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rapid development within our industry and consequently moni­

toring and analyzing market trends and development is in focus.

Despite this focus, the unexpected drop in sales, of in particu­

lar higher margin products, at the very end of the third quarter 

that resulted in the profit warning on October 16 came as a sur­

prise. Following the profit warning, the management and the 

Board have thoroughly analyzed the situation and have initiated 

actions to address the complex market dynamics going forward.

Board work evaluation

The Chairman of the Board initiates and leads a thorough evalua­

tion of Board and Committee work and procedures each year. 

The evaluation process includes detailed questionnaires as well 

as interviews and discussions. In 2007, the Chairman held indi­

vidual meetings with each Director, and each Director responded 

to three separate written questionnaires; one that covered the 

Board work in general, one that covered the Chairman’s perfor­

mance, and one that covered the performance of the President 

and CEO. The Chairman and the President and CEO are neither 

involved in the development, compilation or evaluation of the 

questionnaires related to their respective performances, nor are 

they present when their respective performance is evaluated. 

The results of the evaluation were presented to the Board in 

December and gave evidence that generally the Board works 

well and in an effective manner. 

Committees of the Board of Directors

The Board of Directors has established three Committees: the 

Audit, Finance and Remuneration Committees. The Board ap­

points each of the Committee members amongst the Board 

members. The work of the Committees is principally preparatory, 

that is they prepare matters for final resolution by the Board. 

However, the Board has authorized each Committee to deter­

mine certain issues in limited areas and may also provide extend­

ed authorization to a Committee to determine specific matters. 

The Board of Directors and each Committee have the right to 

engage external expertise, either in general or in respect to spe­

cific matters, if deemed appropriate. 

Prior to each Board meeting, each Committee submits a 

report to the Board on the issues handled, resolved or referred to 

the Board since the previous ordinary Board meeting. The min­

utes of each Committee meeting are attached to the minutes of 

the Board meeting following each Committee meeting. 

ORGANIZATION OF THE BOARD WORK
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The Audit Committee 

The Audit Committee, on behalf of the Board, monitors the integ­

rity of the financial statements, compliance with legal and regula­

tory requirements and the effectiveness of our systems of inter­

nal control over financial reporting. 

The Audit Committee is also primarily responsible for review­

ing annual and interim financial reports and for overseeing the 

external audit process, including audit fees.

This involves:

•	reviewing, with management and the external auditors, the 

financial statements including conformity with generally 

accepted accounting principles;

•	reviewing, with management, the reasonableness of significant 

estimates and judgments made in preparing the financial 

statements, as well as the quality of the disclosures in the 

financial statements; 

•	reviewing matters arising from reviews and audits performed. 

The Audit Committee itself does not perform audit work. Erics­

son has an internal audit function, which reports to the Audit 

Committee and performs independent audits.

The Audit Committee is also involved in the preparatory work 

of proposing candidates for the election of auditors, when appli­

cable, and monitors their ongoing performance and indepen­

dence, as well as monitoring Group transactions to avoid con­

flicts of interest. To achieve this, the Audit Committee has 

implemented approval procedures for audit and other services 

performed by the external auditors (see “Audit Committee Pre-

approval Policies and Procedures”); a pre-approval process for 

transactions with related parties; and a “whistle-blower” proce­
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dure for the reporting of violations in relation to accounting, inter­

nal controls and auditing matters. 

Alleged violations are investigated by Ericsson’s internal audit 

function in conjunction with the relevant Group Function. Infor­

mation regarding any incidents, including measures taken, de­

tails of the responsible Group Function and the status of any 

investigation are reported to the Audit Committee. 

Members of the Audit Committee

The Audit Committee consists of four members appointed by the 

Board from among its members. In 2007, the Audit Committee 

comprised Ulf J. Johansson (Chairman of the Committee since 

April, 2007), Sverker Martin-Löf (Chairman of the Committee until 

April, 2007), Sir Peter L. Bonfield, and Jan Hedlund. All members, 

except the employee representative, are independent from the 

Company and senior management. Each member is financially 

literate and familiar with the accounting practices of an interna­

tional company comparable to Ericsson. At least one member 

must be an audit committee financial expert. The Board of Direc­

tors has determined that Ulf J. Johansson, Sverker Martin-Löf 

and Sir Peter L. Bonfield all satisfy these requirements. 

