stock capital pations hedges ments earnings equity interests equity
January 1, 2007 16,132 24,731 3 877  -5,569 83,939 120,113 782 120,895
Actuarial gains and losses related to pensions
Group - - - - - 1,210 1,210 - 1,210
Associates -2 -2 -2
Revaluation of other investments in shares
and participations
Fair value measurement reported in equity - - 2 - - 2 - 2
Cash flow hedges
Fair value remeasurement of derivatives
reported in equity
Group - - - 580 - - 580 - 580
Associates - - - 4 - - 4 - 4
Transferred to income statement for the
period - - - -1,390 - - -1,390 - -1,390
Changes in cumulative translation adjustments - - - - - - - - -
Group - - - - -1,155 " - -1,155 -1 -1,156
Associates - - - - 359 - 359 - 359
Tax on items reported directly in/or transferred
from equity - - - 236 2072 -329 -73 - -73
Total transactions reported directly in
equity - - 2 -570 -776 879 -465 -1 -466
Net income
Group 16,562 16,562 299 16,861
Associates 5,274 5,274 5,274
Total income and expenses recognized for
the period - - 2 -570 -776 22,715 21,371 298 21,669
Sale of own shares - - - - - 62 62 - 62
Stock Purchase and Stock Option Plans
Group - - - - - 528 528 - 528
Associates - - - - - -19 -19 - -19
Dividends paid - - - - - -7,943  -7,943 -189  -8,132
Business combinations - - - - - - - 49 49
December 31, 2007 16,132 24,731 5 307 -6,345 99,282 134,112 940 135,052

) Changes in cumulative translation adjustments include changes regarding revaluation of goodwill in local currency of SEK —914 million (SEK -701 million in 2006, SEK 1,084
million in 2005), net gain/loss from hedging activities of foreign entities, SEK —52 million (SEK 123 million in 2006, SEK —142 miillion in 2005) and SEK -70 million (SEK —1 million in
2006, SEK 127 million in 2005) of realized gain/losses net from sold/liquidated companies.

2 Deferred tax on gains on hedges on net investments in foreign entities, SEK =72 million pre tax.
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__NOTE C16

Additional paid in capital Cumulative translation adjustments

Relates to payments made by owners and includes share premiums The translation reserve comprises all foreign currency differences

paid. arising from the translation of the financial statements of foreign
operations, changes regarding revaluation of goodwill in local cur-

Revaluation of other investments in shares and participations rency as well as from the translation of liabilities that hedge the

Company’s net investment in foreign subsidiaries.
The fair value reserve comprises the cumulative net change in the fair
value of available-for-sale financial assets until the investments are Retained earnings
derecognized or impaired. -
Retained earnings,including net income for the year, comprise the
Cash flow hedges earned profits of Parent Company and its share of netincome in
- subsidiaries, joint ventures and associated companies.
The cash flow hedging reserve comprises the effective portion of the
cumulative net change in the fair value of cash-flow-hedging instru-
ments related to hedged transactions that have not yet occurred.

Revalua-
tion of
other
invest- Cumula-
ments in tive
Addi- shares transla-
tional and Cash tion Stock-
Capital paidin  partici- flow  adjust- Retained holders’ Minority Total
2006 stock capital pations hedges ments earnings equity interests equity
January 1, 2006 16,132 24,731 5 -704  -2,493 63,951 101,622 850 102,472
Actuarial gains and losses related to pensions
Group - - - - - 437 437 - 437
Associates - - - - - 3 3 - 3

