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driving change and creating opportunities

Opportunity
The broadband revolution is just beginning. Cutting-edge
applications and innovative services are driving the need
for higher-speed and higher-capacity networks, in line with
our vision of an all-communicating world.

Result
As of year-end 2006, Ericsson had rolled out 46 HSPA
broadband networks on five continents, bringing easy
access to the Internet to more corners of the world than
ever before.
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All-IP
A single, common IP infrastructure
that can handle all network services, including fixed and mobile
communications, for voice and data
services and also video services
such as TV.
ATM
(Asynchronous Transfer Mode)
A communication standard
for transmission and management
of high-speed packet-switched
networks.
Broadband
Data speeds that are high enough
to allow transmission of multimedia
services with good quality.
Digital divide
A term used to describe the
discrepancy between people who
have the access and the resources
to use new information and communication tools, and those who
do not.
DSL access
Digital Subscriber Line technologies
for broadband multimedia communications in fixed line telephone
networks. Examples: IP-DSL, ADSL
and VDSL.

*Chapters covered by the Auditors' Report

The Ericsson Annual Report is intended to accurately describe Ericsson's
financial and operational performance during 2006. This publication includes
a Corporate Governance Report.

We issue a separate Corporate Responsibility Report. A summary is included
on page 22 of this document.
Our website www.ericsson.com is updated on a regular basis and contains
a variety of useful information about the Company, including downloadable
versions of each of the above reports.

Emerging market
Defined as a country that has a
GNP per capita index below the
World Bank average and a mobile
subscription penetration below
60 percent.
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.
GSM
(Global System for Mobile
Communication) Standard for
digital mobile telephony, GSM has
become the world’s most widely
used mobile system.
HSPA
(High Speed Packet Access)
Enhancement of 3G/WCDMA
that enables 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.
LTE
(Long-Term Evolution) The term for
the next evolutionary step of mobile
technology beyond today’s HSPA
networks. The standard will support data rates above 100 Mbps
and is currently being defined.
MBMS
(Multimedia Broadcast Multicast
Service) A technology for broadcast and multicast of TV via mobile
broadband access.
Managed services
Outsourcing of the management
of operator networks and/or
hosting of their services.
Next-generation networks
A term used for the converged
IP-based network.
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 eventually 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.
Integrates IP-telephony and the
legacy circuit-switched part of the
network.
TD-SCDMA
A 3G technology being deployed
in China.
WAP
(Wireless Access Protocol) A standard for wireless communications
that makes it possible to access
Internet pages from a mobile phone.
WCDMA
(Wideband Code Division Multiple
Access) A 3G mobile communication system that uses code division
multiple access technology over
a wide frequency band. WCDMA
builds on the same core network
infrastructure as GSM.
WiMAX
(Worldwide Interoperability for
Microwave Access) A technology
enabling the delivery of wireless
broadband access, as an alternative to cable and DSL.
WLAN
A broadband technology for
"hotspot" access (e.g. airports,
hotels).
WLL
(Wireless Local Loop) Wireless
communications access link for
delivering traditional telephone service (POTS) and broadband Internet
to customers. Various types of WLL
systems and technologies exist.

Uncertainties in the Future

Annual publications

The Ericsson Summary Annual Report is an extract of the full Annual Report.

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

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,
projections 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 telecommunications 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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Our share: www.ericsson.com/investors
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This is Ericsson

Why invest in Ericsson?

Founded in 1876, Ericsson is a leading provider of communi

Global leader

cations networks, related services and handset technology

We are a leading supplier of systems and services to most of

platforms. Through our Sony Ericsson joint venture, we are

the world's largest mobile and fixed network operators. Ericsson

also a major provider of handsets. Our experience building

has a long history of innovation and an industry-leading R&D

networks in more than 175 countries gives us unique customer

program that focuses on being first to market with new solu

and consumer insights, and our extensive portfolio of telecom

tions based on open standards.

munication solutions and intellectual property offer a true
business advantage. We are committed to working with our
customers and partners to expand the borders of telecom
munications for the benefit of people everywhere.

Our vision
Our vision is to be the prime driver in an all-communicating world.
This means a world in which all people can use voice, data,
images and video to share ideas and information whenever
and wherever they want.

Solid financial performance
2006 is the third consecutive year in which Ericsson has
reported good sales growth and best-in-class operating
margin. Cash flow before financial investing activities was
SEK -2.6 billion. Excluding major acquisitions/divestitures,
we generated however a healthy cash flow from operations
of SEK 12.2 billion. The dividend has increased over each
of the past two years and the Board has proposed a further
11 percent increase for 2006.

Long-term growth
We are gaining market share in mobile and fixed networks
as well as in services. Our professional services business
is experiencing particularly strong growth and generating
a return on capital employed well above the group average.
Moreover, we anticipate that our Sony Ericsson joint venture,
our industry-leading patent portfolio and our newly-formed
multimedia business unit will increasingly contribute favorably
to our overall financial performance.

t h i s i s er i csso n



Financial highlights

			
SEK million
2006
Net sales
Operating income
– operating margin
Net income
Earnings per share, diluted, SEK
Cash dividends per share, SEK

Change
from 2005

20052)

2004 3)

2003 4)

20024)

Net Sales:
Good growth, mainly
driven by mobile networks,
professional services and
acquired Marconi sales.

177,783		 17.1%	151,821	131,972	117,738	145,773
35,828		
8.3%
33,084
26,706	-11,239	-21,299
20.2% 		
21.8%
20.2%	-9.5%	-14.6%
26,436		
8.1%
24,460	17,836	-10,844	-19,013
1.65		
7.8%	1.53	1.11	-0.69	-1.51
0.50 1)
11.1%
0.45
0.25
0
0

Year-end position, SEK million
Total assets
Working capital
Capital employed
Stockholders’ equity
Interest-bearing liabilities and
post-employment benefits
Net cash

214,940
82,926
142,447
120,113
21,552
40,728

Net INCOME:
SEK 26.4 billion is the
highest in Ericsson's history.

2.7%
209,336	186,186	182,372
209,113
-3.8%
86,184
69,268
58,873
73,026
6.8%	133,332	115,144	108,989	137,539
18.2%	101,622
80,445
60,481	
73,607
-30.2%
30,860
33,643
46,209
61,463
-19.6%

50,645

42,911	

26,998

24.4%		
25.6%
25.5%	11.1%	-1.9%
23.7%
26.7%
24.2%	-16.2%	-26.7%
27.4%
28.7%
26.4%	-5.9%	-11.3%
56.2%
49.0%
43.8%
34.4%
36.4%
1.3
	1.2	1.2	1.0	1.0
5.1
5.0
5.7
6.1	
5.1
3.9
4.1	
4.1	
3.4
3.0

Statistical data, year-end
Number of employees
– Worldwide
– Of which in Sweden
Export sales from Sweden, SEK million

63,781
19,094
98,694

13.8%
-9.8%
5.1%

56,055
21,178
93,879

50,534
21,296
86,510

51,583
24,408
72,966

net sales
(SEK billion)

CASH DIVIDENDS:
SEK 0.50 proposal is double
the level paid for 2004.
Net cash:
Strategic acquisition of
Marconi assets reduces net
cash.