The Audit Committee has appointed an external expert advi­

sor, Mr. Peter Markborn, formerly authorized public accountant, 

to assist and advise the Committee.

Work of the Audit Committee

The Audit Committee held eight meetings in 2007 – attendance is 

reflected in the table “Directors’ Attendance and Board of Direc­

tors’ Fees 2007.” During the year, the Audit Committee reviewed 

financial reports, the scope and execution of audits performed, 

and the independence of the external auditors; approved the 

annual audit plan for the internal audit function; and reviewed its 

reports and monitored the external audit fees. Further, together 

with the external auditors, the Audit Committee reviewed each 

interim report prior to publishing. The unexpected short-fall in 

the third quarter caused the Audit Committee to analyze fore­

casting processes and possible new market trends. The Com­

mittee also monitors the Company’s continued compliance with 

the Sarbanes-Oxley Act. In addition, certain services other than 

audits performed by the external auditors have been approved 

by the Audit Committee under the pre-approval policies and 

procedures. The Committee has also approved certain related-

party transactions in accordance with the pre-approval process 

implemented by the Committee. 

DIRECTORS’ ATTENDANCE AND BOARD 

OF DIRECTORS’ FEES 2007

		  Board		  Fin-	R emun-	  
		  Meetings	A udit	 ance	 eration	 Fee

Michael Treschow	 14	 –	 7	 8	 4,000,000
Sverker Martin-Löf	 14	 8	3)	 –	 –	 1,000,000
Marcus Wallenberg	 14	 –	 7	 –	 875,000
Peter L. Bonfield	 14	 8	 –	 –	 1,000,000
Börje Ekholm	 13	 –	 –	 8	 875,000
Katherine Hudson	 13	 –	 –	 –	 750,000
Ulf J. Johansson	 14	       8	4)	 –	-	  1,100,000
Nancy McKinstry	 14	 –	 –	 8	 875,000
Anders Nyrén	 13	 –	 7	 –	 875,000
Carl-Henric Svanberg	 14	 –	 –	 –	 –
Monica Bergström	 14	 –	 –	 8	 19,600
Jan Hedlund	 12	 7	 –	 –	 16,900
Torbjörn Nyman	 14	 –	 7	 –	 19,700
Anna Guldstrand	 13	 –	 –	 –	 18,000
Kristina Davidsson	 13	 –	 –	 –	 18,000
Karin Åberg 2)	 11	 –	 –	 –	 16,500 
Per Lindh 1)	 2	 –	 –	-	  2,000
Total 	 14	 8	 7	 8	 11,460,700

1)	R esigned from the Board of Directors as of April 11, 2007.
2)	 Joined the Board of Directors as of April 11, 2007.
3)	R esigned as Chairman as of April 11, 2007.
4)	N ew Chairman as of April 11, 2007.

The Finance Committee

The Finance Committee is primarily responsible for:

•	handling matters regarding acquisitions and divestments;

•	capital contributions to companies inside and outside the 

Ericsson Group;

•	raising of loans, issuances of guarantees and similar undertak­

ings and approvals of financing support to customers; and

•	continually monitoring the Group’s financial risk exposure. 

The Finance Committee is authorized to determine matters such 

as direct or indirect financing, provision of credits, granting secu­

rities and guarantees and certain investments, divestments and 

financial commitments, or can delegate this power.

Members of the Finance Committee

The Finance Committee consists of four members appointed by 

the Board from among its members. In 2007, the Finance Com­

mittee comprised Marcus Wallenberg (Chairman of the Commit­

tee), Anders Nyrén, Torbjörn Nyman and Michael Treschow. 
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Work of the Finance Committee

The Finance Committee held seven meetings in 2007 – atten­

dance is reflected in the table “Directors’ Attendance and Board 

of Directors’ Fees 2007”. The work during the year mainly 

consisted of approving customer financing and credit facility 

arrangements with a continued focus on capital structure, cash 

flow and cash generating ability. The Finance Committee also 

monitored the financial risk exposure and risk limits and was 

regularly informed on a large amount of finance-related matters. 