Revaluation of other investments in shares
and participations

Fair value measurement reported in equity - - -2 - - - -2 1 -1
Cash flow hedges

Fair value remeasurement of derivatives
reported in equity

Group - - - 4133 - - 4,133 - 4,133
Associates - - - -33 - - -33 - -33
Transferred to income statement for the
period - - - -1,990 - - -1,990 - -1,990
Transferred to balance sheet for the period - - - 99 - - 99 - 99
Changes in cumulative translation adjustments
Group - - - - -2,597 -  =-2,597 -91 -2,688
Associates - - - - -431 - -431 - -431
Tax on items reported directly in/or transferred
from equity - - - -628 -48 -93 -769 - -769
Total transactions reported directly in
equity - - -2 1,581 -3,076 347 -1,150 -90 -1,240
Net income
Group - - - - - 20,317 20,317 185 20,502
Associates - - - - - 5,934 5,934 5,934
Total income and expenses recognized for
the period - - -2 1,581 -3,076 26,598 25,101 95 25,196
Sale of own shares - - - - - 58 58 - 58
Stock Purchase and Stock Option Plans - - - - - 473 473 - 473
Dividends paid - - - - - 7,141 -7,141 -202 -7,343
Stock issue, net - - - - - - - 70 70
Business combinations - - - - - - - -31 =31
December 31, 2006 16,132 24,731 3 877 -5,669 83,939 120,113 782 120,895
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Revalua-
tion of
other
invest- Cumula-
ments in tive
Addi- shares transla-
tional and Cash tion Stock-
Capital paidin  partici- flow adjust- Retained holders’ Minority Total
2005 stock capital pations hedges ments earnings equity interests equity
January 1, 2005 16,132 24,731 - - -6,5630 45,372 79,705 1,057 80,762
Changes in accounting policy - - 155 1,155 179 1,489 - 1,489
Adjusted opening balance 16,132 24,731 155 1,155 -6,530 45,551 81,194 1,057 82,251
Actuarial gains and losses related to pensions - - - - - -3,221 -3,221 - =3,221
Revaluation of other investments in shares
and participations
Fair value measurement reported in equity - - -3 - - - -3 - -3
Transferred to income statement at sale - - -147 - - - -147 - -147
Cash flow hedges
Fair value remeasurement of derivatives
reported in equity
Group - - - -3,968 - - -3,968 - =3,968
Associates - - 7 - - 7 - 7
Transferred to income statement for the
period - - - 1,404 - - 1,404 - 1,404
Changes in cumulative translation adjustments
Group - - - - 3,740 - 3,740 147 3,887
Associates - - - - 378 - 378 - 378
Tax on items reported directly in/or transferred
from equity - - - 698 -81 906 1,523 - 1,523
Total transactions reported directly in
equity - - -150 -1,859 4,037 -2,315 -287 147 -140
Net income
Group - - - - - 21,920 21,920 145 22,065
Associates - - - - - 2,395 2,395 - 2,395
Total income and expenses recognized for
the period - - -150 -1,859 4,037 22,000 24,028 292 24,320
Sale of own shares - - - - - 17 117 - 117
Stock Purchase and Stock Option Plans - - - - - 242 242 - 242
Dividends paid - - - - - -3,959 -3,959 -174  -4133
Stock issue, net - - - - - - - 17 17
Business combinations - - - - - - - -342 -342
December 31, 2005 16,132 24,731 5 -704 -2,493 63,951 101,622 850 102,472
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01 7 Pos‘t_em ploymen‘t beneﬂ‘ts This note is divided into the following sections:

1. Amount Recognized in the Consolidated Balance Sheet
Ericsson sponsors a number of post-employment benefit plans 2. Total Pension Cost Recognized in the Income Statement
throughout the Group, which are in line with market practice in each 3. Change in the Defined Benefit Obligation, DBO
country. The year 2007 was characterized by an increase in discount 4. Change in the Plan Assets
rates throughout the world and an increase in the life expectancy 5. Actuarial Gains and Losses Reported Directly in Equity (SORIE)
assumption in Sweden. 6. Actuarial Assumptions

7. Summary Information on Pension Plans per Geographical Zone

Section One: Amount Recognized in the Consolidated Balance Sheet

Sweden UK  Euro zone us Other Total
2007
Defined Benefit Obligation (DBO) " 12,512 5,606 3,079 2,238 1,791 25,226
Fair value of plan assets ? 9,463 4,854 2,104 1,779 2,036 20,236
Deficit/Surplus (+/-) 3,049 752 975 459 —245 4,990
Unrecognized past service costs - - - - -83 -83
Closing balance 3,049 752 975 459 -328 4,907
Plans with net surplus @ - 39 426 99 717 1,281
Provision for post-employment benefits 4 3,049 791 1,401 558 389 6,188
2006
Defined Benefit Obligation (DBO) " 11,772 5,713 3,241 2,399 1,487 24,612
Fair value of plan assets ? 9,141 3,897 1,959 1,818 1,580 18,395
Deficit/Surplus (+/-) 2,631 1,816 1,282 581 -93 6,217
Unrecognized past service costs - - - -6 =77 -83
Closing balance 2,631 1,816 1,282 575 -170 6,134
Plans with net surplus @ - - 310 41 483 834
Provision for post-employment benefits 4 2,631 1,816 1,592 616 313 6,968

" For details on DBO, please refer to section 3 of this note.

2 For details on Plan assets, please refer to section 4 of this note.

3 Plans with a net surplus, i.e. where plan assets exceed DBO, are reported as Other financial assets, non-current (please see Note C12 “Financial Assets”). None of the
Company’s plans with net surplus are affected by restrictions on asset recognition.

4 Plans with net liabilities are reported in the Balance Sheet as Post-employment benefits, non-current.

Section Two: Total Pension Cost Recognized in the Income Statement
Costs for post-employment benefits within Ericsson are distributed between defined contribution plans and defined benefit plans, with a trend
toward defined contribution plans.