4,751

Ratios
Ebitda
Return on equity
Return on capital employed
Equity ratio
Capital turnover
Inventory turnover
Accounts receivable turnover

Our 10 largest markets 2006
% of total sales

operating margin:
Best-in-class operating
margin reflects scale
advantage and operational
excellence.

1)	For 2006, as proposed by
the Board of Directors.
2)	Ericsson has adopted the
new option in IAS 19 as from
January 1, 2006. 2005 has
been restated accordingly.
3)	2004 has been restated in
accordance with IFRS.
4)	2002 and 2003 have not
been restated. The
differences refer mainly to
capitalized development
costs, goodwill and pensions.

64,621
30,241
86,695

SALES BY REGION 2006
Ericsson net sales (SEK billion)
and change (%) year-over-year
Western Europe

177.8
151.8

145.8
132.0

8

51.9

50.3

15.9
-18%
16.5

43.2

117.7

7
6

+24%

6
5
4

4

4
3

Central &
Eastern Europe,
Middle East
and Africa

3

+23%

+42%

-14%

US
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KEY achievements 2006

We were awarded contracts to build

Our 3G (WCDMA/HSPA) solution was

mobile networks in many areas of Asia,

selected by leading operators around the

Africa and the Middle East, bringing tele

world including eMobile and Softbank (Japan),

coms to millions of people for the first time.

AT&T and T-Mobile (US) and Telstra (Australia).

Fixed-line operators, including

We extended our lead in

T-Com and Telefonica, increasingly

services, now supporting

selected our broadband access

networks with one billion

and optical transmission solutions.

subscribers.

We won 23 new IMS (IP Multimedia Subsys

Vodafone Group named

tem) contracts for fixed and mobile networks

us Supplier of the Year

and led the industry forward by putting six

and designated us as a

new IMS networks into commercial operation.

preferred IMS supplier.

We deployed our one mil-

Our solution for fixed broad

lionth microwave MINI-LINK

band access (VDSL2) was named

used to transport traffic in

Best Access Technology at

mobile and fixed networks.

Broadband World Forum 2006.

We exceeded our goal to

Our acquisition and successful

reduce R&D lead times

integration of Marconi further

by an additional 20 percent

strengthened our ability to

during the year.

deliver end-to-end solutions.

key a c h i e v eme n ts 2 0 0 6


3

To my FELLOW shareholderS,
2006 was a year of great change, enabling us to capture current

greatest strengths and has made Ericsson a driving force

opportunities and open the door to new ones. Our 17 percent

behind the industry’s evolution for the past 130 years.

sales growth outpaced the industry and extended our leading
position in systems and services.

The world of communications is driven by consumers'
desire for mobility and broadband. Today, there are more
than 2.7 billion mobile subscriptions in the world, and in a

Change Creates Opportunities

few years this figure is expected to pass four billion, fueled by

Our market leadership and scale advantage have stimulated

high-growth markets. As most of these markets have limited

increased merger activity among our main competitors. We

fixed-line networks, the mobile networks will be the way for

believe that this is a positive development, as over the long

many new subscribers to access the Internet for the first time.

term this will create fewer but stronger competitors and a

We rolled out almost one half, and the vast majority in

healthier market. Our customers' needs are also changing as

terms of users, of all HSPA mobile broadband networks that

they move toward all-IP networks and high-speed broadband.

were put into commercial service during 2006, enabling our

Our recent reorganization and the acquisitions of Marconi in

customers to launch a new generation of mobile data services.

2006 and Redback Networks in 2007 have put us in a stron

The combination of rapid subscriber growth, increased usage,

ger position than ever to address the evolving needs of the

and new applications, such as Internet surfing, music down

world's leading operators. Our ability to lead the telecommu

loads and mobile TV, will require ongoing operator investments

nications industry through times of change is one of our

to improve network coverage, capacity and functionality.

The number of Class B
shares (and Class A
shares, if applicable)
includes holdings by
related natural or legal
persons.

Torbjörn Nilsson

Henry Sténson

Senior Vice President and
head of Group Function
Strategy & Product
Management (until
December 31, 2006)

Senior Vice President
and head of Group
Function
Communications

Born: 1953
Shares held:
69,541 Class B
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Marita Hellberg
Senior Vice President and
head of Group Function
Human Resources and
Organization
Born: 1955
Shares held:
47,091 Class B

Born: 1955
Shares held:
42,574 Class B

Carl Olof Blomqvist
Kurt Jofs
Executive Vice President
and head of Business
Unit Access
Born: 1958
Shares held:
229,522 Class B

Senior Vice President,
General Counsel and
head of Group Function
Legal Affairs
Born: 1951
Shares held:
6,080 Class A
46,491 Class B

Joakim Westh
Senior Vice President
and head of Group
Function Operational
Excellence
Born: 1961
Shares held:
124,886 Class B

The Prime Driver in an All-Communicating World

smarter and gain a better understanding of customer needs,

By supporting operators to expand their mobile and fixed

we have fostered an environment dedicated to serving our

networks to reach a broader population, we are helping to

customers better than anybody else. Ericsson is a company of

improve quality of life, spur socio-economic development,

outstanding talent. I take pride in our employees and the work

and foster mutual understanding. By evolving and improving

that we do around the world. As we close the book on 2006

the networks, and bringing new multimedia services to

and enter 2007, I am excited about the prospects for telecom

market, we are also creating a world in which all people can

munications and the significance our industry plays in global

have access to information, entertainment, social communi

development. Supplying the technology and services that

ties and more, whenever and wherever they want. At the

enrich the everyday lives of billions of people around the world…

same time, our Sony Ericsson joint venture is introducing

what a fantastic company to work for!

feature-rich and attractive mobile handsets to facilitate
simple use of these services.