The Remuneration Committee

The Remuneration Committee’s main responsibility is to advise 

the Board of Directors regarding salary and other remuneration, 

including retirement compensation of the President and CEO, 

Executive Vice Presidents and other officers reporting directly to 

the President and CEO. Other responsibilities include:

•	developing and monitoring strategies and general guidelines 

for employee remuneration, including variable plans and 

retirement compensation;

•	approving variable pay under the previous year’s plan 

(beginning of each year); 

•	preparation of the long-term variable remuneration program for 

referral to the Board and subsequent resolution by the General 

Meeting of Shareholders, and

•	preparation of the targets for variable pay for the following year 

for resolution by the Board.

To achieve this, the Committee holds annual strategic remunera­

tion reviews with representatives of the Company to determine 

the direction to follow, allowing program designs and pay policies 

to be aligned with the business situation. Consideration is given 

to trends in remuneration, legislative changes, disclosure rules 

and the general global environment surrounding executive pay. 

The Committee reviews salary survey data to approve any base 

pay increase for executives, effective from the following January. 

Members of the Remuneration Committee

The Remuneration Committee consists of four members ap­

pointed by the Board from among its members. In 2007, the 

Remuneration Committee comprised Michael Treschow (Chair­

man of the Committee), Nancy McKinstry, Monica Bergström  

and Börje Ekholm.

The Remuneration Committee has appointed an independent 

expert advisor, Mr. Gerrit Aronson, to assist and advise the Com­

mittee, in particular with regard to international trends and devel­

opments.

Work of the Remuneration Committee

The Remuneration Committee held eight meetings in 2007 – at­

tendance is reflected in the table “Directors’ Attendance and 

Board of Directors’ Fees 2007”. The Committee reviewed and 

prepared for the Board a proposal for a long-term variable com­

pensation plan 2007, which was not approved by the Annual 

General Meeting of Shareholders in April. A revised proposal for 

a long-term variable compensation program was therefore pre­

pared and presented to the Board and ultimately to the share­

holders at an Extraordinary General Meeting of Shareholders in 

June. The Committee also prepared proposals for salaries and 

variable pay for 2007, including remuneration of the President 

and CEO. Towards the end of the year, the Committee concluded 

its analysis of the current long-term variable program structure 

and remuneration policy to be referred to the Annual General 

Meeting of Shareholders 2008 for resolution. For further informa­

tion on remuneration, fixed and variable pay, please see “Notes 

to the Consolidated Financial Statements – Note C29, Informa­

tion Regarding Employees, Members of the Board of Directors 

and Management” in the Annual Report. 





corporate governance report 2007172 ericsson annual report 2007

Fees paid to external auditors

Ericsson paid the fees (including expenses) listed in the table in 

Notes to the Consolidated Financial Statements – Note C31, 

“Fees to auditors” in the Annual Report for audit-related and other 

services. 

The Audit Committee reviews and pre-approves any non-audit 

services to be performed by the external auditors to ensure the 

auditors’ independence. 

Audit Committee Pre-approval 
Policies and Procedures 
The Audit Committee makes recommendations to the Board of 

Directors regarding the auditors’ performance and fees. It 

reviews the scope and execution of audits performed (external 

and internal) and analyzes the result and the cost. 

The Audit Committee has established pre-approval policies 

and procedures for services other than audits performed by the 

external auditors. Such services fall into two broad headings:

General Pre-Approval services that can be pre-approved by 

the Audit Committee without consideration to specific case-by-

case service. Tax, transaction, risk management, corporate 

finance, attestation and accounting services and general 

services have received a general pre-approval of the Audit 

Committee, provided that the estimated fee level for the project 

does not exceed SEK 1 million. The external auditors must advise 

the Audit Committee of services rendered under the general 

pre-approval policy. 

Specific Pre-Approval – all other audit-related, tax and other 

services must receive specific pre-approval. The Audit Commit­

tee Chairman has the delegated authority for specific pre-ap­

proval, provided service fees do not exceed SEK 2.5 million. The 

Chairman reports any pre-approval decisions to the Audit 

Committee at its scheduled meetings. For other matters, an 

auditor submits an application to the CFO. If supported by the 

CFO, the application is presented to the Audit Committee for final 

approval. 