Sweden UK  Euro zone us Other Total
2007
Pension cost for defined contribution plans 1,166 265 370 105 148 2,054
Pension cost for defined benefit plans " 471 279 128 42 100 1,020
Total 1,637 544 498 147 248 3,074
Total pension cost expressed as a percentage of wages and salaries 9.0%
2006
Pension cost for defined contribution plans 1,350 - 195 93 82 1,720
Pension cost for defined benefit plans " 347 249 300 49 44 989
Total 1,697 249 495 142 126 2,709
Total pension cost expressed as a percentage of wages and salaries 8.4%
2005
Pension cost for defined contribution plans 929 - 198 83 59 1,269
Pension cost for defined benefit plans " 417 71 200 101 107 896
Total 1,346 71 398 184 166 2,165
Total pension cost expressed as a percentage of wages and salaries 8.5%

' See cost details in table below.
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(C18 Provisions

Warranty
commit- Restructur- Project
ments ing related Other " Total ?

2007
Opening balance 2,961 2,277 3,272 5,372 13,882
Additions 1,472 676 1,795 1,216 5,159
Reversal of excess amounts -861 -400 -1,080 -1,409 -3,750

Negative effect on Income Statement 1,409
Utilization/Cash out -1,755 -1,680 -1,383 -1,490 -6,308
Balances regarding divested/acquired businesses 22 - - -1 1
Reclassification -24 123 -5 510 604
Translation differences -1 55 20 54 128
Closing balance 1,814 1,051 2,619 4,242 9,726
2006
Opening balance 4,821 2,314 5,007 6,526 18,668
Additions 2,561 2,765 2,544 2,876 10,746
Reversal of excess amounts -1,100 -416 -872 -2,359 -4,747

Negative effect on Income Statement 5,999
Utilization/Cash out -3,471 -2,308 -3,352 -1,209 -10,340
Balances regarding divested/acquired businesses 224 20 76 -100 220
Reclassification 15 19 25 -146 -87
Translation differences -89 117 -156 -216 -578
Closing balance 2,961 2,277 3,272 5,372 13,882

" Off-balance customer financing is included in other provisions.
2 Of which non-current SEK 368 (602) million.

Other has been split into two different categories, project related and other. 2006 figures have been restated accordingly.

Provisions

Risk assessment in the ongoing business is performed monthly to
identify the need for new additions and reversals. Management uses
its best judgment to estimate provisions based on this assessment.
The actual utilization for 2007 was SEK 6.3 billion compared to the
estimated SEK 8.3 billion. In certain circumstances, provisions are no
longer required due to more favorable outcomes than anticipated,
and that will affect the provisions as a reversal. In other cases the
outcome can be negative, and in that case a cost will be booked
directly in the income statement. For 2007, new or additional provi-
sions amounting to SEK 5.2 billion were made, and SEK 3.8 billion
were reversed. The expected utilization in 2008 is approximately SEK
6 billion.

For more information, see Note C1, “Significant Accounting Poli-
cies” and Note C2 “Critical Accounting Estimates and Judgments”.

Warranty commitments

Warranty provisions are based on historic quality rates for estab-
lished products as well as estimates regarding quality rates for new
products and costs to remedy the various types of faults predicted.
The actual utilization for 2007 was SEK 1.8 billion, compared to the
expected SEK 2.2 billion. Provisions amounting to SEK 1.5 billion
were made and due to more favorable outcomes in certain cases
reversals of SEK 0.9 billion were made. The expected utilization of
warranty provisions during year 2008 is approximately SEK 1 billion.
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Restructuring

There have not been any major new restructuring provisions made
during 2007. Restructuring provisions amounting to SEK 1.7 billion
were utilized during 2007, in line with the expected SEK 1.6 billion.
The major part of the provisions utilized during 2007 refers to provi-
sions made in 2006 related to the Marconi integration and the Career
change offer in Sweden. The expected utilization of restructuring
provisions during 2008 is approximately SEK 1 billion.

Project related

Project related provisions include onerous (estimated losses) con-
tracts, contractual penalties and undertakings. The utilization of
project related provisions were SEK 1.4 billion compared to the
estimated SEK 1.7 billion. Provisions amounting to SEK 1.8 billion
were made and SEK 1.1 billion were reversed due to a more favorable
outcome than expected. The expected utilization for 2008 is esti-
mated to be approximately SEK 2 billion.

Other

Other provisions include provisions for income taxes, value added
tax issues, litigations, supplier claims, customer financing and other
provisions. The utilization was SEK 1.5 billion in 2007 compared to
the estimate of SEK 2.8 billion. New provisions amounting to SEK 1.2
billion were made and SEK 1.4 billion were reversed during the year
due to a more favorable outcome. For 2008 the expected utilization is
approximately SEK 2 billion.
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C19 Interest-Bearing Liabilities

Ericsson’s outstanding interest-bearing liabilities were SEK 27.2 (14.6)
billion as of December 31, 2007.

INTEREST-BEARING LIABILITIES

2007 2006
Borrowin