Striving for Operational Excellence
These achievements would not have been possible without
Carl-Henric Svanberg

our focus on operational excellence. By identif ying best practices
in key dimensions of our operations and striving to work

Carl-Henric
Svanberg
President and CEO
Born: 1952
Shares held:
15,683,577 Class B

Bert Nordberg

Karl-Henrik
Sundström

Executive Vice President,
head of Group Function
Sales and Marketing

Executive Vice President,
Chief Financial Officer
and head of Group
Function Finance

Born: 1956

Born: 1960

Shares held:
43,817 Class B

Shares held:
34,230 Class B

President & CEO

Sivert Bergman
Håkan Eriksson
Senior Vice President,
Chief Technology Officer
and head of Group
Function R&D
Born: 1961
Shares held:
22,980 Class B

Senior Vice President
and head of Business Unit
Broadband Networks
Born: 1946
Shares held:
7,260 Class B

Hans Vestberg
Björn Olsson
Executive Vice President
and head of
Business Unit Systems
Born: 1956

Executive Vice President
and head of Business Unit
Global Services
Born: 1965
Shares held:
27,364 Class B

Shares held:
40,176 Class B
mess a g e from t h e ceo



Our business focus 2006

1

Reaching
more people

2

Increasing
speed and
capacity

Our fixed and mobile broadband solutions dramatically

Ericsson brought telecommunications to more people

improve network speed and capacity. Network evolutions

in more parts of the world than ever before, deploying

are enhancing quality of service and enabling operators to

rural networks and boosting capacity in many high-

launch new data services for their subscribers. On the mobile

growth markets. The number of global subscriptions

side of the business, we have supplied 46 of the 96 3G/HSPA

grew by a record 500 million, ending the year at 2.7

(high-speed packet access) networks launched to date. On

billion. Our cost-efficient and scalable solutions require

the fixed side, we delivered IP-DSL networks to more than

fewer radio sites while maintaining high-quality network

100 customers around the world during 2006, putting Ericsson

performance. In this way, we help our customers to

among the global leaders in broadband access.

reduce their operating costs, enabling them to expand
coverage to reach more users in new geographic areas.

Opportunities in a converging world
Many of the world’s leading operators are beginning to con

make Ericsson an attractive partner for operators seeking sup

verge their mobile and fixed networks into one. For consumers

port to reliably and cost-effectively evolve their networks to

this means a richer experience with easier access to a wide

accommodate multiple technologies.

range of content and applications. For operators it means
reduced costs and shorter time to market with new services.
This, in turn, creates new opportunities for suppliers, like
Ericsson, with both mobile and fixed expertise.
During 2006, we complemented our established leadership
in mobility by strengthening our fixed-line portfolio. Our tech
nology leadership, global presence, consumer understanding
and extensive experience in integrating and managing networks



our bus i n ess focus 2 0 0 6

Same services on all devices
IP Multimedia Subsystem (IMS) is the key that enables sub
scribers to access the same content and services from a
multitude of devices. We are the world's leading supplier of
IMS with 34 contracts for commercial launch and more than
70 trials.

3

Preparing for
the future

4

Expanding
our role

By providing operators with innovative offerings and reducing
their cost of operations, we support our operators in evolving

With the introduction of broadband access, subscribers

their businesses. We are taking increased responsibility as

can enjoy a wide variety of multimedia applications. To

a prime integrator and managed services partner for our

accommodate this traffic, however, many operators will

customers. Our 24,000 service professionals in more than

have to overhaul their core networks as well. During 2006,

140 countries provide local competence and global expertise

Ericsson took the lead in supporting operators to prepare

in consulting, network rollout, systems integration, managed

their networks for an all-IP environment by deploying

services, education and support. In 2006, we provided 24-hour

softswitch, IMS, and optical and microwave transport

network support for one billion subscribers.

solutions. We also worked with partners via Ericsson
Mobility World to bring new multimedia content to the
mobile environment.

An impressive customer base
We serve a broad base of more than 600 customers in over

Winning New Business

175 countries, including the largest mobile operators in Europe,

We continued to expand our addressable market and gain

North America, Latin America, Asia, Middle East and Africa. The

market share, with 48 new and expanded agreements for

world’s ten largest operators are all our customers and together

supply of network equipment and/or services during the year.

represent almost 50 percent of all mobile subscriptions worldwide.

Recent acquisitions will enable us to expand our offerings

Diversity Reduces Risk
The diversity of our customer base and the broad appeal of

even further, enhancing our ability to attract new customers
and to deliver increased value to the many we already serve.

our offerings are reflected in the fact that, during 2006, no
single customer accounted for more than 7 percent of Group
sales. Our sales were also evenly divided between emerging
and developed markets.

our bus i n ess focus 2 0 0 6



Opportunity
Our customer Telstra wanted to quickly bring reliable mobile
broadband service to all Australians, no matter where they live.

Result
Ericsson worked together with Telstra to deploy 3G/HSPA mobile
broadband in just ten months, the fastest rollout ever. The highspeed network reaches 98 percent of the population, benefiting
– among other things – health care and education.


k a p i te l rubr i k

the ericsson advantage

1

Dedication to long-term
customer relationships

We have been present in most of our markets for more than 100 years, building strong, long-term relationships with
the world’s leading operators. Our significant scale advantage, end-to-end offerings and a local presence in every
major market enable us to serve as a true partner for cost-effective delivery of solutions and support to a diverse base of
customers. As operators are increasingly reducing the number of different suppliers they rely on, the responsiveness
of our employees and the power of our portfolio of products and services that have built a trust over many decades,
will be key to our future success.

2

Commitment to
technology leadership

Ericsson has earned a reputation for innovation and technology leadership by developing open standards and bringing
reliable, cost-effective network solutions to market. Our early involvement in creating new technologies often enables
us to be first to market with new solutions – a distinct competitive advantage for operators that choose us as their primary

supplier. Our extensive portfolio of approximately 22,000 patents covers a variety of fixed and mobile technologies,
including GSM and WCDMA – the technologies that connect more than 80 percent of the world’s mobile subscribers.

3

Passion for
operational excellence

Our mission to take our customers forward in the best possible way requires simple, efficient and effective processes that
consistently yield high-quality products and services with low cost of ownership. This, combined with our core values of
professionalism, respect and perserverance, are key to our ways of working. During the past three years, our empha
sis on operational excellence has enabled us to increase sales without increasing operating expenses at the same
rate. Furthermore, we reduced R&D lead times in 2006 by more than 20 percent. As a result, we can bring products

to market faster than ever at a lower R&D cost.

t h e er i csso n a d va n ta g e



our products and services
Segment Systems:
Mobile and fixed networks

IP core network (switching, routing, control and
transport)
The evolution to Internet Protocol (IP) starts in the core. Our
core network solutions include industry-leading softswitch,

Mobile access

IP infrastructure, IMS, media gateways and microwave and

Ericsson is the global leader in the area of 2G (GSM) and 3G

optical transport solutions to provide cost-effective manage

(WCDMA/HSPA) mobile networks. By deploying our scalable

ment of voice and data traffic. Our acquisition of Redback

Ericsson Expander solutions in new coverage areas, operators

Networks will further strengthen our IP product portfolio.

can profitably serve low-spending users as the total cost of
ownership is at least 30 percent lower. More than 40 percent

Multimedia services and applications

of the operators who have begun rolling out mobile broad

A broadband network with an IP core provides operators with

band technology have chosen Ericsson’s WCDMA/HSPA

almost everything they need to begin offering multimedia

radio network. This evolution from GSM to HSPA means that

services. The last pieces of the puzzle are multimedia applica

tasks which once took minutes to accomplish in the mobile

tions and devices to attract subscribers, increase usage and

network (e.g. downloading a song) will now take seconds.

generate revenues.