Pre-approval authority may not be delegated to management. 

The policies and procedures include a list of prohibited services.

 

Disclosure Controls and 
Procedures 
Ericsson has controls and procedures in place to make sure that 

information to be disclosed under the Securities Exchange Act of 

1934, and under Ericsson’s agreements with OMX Nordic 

Exchange Stockholm, London Stock Exchange and NASDAQ, is 

done so on time, and that such information is provided to 

management, including the CEO and CFO, so that timely 

decisions can be made regarding required disclosure.

To assist managers in fulfilling their responsibility with regard to 

disclosures made by the Company to its security holders and the 

investment community, a Disclosure Committee was established 

in 2003. One of the main tasks of the Disclosure Committee is to 

monitor the integrity and effectiveness of the Company’s 

disclosure controls and procedures.

Further, Ericsson has investments in certain entities that 

Ericsson does not control or manage. Accordingly, our disclo­

sure controls and procedures with respect to such entities are 

necessarily substantially more limited than those we maintain 

with respect to our subsidiaries. 

During the year, management, with the participation of 

Ericsson’s President and CEO and CFO, respectively, supervised 

and participated in an evaluation of the effectiveness of our 

disclosure controls and procedures. As a result, Ericsson’s 

President and CEO and CFO concluded that the disclosure 

controls and procedures were effective at a reasonable assur­

ance level. 

There were no changes to our internal control over financial 

reporting during the period covered by the Annual Report 2007 

that have materially affected, or are likely to materially affect, our 

internal control over financial reporting.

Ericsson’s Disclosure Policies
Ericsson’s financial disclosure policies are designed to give  

transparent, informative and consistent communication with the 

investment community on a fair and equal basis, which will 

reflect in a fair market value for Ericsson shares. We want our 

shareholders and potential investors to have a good understand­

ing of how our Company works, our operational performance, 

what our prospects are and the risks we face that these 

opportunities may not be realized.

To achieve these goals, our financial reporting and disclosure 

must be:

•	Transparent – our disclosure should enhance understanding of 

the economic drivers and operational performance of our 

business, hence building trust and credibility.
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exposed are managed according to established policies. 

Accounting and financial reporting policies and directives cover 

areas of particular significance to support correct accounting, 

reporting and disclosure.

Control activities

The Company’s business processes include financial controls 

regarding the approval and accounting of business transactions. 

The financial closing and reporting process has controls 

regarding recognition, measurement and disclosure, including 

the application of critical accounting policies and estimates, in 

individual subsidiaries as well as in the consolidated accounts. 

All legal entities, business units and market units in Ericsson have 

own dedicated controller functions which participate in planning 

and evaluating each unit’s performance. Regular analysis of the 

financial reports for their respective units covers the significant 

elements of assets, liabilities, revenues, costs and cash flow.  

Together with analysis performed at the Group level, this 

important element of internal control ensures that the financial 

reports do not contain material errors. 

For external financial reporting purposes, additional controls 

ensure that all disclosure requirements are fulfilled by a Disclo­

sure Committee established by Company management. 

The Company has implemented controls to ensure that the 

financial reports are prepared in accordance with IFRS. To 

ensure that Ericsson’s CEO and CFO can assess the effective­

ness of the internal control in a way that is compliant with SOX 

requirements, the Company also maintains detailed documenta­

tion on internal controls related to accounting and financial 

reporting, as well as on monitoring the execution and results of 

such controls. A thorough review of materiality levels related to 

the financial reports has resulted in the implementation of 

detailed control documentation in several subsidiaries with 

significant scale of operations. For other subsidiaries, the 

Company has implemented overall controls which relate to the 

control environment and comply with the policies and directives 

related to financial reporting.

Information and communication

The Company’s information and communication channels 

support completeness and correctness of financial reporting, for 

example, by making internal instructions and policies regarding 

accounting and financial reporting widely known and accessible 

to all employees concerned, as well as through regular updates 

and briefing documents regarding changes in accounting policies 

and reporting and disclosure requirements.