GSM and WCDMA/HSPA share a common core network,

While multimedia applications and content have flourished

meaning that previous investments are preserved as opera

in the world of fixed communications, operators are just now

tors transition from voice-centric to multimedia networks.

beginning to launch attractive features for the mobile sub

We are now actively involved in the development of standards

scriber. Our ability to understand the needs of consumers and

for the Long-Term Evolution (LTE) of 3G which will further

enterprises, and our relationships with content and applica

enhance the consumer experience.

tion partners enable us to deliver such solutions and drive the
future of mobile multimedia.

Fixed broadband access
The acquisition of Marconi strengthened our IP-DSL offer

Working end-to-end

ing for fiber- and copper-based broadband access networks.

Sony Ericsson’s cutting-edge multimedia handsets and our

The expansion of our fixed broadband offering has been an

handset technology platforms and global services team

important step in reinforcing our ability to address network

complete our end-to-end proposition. By ensuring that all ele

operators as they begin integrating their fixed and mobile

ments of the communication chain – the phone, the access

networks.

and core networks, the applications and the services – work
together, we provide a powerful offering for our customers.

12.0
Mobile Networks Sales
(SEK billion)

Systems' sales by business activity

Fixed Networks Sales
(SEK billion)

123.4

112.6
Mobile Networks

Fixed Networks

Professional Services

82.1

7%

150

our products a n d ser v i ces

4.6

4.6

2004

2005

19%
2003

10

8.0

98.2

74%

120

2004

2005

2006

2003
12
10
8

90

2006

The converged network

SERVICES

MULTIMEDIA
SERVICES &
APPLICATIONS

MOBILE

SWITCHING/
ROUTING

USERS

SWITCHING/
ROUTING

CONTROL

TO INTERNET
AND OTHER
NETWORKS

FIXED
TRANSPORT

ACCESS

CORE NETWORK

ACCESS

CORE NETWORK

Mobile: Radio base stations connect
users to the mobile network.

Switching/Routing: Routers, media gateways and
AXE switches connect voice and broadband traffic
between users and multimedia services.

Fixed: AXE products provide traditional
voice service. Digital Subscriber Lines
(DSL) and “fiber to the home” solutions
connect users to the fixed or converged
network.

Control: Softswitch and IMS control the traffic
flow between users and manage the wide variety
of content available through the networks. This is
often referred to as the "brains" of the network.
Transport: Optical and microwave transmission
connect all parts of the network, enabling the
high-speed transport of voice and data.

MULTIMEDIA SERVICES AND
APPLICATIONS
Examples:
- e-mail
- Internet browsing
- Music
- Mobile TV and IPTV
- MMS for sharing video, images etc.
- Location-based services
- Business support systems, including
charging and billing solutions

our products a n d ser v i ces
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Our products and services continued

Services

Services as percent
of Systems’ sales

By outsourcing certain activities to Ericsson, operators can
focus on their core business of attracting, serving and retain

2006

32%

ing customers. We realized the strategic importance of services
early on, and by the end of the 1990s we were the first supplier
to form a services business unit. Today, our services orga
nization leads the industry with 24,000 professionals in 140
countries. We use our experience, skills and scale to support
customers in growing their business.

Professional services
2005

28%

Managed services

We provide high-quality operations of fixed and mobile net
works at a predictable cost. In addition, as a leading provider
of hosting solutions, we enable operators to launch multimedia
services in a simple, fast and cost-effective manner. We are the
industry leader in managed services, managing networks with
more than 100 million subscribers.
Systems integration

2004

25%

Operators can minimize risk by engaging Ericsson to integrate
equipment from multiple suppliers and handle technology change
programs, as well as to design and integrate new solutions.
More and more operators who face challenging technology
transformations or introductions of multimedia services are
asking us to serve as a prime integrator.
Consulting and education

As technologies and business models become more complex in
the evolution towards broadband and all-IP, our customers rely
on our consultants to support them in selecting technologies,
identifying multimedia services for growth and developing the

Services sales
(SEK billion)

53.7
21.3

Customer support

40.2
15.4
31.1
11.0

Having experienced professionals available around-the-clock to
32.3

24.9

operations ensures network uptime and lowers total cost.
2005

2006

Network rollout
Professional Services
Note: due to rounding, the two parts of
a column may not add up exactly to the
total.
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our products a n d ser v i ces

provide customer support is a crucial part of our service offer
ing. Giving advice on how to maximize efficiency in day-to-day

20.1

2004

competence of their employees.

Network rollout
Our ability to effectively roll out networks generates significant
revenues. In 2006, we raised the bar on network rollout effi
ciency, launching the world’s geographically largest national
HSPA network for Telstra (Australia) in only ten months.

Ericsson’s state-of-the-art Network
Operations Centers (NOC) play a
key role in managing the day-to-day
operations of customer networks and
in hosting content, applications and
enablers. Seven global NOCs provide
local managed-services solutions for
operators and enterprises.

Segment Other Operations
Ericsson provides several other important and complementary technical solutions.
The units included in Other Operations are small but strategically important.

Ericsson Mobile Platforms is a leading supplier of technology platforms (GSM/GPRS,
EDGE and WCDMA/HSPA) for mobile handsets and PC cards. During 2006, more than 17 million 3G/WCDMA handsets
were based on our technology. We currently license these platforms to 19 handset providers, enabling them to launch
new products faster, with lower technology risks.

Ericsson Network Technologies (Cables) is a leading provider of copper
and fiber cables for telecommunications and power networks.

Ericsson Enterprise provides communications systems and services that enable businesses,
public entities and educational institutions to have seamless access to applications and services across multiple locations.

Ericsson Power Modules is a leading supplier of DC/DC power converters and regulators,
mainly to the communications industry.

Ericsson Microwave Systems was sold to Saab AB in September 2006.
our products a n d ser v i ces
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A Record year for
sony ericsson
3G phones

Sony Ericsson Mobile Communications is a 50/50 joint ven
ture, combining Ericsson’s technology leadership with Sony’s

Some of Sony Ericsson’s best selling WCDMA phones during

consumer electronics expertise to create a powerful partner

2006 were the K800, K610 and W850. The success of these

ship that brings innovative products to market and provides

feature-rich and attractively designed 3G models has enabled

us with a valuable link to the consumer.

Sony Ericsson to capture a market share in 3G that is almost
double its position in the overall market. This is promising for

A record year

the future as 3G phones are expected to represent a much

In 2006, Sony Ericsson Mobile Communications celebrated

larger share of the market in the years ahead.

their 5th anniversary by delivering record-breaking results.
Sony Ericsson reported 46 percent unit growth, 51 percent sales

Gaining share in a growing market

growth and profits that more than doubled. The joint venture's

Sony Ericsson’s ability to differentiate itself with attractive,

success is partly attributable to its broadened portfolio,

feature-rich phones has enabled the joint venture to enter

including the introduction of the 3.2 mega pixel Cyber-shot

2007 with strong momentum. The popularity of Sony Ericsson’s

imaging phone and a wide range of Walkman® music phones.

high-end models has generated brand awareness across the

TM

portfolio, encouraging more users in all categories to choose

A complete product portfolio

Sony Ericsson as their brand of choice. With more than 980

While Sony Ericsson’s multimedia Cyber-shotTM and Walkman®

million handsets sold industry wide in 2006 and the market

line-up captured most of the headlines, the joint venture

expected to break the one billion mark in 2007, Sony Ericsson

shipped more than 75 different phones in all during the year,

is well positioned to capitalize on continued market growth.

including a wide variety of models in the mid- and entry-level

Cyber-shot™ is a trademark of Sony Corporation
WALKMAN ® is a registered trademark of Sony Corporation

segments. Over recent years, Sony Ericsson has developed
into a full portfolio player and this is reflected in their market
share gain during 2006.

1,298

Number of units shipped (million)

Sales (million Euro)

Income before taxes (million Euro)

10,959
74.8

7,268

51.2

486

6,525

512

42.3

22.9

2002

4,176

27.2

2003

2004

2005

2006

2002

4,673

2003

2004

2005

2006

2002

2003
-130
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a record ye a r for so n y er i csso n

-291

2004

2005

2006

Opportunity
The evolution of mobile broadband is rapidly increasing the
demand for feature-rich phones, providing easy access to
the latest applications and content.

Result
During 2006, Sony Ericsson celebrated its five-year anniversary with over 20 million Walkman ® phones sold since
releasing the first model in the fall of 2005.

k a p i te l rubr i k
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An All-communicating world
– more people communicating in more ways

Communication for all

going mobile! In 2006, the number of 3G/WCDMA subscrip

Following the record growth in new mobile subscriptions

tions nearly doubled to approximately 100 million globally.

during 2006, we expect that the total number of mobile sub

We anticipate that this figure will grow significantly over the

scriptions will surpass three billion already in 2007. This rapid

next five years. The traffic increase in fixed broadband net

growth is possible thanks to the introduction of cost-effective

works will be greater still.

solutions, such as Ericsson Expander. This far-reaching and
scalable radio base station enables operators to profitably
launch networks in sparsely populated or developing areas
that typically generate ARPU (average revenue per user) well
below USD 10. We also offer solutions that enable operators
to enhance capacity without having to add new radio base
stations. Apart from being a case for good business, these
solutions enhance quality of life by helping to eliminate
the impact of distance and to establish the foundation for
more advanced data services.

Multimedia
Thanks to HSPA and the transformation to all-IP networks,
the mobile broadband genie is out of the bottle and there is no
end to what it can do: high-speed downloads of music, photos,
streaming television and other multimedia applications.
Operators are making great strides in this area as they seek to
introduce attractive offerings and generate increased revenues in a
very competitive marketplace. In 2006, the multimedia market
was estimated to be approximately USD 25 billion and is
expected to exceed USD 100 billion by 2011.

Taking broadband mobile

Our end-to-end approach includes our Consumer and

During the past ten years, the Internet has revolutionized

Enterprise Lab, through which we conduct more than 20,000

the world, connecting more than a billion homes and offices

face-to-face interviews annually, providing valuable insights

into one massive global network. In the early 1990s, analog

for ourselves and our customers. It also includes our access

modems and narrowband dial-up connections made surfing

to unique content through the more than 250,000 developers

the web and downloading content possible but often frustrat

linked to Ericsson Mobility World. These assets combined with

ing due to slow response times over these connections. Then

our network and handset technology expertise and our charging,

came digital subscriber lines and broadband!

messaging and provisioning solutions put us in a very strong

Fixed broadband is today expanding its reach throughout
the world, and as it does, an exciting thing has happened…

position to support operators in launching the new services
needed to capture the multimedia opportunity.

broadband has broken away from the home and office and is

In 1876, Lars Magnus
Ericsson opens up a
telegraph repair shop
in Stockholm. This
same year, Alexander
Graham Bell patents
the telephone.
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a n a l l-commu n i c at i n g wor l d

By the turn of the century,
Ericsson is building
fixed networks on five
continents. In the 1920s,
manual switching centers
give way to automatic
switching.

The 1980s see the intro
duction of analog mobile
networks. In the 1990s, fixed
broadband is introduced as
is ATM switching, bringing
with it the start of
the Internet age.

Mobile Subscriptions
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Traffic in Fixed Access Networks
300

Mobile data
Voice
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Today there are more than 270 million fixed broadband
subscriber lines worldwide and this number is expected
to more than double to almost 600 millions by 2011.

With subscription penetration of approximately 40% there
is still enormous potential for growth. Over the next 5 years,
over 80% of new subscriptions are expected to come
from emerging markets, with the most significant growth
coming from India and China.
Source: Ericsson
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The mobile Internet, TV, video, music and the rise of
the mobile office are all expected to lead to significant
traffic growth in the world's mobile networks. Data is
expected to surpass voice by the end of the decade.
Source: Ericsson

The new millennium starts
with extraordinary growth,
as the Internet fuels a
massive increase in data
traffic. The first 3G mobile
broadband networks are
introduced.

In 2002, the number of mobile
subscriptions surpasses fixed. By
2006, Internet users exceed one billion
and mobile subscriptions reach 2.7
billion. Operators begin conversion to
lower-cost and higher-performance
all-IP networks.
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Today operators are making the transition to all-IP
networks and are just beginning to launch IPTV. The
estimated increase in IPTV usage assumes 4 hours
daily use of IPTV, by 50 million subscribers in 2011.
Source: Ericsson

Over the next few years, more
than four billion people will
have access to fixed or mobile
broadband networks for voice
and data. This will bring us one
step closer to our vision of an
all-communicating world.

a n a l l-commu n i c at i n g wor l d
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leading, changing, growing

Ericsson has led the evolution of telecommunications. From

Business Unit Global Services – Our expertise in network

the introduction of fixed-line networks in the late 1800s to

rollout, consulting, education, integration, customer support

fixed and mobile broadband today, we have built an unpar

and managed services enables us to capitalize on the trend

alleled track record that is a result of our ability to predict,

among operators to outsource a broader range of activities to

respond to and capitalize on change.

network suppliers.