Subsidiaries and operations units make regular financial and 

management reports to internal steering groups and Company 

management, including analysis and comments on financial 

performance and risks. The Board of Directors receives financial 

reports monthly. The Audit Committee has established a “whistle 

blower” procedure for reporting violations relative to accounting, 

internal controls and auditing matters. 

Monitoring

The Company’s financial performance is reviewed at each Board 

meeting. The committees of the Board fulfill important monitoring 

functions regarding remuneration, borrowing, investments, 

customer financing, cash management, financial reporting and 

internal control. The Audit Committee and the Board of Directors 

review all interim and annual financial reports before they are 

released to the market.  The Audit Committee also receives 

regular reports from the external auditors. The Audit Committee 

follows up on any actions taken to improve or modify controls.

The Company’s process for financial reporting is reviewed 

annually by Management and forms a basis for evaluating the 

internal management system and internal steering documents to 

ensure that they cover all significant areas related to financial 

reporting. Compliance with policies and directives is monitored 

through annual self-assessments and representation letters from 

heads and controllers in all subsidiaries as well as from business 

units and market units. The Company’s internal audit function, 

which reports to the Audit Committee, performs independent 

audits.



Financial Terminology

Capital employed
Total assets less non-interest-bearing 
provisions and liabilities.

Capital turnover
Net sales divided by average Capital 
employed.

Cash conversion
Measures the proportion of profits 
that are converted to cash flow.
Total cash flow from operating 
activities is divided by the sum of net 
income and adjustments to reconcile 
net income to cash – expressed in 
percent.

Cash dividends per share
Dividends paid divided by average 
number of shares, basic.

Compound annual growth rate 
(CAGR)
The year-over-year growth rate over 
a specified period of time.

Days sales outstanding (DSO)
Trade receivables balance at quarter 
end divided by Net Sales in the quar-
ter and multiplied by 90 days. If the 
amount of trade receivables is larger 
than last quarter's sales, the excess 
amount is divided by Net Sales in the 
previous quarter and multiplied by 
90 days, and total days outstanding 
(DSO) are the 90 days of the most 
current quarter plus the additional 
days from the previous quarter.
 
Earnings per share
Basic earnings per share; profit or 
loss attributable to stockholders of 
the Parent Company divided by the 
weighted average number of ordinary 
shares outstanding during the period.
Diluted earnings per share; the 
weighted average number of shares 
outstanding are adjusted for the 
effects of all dilutive potential ordinary 
shares.

EBITDA margin
Earnings Before Interest, Taxes, De-
preciation and Amortization, divided 
by Net sales.

Equity ratio
Equity, expressed as a percentage of 
total assets.

Inventory turnover
Cost of Sales divided by average 
Inventory.

Net cash
Cash and cash equivalents plus 
short-term cash investments less 
interest-bearing liabilities and post-
employment benefits.

Payable days 
The average balance of Trade 
payables at the beginning and at the 
end of the year divided by Cost of 
sales for the year, and multiplied by 
360 days.

Payment readiness
Cash and cash equivalents and short-
term investments less short-term 
borrowings plus long-term unused 
credit commitments. Payment readi-
ness is also shown as a percentage 
of Net Sales.

Return on capital employed
The total of Operating income plus 
Financial income as a percentage 
of average capital employed (based 
on the amounts at January 1 and 
December 31).

Return on equity
Net income attributable to stock-
holders of the Parent Company as 
a percentage of average Stockhold-
ers’ equity (based on the amounts at 
January 1 and December 31).

Stockholders’ equity per share
Stockholders’ equity divided by the 
Number of shares outstanding, basic, 
at the end of the period.

Trade receivables turnover
Net sales divided by average Trade 
receivables.

Value at Risk (VaR)
A statistical method that expresses 
the maximum potential loss that can 
arise with a certain degree of prob-
ability during a certain period of time.