As of January 1, 2007, we have realigned our organization to
reflect market trends, strengthen our leadership and expand our
market reach. Through efficiently applying our resources into three
key business units we are sharpening our focus on the markets
that we believe will enable us to capture emerging opportunities
and best meet the needs of our global customer base.

Business Unit Multimedia – Our applications and con
tent management solutions help our customers to increase
their sales. Ericsson Mobility World brings a broad array of
music, images, games and global positioning applications to
operators and to their subscribers. Ericsson Consumer and
Enterprise Lab and the complementary strengths of Sony

Business Unit Networks – With our robust portfolio of mobile

Ericsson Mobile Communications further enhance our con

and fixed broadband access technologies, core networks,

sumer perspective for superior end-to-end offerings.

transport and next-generation IP networks, we will effectively
meet the coverage, capacity and network evolution needs of
our customers.

The prime driver
in an all-communicating world

Make people's lives easier and richer
Provide affordable communication for all
Enable new ways for companies to do business

Excel

Expand

Establish

in Network
Infrastructure

in
Services

position in
Multimedia
Solutions

Operational Excellence in everything we do
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Le a d i n g , c h a n g i n g , g row i n g

Networks
has been #1 in mobile networks for many years and has now
“Ericsson
re-emerged as a leading contender in fixed networks as well. This has
enabled us to expand our business with existing customers and to enter into
important new relationships with others. In the years ahead, fixed and mobile
broadband will be deployed in more and more areas of the world

”

and Ericsson Networks will be a driving force behind this evolution.

Kurt Jofs
Executive Vice President
and head of Business Unit Networks

Global Services
measured by numbers or by performance, we are the global leader
“Whether
in both professional services and network rollout. In 2006, operators spent an
estimated USD 61-65 billion on services and the market has shown consistent
growth over the years. Our ability to support our customers in growing their
business and in significantly reducing network operations costs explains why
our services are in such high demand. With our services offering, our custom

”

ers gain significant efficiencies.

Hans Vestberg
Executive Vice President
and head of Business Unit Global Services

Multimedia
future is here and now - it's about music on the move, mobile TV, Internet
“The
and e-mail access wherever you want it. Ericsson is helping to drive the multime
dia experience by enabling our customers to develop successful businesses that
energize consumers' lives by providing rich, exciting, differentiated content. Our
innovative technology, application platforms, cutting-edge Sony Ericsson phones
and relationships with leading content developers and application providers make
us a valuable partner for operators and other industry players seeking to

”

access more revenue streams.

Jan Wäreby
Senior Vice President
and head of Business Unit Multimedia

Le a d i n g , c h a n g i n g , g row i n g
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Questions and answers

Why is Ericsson expanding headcount?
As a knowledge company, our employees are our greatest asset. During the year we added a net of 7,726 employees.
This increase was primarily a result of the Marconi acquisition and the remaining additions were largely in Services
to accommodate the 33 percent growth in that area. Going forward we expect to increase our headcount in line with
our business needs. We have already announced plans to hire 500 new research engineers over the next few years
to further strengthen Ericsson’s technology leadership and accelerate research, especially in the area of IP-networks
and multimedia technology.

What is Ericsson's acquisition strategy?
Over the past three years we have consistently grown our business faster than the market while maintaining best-in-class
profitability. This has been achieved primarily through organic growth, complemented by bolt-on acquisitions that have
brought us cutting-edge technology or expertise. Going forward our strategy remains the same.

What is Ericsson's most significant
challenge going forward?
Keeping pace with change, bringing cost-efficient, revenue-generating solutions to market, and meeting the needs
of our customers better than our competitors are our primary challenges and key to our future success. Although
we have been a telecommunications leader for many decades, this industry is always evolving and we must evolve
along with it if we are to stay in the lead. The last 20 years have seen tremendous growth in mobile subscriptions.
Looking to the future, the pace of new subscriber additions will eventually slow and growth will need to be driven
in new ways. Growing minutes of use and a rapid increase in both mobile and fixed broadband data traffic are
changing our business. Our recent acquisitions have expanded our technology portfolio and our growing services
business will play an even more important role in meeting the challenges in the future.
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quest i o n s a n d a n swers

What is Ericsson’s Intellectual Property
position?
With around 22,000 patents, we believe that we hold leading patent portfolios in a number of key technology standards
including GSM, EDGE, WCDMA, HSPA and MBMS. We also hold strong portfolios of essential patents in a variety of
other fixed and mobile technologies including Voice over IP (VoIP), ATM, WAP, WiMAX, WLAN and TD-SCDMA. These
patents are very valuable, reducing our cost and creating an additional source of income for our Company.

What does Ericsson mean by
Operational Excellence?
At Ericsson we use the term operational excellence to refer to our philosophy of striving to do things smarter today
than yesterday and to do it in a smarter way than our competitors. By driving excellence and innovation in everything
that we do, we create a competitive advantage. Much was achieved through operational excellence in 2006, including
improved R&D lead times and the successful integration of Marconi operations. We also reorganized our operations
into three business units, creating a more customer-oriented organization and paving the way for continuous efficiency
improvements in the years ahead.

How will Ericsson utilize its net cash
of SEK 40.7 billion?
Maintaining a strong cash position is essential to us and we intend to keep it at a robust level for the foreseeable
future. Our cash provides us flexibility in this competitive and capital-intensive business. It will be used to fund organic
growth, to execute large network projects, to provide selective customer financing, to make bolt-on acquisitions,
and to pay the annual dividend to shareholders. The dividend payout has increased from SEK 0.25 for 2004, to SEK 0.45
for 2005 and the Board has proposed a dividend of SEK 0.50 for 2006. As we continue to generate free cash flow,
the Board will propose appropriate dividend levels and determine how to best utilize our cash to maximize long-term
shareholder value.

quest i o n s a n d a n swers

21

corporate responsibility
– our contribution to a better world

Corporate Responsibility is about building enduring value
– economic, environmental and social – for our Company
and our stakeholders. Our goal is to generate positive
business impacts and ensure that controls are in place to
minimize risks.

Minimize risks
Our approach ensures that controls are in place to deepen
stakeholder trust and to minimize operational risks.