Working capital
Current assets less current non-inter-
est-bearing provisions and liabilities.
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Uncertainties in the Future
Some of the information provided in this material is or may contain forward-looking information such as statements about expectations, assumptions about future market conditions, projec-

tions or other characterizations of future events. The words “believe”, “expect”, “anticipate”, “intend”, “may”, “plan”, the negative of such terms, and similar expressions are intended to identify 

these statements. Although we believe that the expectations reflected in these and other forward-looking statements are reasonable, we can give no assurance that these expectations will 

prove to be correct and actual results may differ materially. We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new information, 

future events or otherwise, except as required by law or stock exchange regulation. We advise you that Ericsson is subject to risks both specific to our industry and specific to our company 

that could cause the actual results to differ materially from those contained in our projections or forward-looking statements, including, among others, changing conditions in the telecom-

munications industry, political economic and regulatory developments in our markets, our management’s ability to develop and execute a successful strategy, various financial risks such 

as interest rate changes and exchange rate changes, erosion of our market position, structure and financial strength of our customer base, our credit ratings, product development risks, 

supply constraints, and our ability to recruit and retain quality staff. 
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Glossary

2G 
First digital generation of  
mobile systems, includes GSM, 
TDMA, PDC and cdmaOne.

3G
3rd generation mobile system, 
includes WCDMA/HSPA, EDGE, 
CDMA2000 and TD-SCDMA.

All-IP 
A single, common IP infrastructure 
that can handle all network services, 
including fixed and mobile communi
cations, for voice and data services 
and also video services such as TV.

ARPU 
Average Revenue Per User.

Broadband 
Data speeds that are high enough 
to allow transmission of multimedia 
services with good quality.

Centrex solutions 
Centrex is a telephony service for enter
prises, delivered by a service provider.

Downlink 
= to your device.

DSL access 
Digital Subscriber Line technologies 
for broadband multimedia com-
munications in fixed line telephone 
networks. Examples: IP-DSL, ADSL 
and VDSL.

EDGE 
Third generation mobile standard,  
developed as an enhancement of 
GSM. Enables the transmission of 
data at speeds up to 250 kbps.

Emerging market 
Defined as a country that has a GNP 
per capita index below the World 
Bank average and a mobile subscrip-
tion penetration below 60 percent.

GPON
(Gigabit Passive Optical Network) 
Used for fiber-optic communication to 
the home (FTTH).

GPRS
(General Packet Radio Service)  
A packet-switched technology that 
enables GSM networks to handle 
mobile data communications at rates 
up to 115 kbps, for instance Internet 
connections. Generally referred to 
as 2.5G.

HSPA 
(High Speed Packet Access) 
Enhancement of 3G/WCDMA that en-
ables mobile broadband. A subscriber 
can download files to a 3G mobile 
device at speeds of several Mbps.

IMS 
(IP Multimedia Subsystem)  
A standard for offering voice and 
multimedia services over mobile  
and fixed networks using Internet 
technology (IP). 

IP 
(Internet Protocol) Defines how 
information travels between network 
elements across the Internet.

IPTV 
(IP Television) A technology that 
delivers digital television via fixed 
broadband access.

IPX 
(Internet Payment eXchange)  
The global payment and messaging 
delivery solution for SMS, MMS,  
Web and WAP.

LTE 
(Long-Term Evolution) The term for 
the next evolutionary step of mobile 
technology beyond today’s HSPA 
networks.

Main-remote concept
A split radio base station, with radio 
units at the top of the mast, near 
antennas. 

Managed services 
Outsourcing of the management  
of operator networks and/or hosting 
of their services.

Packet switching
A method of switching data in a
network where individual packets
are accepted by the network and
delivered to their destinations.  
The method is used by the Internet 
and will replace traditional circuit 
switching.

Penetration 
The number of subscriptions  
divided by the population in a  
geographical area.

Softswitch 
A software-based system for handling 
call management functionality. Inte-
grates IP-telephony and the legacy 
circuit-switched part of the network.

Uplink 
= from your device, e.g. to the 
Internet.

WCDMA 
(Wideband Code Division Multiple 
Access) A 3G mobile communica-
tion system that uses code division 
multiple access technology over a 
wide frequency band. WCDMA builds 
on the same core network infrastruc-
ture as GSM.
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2007. This publication includes a Corporate Governance Report.  
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