• Our Code of Business Ethics outlines expectations Ericsson
has on its employees. This Code is periodically reviewed, and

Generate positive business impacts
We are committed to solutions that increase our own and our
customers’ positive impact on the planet. During 2006:

in 2006 all employees were asked to review and acknowledge
understanding of this Code.

• Ericsson was an early signatory to the UN Global Compact
principles which cover human rights, fair labor practices, envi

• We introduced new “green site” concepts, promoting the

ronment and anti-corruption. These principles are reflected in

use of a variety of renewable energy sources to power our

our Code of Conduct and are valid for all employees and all

radio base stations. We announced our pioneering biofuel

suppliers.

project with pan African-operator MTN and the GSMA
Development Fund in Nigeria.

•

Ericsson Consumer and Enterprise Lab conducted studies

in Kenya and Nigeria, deepening the industry's understanding
of how mobile communications can serve as a major catalyst
of socio-economic development in very low-income villages.

• We are driving market penetration and subscriber growth
in emerging economies by introducing new technologies and
business models which lower operators’ costs of network
rollout in rural and low-income areas. In this way, we are nar
rowing the "digital divide" by increasing the accessibility and
affordability of services.

• Ericsson Response, our employee volunteer disaster relief
program, provided on-the-ground support in Pakistan for nine
months following the devastating earthquake.

• As one of the founding partners of the KTH Center for
Sustainable Communications in Sweden, we are exploring
the role of advanced communication technologies in a
sustainability context.
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• During 2006, we completed a pilot project using a riskbased approach to the Code’s implementation to evaluate
supplier performance and to reduce operational risks.

• We joined the Business Leaders Initiative on Human Rights
(BLIHR), a business-led initiative designed to help lead and
develop the corporate response to human rights.

• Ericsson is in compliance with the EU Directive on
Restriction of the use of certain Hazardous Substances in
Electrical and Electronic Equipment (RoHS).

• We have begun global implementation of our Ecology
Management Provision (first introduced in 2002), offering
take-back of customers’ decommissioned equipment for all
products, in all markets.

• Ericsson’s goal is to exceed the European Union's WEEE
(Waste Electrical and Electronic Equipment) Directive’s
ambition of recycling or reusing 75 percent of equipment
taken back and ensure that less than 25 percent ends up
in landfill sites.

Opportunity
Although telecommunications is an energy lean sector, network infrastructure
and handsets consume energy during manufacturing and operation. Fossil fuel,
when used to produce energy, generates carbon dioxide (CO 2 ). Ericsson provides
the technical solutions and expertise to support operators in optimizing energy
efficiency in the network, reducing CO 2 emissions as well as operating costs.

Result
In 2006, we improved the energy efficiency of our WCDMA radio base station
portfolio by 35 percent, exceeding our 25 percent target. By 2008 we intend to
reach a total of 50 percent improvement in energy efficiency compared to 2005
levels. We lower the CO 2 emission by 2.2 million tons over the lifetime of our
radio base stations delivered during 2006. This will also reduce our customers'
operating cost significantly.

k a p i te l rubr i k

23

the board of directors
According to our Articles of Association, the Board of

Under Swedish law, unions have the right to appoint three

Directors shall consist of a minimum of five and a maximum

additional directors and their deputies to the Board.
Our Directors (as of December 31, 2006) are as follows:

of twelve directors, with no more than six deputies.
The directors shall be elected each year at the Annual
General Meeting for the period up to and including the
following Annual General Meeting.

Torbjörn Nyman

Anna Guldstrand

Marcus Wallenberg

Katherine Hudson

Börje Ekholm

(Born 1961) Appointed 2004

(Born 1964) Appointed 2004

(Born 1956) First elected 1996

(Born 1947) Elected 2006

(Born 1963) Elected 2006

Member of the Finance
Committee

Deputy Employee Representative

Deputy Chairman of the Board
of Directors

Shares held: 52,000 Class B

Member of the Remuneration
Committee

Chairman of the Finance Committee

Ulf J. Johansson

Shares held: 58,803 Class B

Employee Representative

Shares held: 4,146 Class B,
Options held: 900

Shares held: 10,440 Class B

Shares held: 710,000 Class B

Per Lindh
Nancy McKinstry

(Born 1957) Appointed 1994

Michael Treschow

(Born 1959) First elected 2004

Deputy Employee Representative

(Born 1943) First elected 2002

Member of the Remuneration
Committee

Shares held: 203 Class B

Chairman of the Board of Directors

Shares held: None

Kristina Davidsson

Carl-Henric Svanberg
(Born 1952) First elected 2003

(Born 1955) Appointed 2006
Deputy Employee Representative
Shares held: 1,026 Class B

President and CEO
Shares held: 15,683,577 Class B

Chairman of the Remuneration
Committee
Member of the Finance Committee
and the Nomination Committee
Shares held: 770,000 Class B

Sverker Martin-Löf

(Born 1945) First elected 2005
Member of the Audit Committee

Monica Bergström

Shares held: 32,176 Class B

(Born 1961) Appointed 1998

Sir Peter L. Bonfield
(Born 1944) First elected 2002
Member of the Audit Committee
Shares held: None

Member of the Remuneration
Committee
Employee Representative
Shares held: 3,694 Class B

Anders Nyrén
(Born 1954) Elected 2006

Jan Hedlund
(Born 1946) Appointed 1994

(Born 1943) First elected 1993

Member of the Audit Committee

Deputy Chairman of the Board of
Directors

Shares held: 1,603 Class B

Employee Representative

Member of the Finance
Committee
Shares held: 33,428 Class B

Chairman of the Audit Committee
Shares held: 52,000 Class B

Carl-Henric Svanberg is the only Director who holds an
operational management position at Ericsson.
No Director has been elected pursuant to an arrangement
or understanding with any major shareholder, customer,
supplier or other person.
The number of Class B shares (and options, if applicable)
includes holdings by related natural or legal persons.
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For more information on the Board of Directors see our
website; www.ericsson.com. (Information on our website
does not form part of this document).

letter from the chairman
of the board
Dear Shareholder,
Five years ago, Ericsson embarked on an important process of

oversees with the assistance of

change. It started with the formation of the Sony Ericsson Mobile

external experts is fair, robust and

Communications joint venture, followed by an extensive revamp

in line with industry norms.

ing of Ericsson’s entire operations. Today these actions have

The Board is committed to

resulted in a powerful and unique combination of scale and diver

ensuring that Ericsson’s gover

sity. In 2006, Ericsson reported record profits and Sony Ericsson

nance framework supports the

marked its fifth anniversary with record shipments, sales and

Company’s main purpose of

income. This transformation would not have been possible with

shareholder value creation.

out strong shareholder support, particularly the positive re

Enhancements made during the

sponse to Ericsson’s stock issue in 2002 that provided the finan

year are described in the Corpo

cial security to successfully complete the change process.
Our ambition is to return value to shareholders in the most

rate Governance Report which I
encourage you to read. Along with

sustainable way. This requires maintaining a strong balance

the Company’s executive manage

sheet for the financial flexibility to capture opportunities and

ment, we continue to foster Erics

further strengthen Ericsson’s market position. Organic growth is

son’s culture of integrity, respect and professionalism; integral

the Company’s primary intention but acquisitions to speed time

parts of effective governance.

to market may be necessary. You can be assured that we will

Your Board of Directors has been particularly busy during

rigorously apply the management oversight needed to ensure

2006, meeting 10 times on a broad range of issues from acquisi

acquisitions are in line with Ericsson’s needs and means.
Today’s telecommunications market is both promising and

tions to strategies to a new organization for the Company. In
addition we had a number of training sessions including R&D,

challenging, offering opportunities that are bigger but also more

Human Resources and Corporate Responsibility. We will

demanding than in the past. The market is more global; with

c ontinue our work with a commitment to progressively enhance

customers as well as competitors becoming more concentrated

the Company’s performance for the benefit of the employees, for

and stronger. Ericsson must continuously adapt to such market

society in general and, of course, for all Ericsson shareholders.

dynamics if it is to continue its leadership and management has

The telecom industry is one with long-term growth prospects

done a good job to make sure Ericsson is strategically, opera

and one that has an increasingly positive effect on our daily lives.

tionally and financially prepared for a new stage of development.

As the world’s leading supplier of communications networks and

The underlying strength of Ericsson is the quality of the work

services, Ericsson has a vital role in the industry and I am proud

force. Their commitment to Ericsson’s core values and willing

to be associated with such an exciting company. I thank you for

ness to embrace change underpins the outstanding results

allowing me this privilege.

achieved this year. On behalf of the Board of Directors, I would
like to express our appreciation to all employees for their dedi

Yours sincerely,

cated efforts and special contributions.
The ability to attract and retain the best talent at all levels of
the Company, especially in leadership roles, is crucial to
Ericsson’s growth and future performance. Executive compensa
tion is one of the most widely debated issues in business today
and suitable remuneration is important to the Company. Erics
son’s executive compensation must be competitive and reflect
the high demands we put on the Company’s leadership. We

Michael Treschow

believe the compensation plan that the Remuneration committee

Chairman of the Board

Le t ter from the chairman of the board
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Board of Directors’ Report
This Board of Directors’ Report contains a discussion and
analysis of Ericsson’s consolidated financial statements and
operational results. This report also includes forward-looking
statements regarding a variety of matters including future market
conditions, strategies and anticipated results. Such statements
are based on assumptions and estimates, which are subject to
risks and uncertainties. Actual results could differ materially from
those described or implied by such forward-looking statements.
For further discussion, please see “Forward-looking Statements”
and “Risk Factors.”
The terms “Ericsson”, “Group”, “the Company”, and similar all
refer to Telefonaktiebolaget LM Ericsson and its subsidiaries.
Unless otherwise noted, numbers in parenthesis refer to prior
year, i.e. 2005.
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of maintaining a healthy balance between profit and growth has

Summary

already strengthened Ericsson’s prospects for a number of opportu-

Ericsson performed well in 2006, increasing sales 17 percent and

nities in growth areas such as services and next-generation networks

generating operating income of SEK 35.8 (33.1) billion and a cash

for fixed and mobile operators.

flow before financial investing activities of SEK –2.6 (11.3) billion.
Excluding the Marconi and Netwise acquisitions and the divestiture

Market Environment and Trend Information

of the defense business, the cash flow was SEK 12.2 billion.

2006 was a record year in terms of new mobile subscriptions: some

In addition to delivering solid financial results, Ericsson also made

500 (450) million new mobile subscriptions and approximately 980

good progress in strategically important areas, strengthening the

(800) million mobile phones were sold. The network equipment

Company’s position within the Systems segment business in a num-

market also developed positively during 2006, particularly for mobile

ber of related areas such as mobile and fixed broadband and profes-

systems, fixed broadband access and optical transmission.

sional services. Services sales in particular showed strong growth,

Price competition was especially intense this year regarding

and we believe that scale for continued profitable growth has now

strategic pricing necessary to win certain new contracts. However,

been established.
The Marconi acquisition was completed with the acquired opera-

with the merger of several of our competitors, we expect pricing
going forward to be more in line with historical trends. The historical

tions integrated and profitability established before year end. The

price/performance trend in both mobile phones and network infra-

combined Ericsson and Marconi business has secured several sig-

structure has significantly expanded the addressable market with

nificant new contracts as a result of the expanded product line.
Ericsson’s leading systems position was further expanded with a
number of major contracts for new mobile network deployments in all

resulting unit volume increases more than offsetting lower average
selling prices.
Although GSM represents the majority of the systems market,

regions of the world, including in Australia, Brazil, India, Japan and the

growth of GSM is slower than 3G/WCDMA, which is accelerating.

United States. The development in China was unfavorably affected by

The market for new GSM networks is mainly in emerging markets,

the timing and operator investment requirements for 3G licenses.

especially Asia, Africa and Latin America. If the current trend contin-

During the year, 48 new or expanded agreements to supply network equipment and/or related services to operators around the
world were publicly announced by the Company. This compares with

ues, the market for 3G/WCDMA will surpass that of GSM within the
next several years.
The ongoing equipment supplier consolidation is a healthy pro-

78 in 2005, 59 in 2004 and 58 in 2003. Although the number of con-

cess, driven by the competitive need for critical mass in R&D, pro-

tract announcements was lower this year than in the previous three

duction and support. As a market leader, Ericsson’s expansion strat-

years, the aggregate value of orders from these agreements along

egy is based on organic growth supplemented with complementary

with existing ones lifted our order backlog for systems to the highest

acquisitions. With Ericsson’s scale advantage within mobile systems

level in four years.

exposed to potential reduction, the Company will increasingly focus

The Sony Ericsson Mobile Communications joint venture showed

on innovation and operational excellence as well as expansion of

record performance, profitably gaining market share and ending the

fixed networks and professional services sales along with new areas

year as the fourth largest mobile device supplier with strong momen-

within multimedia.

tum toward their ambition of becoming a top three mobile phone
supplier.
The Company’s progress during 2006 indicates that the strategy
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Operator consolidation continues to be a key trend in a number of
regions. In the Americas, significant operator consolidation has
occurred with the number of operators reduced by more than half

over the last several years. One result of this consolidation is that a

access to service capabilities and content far beyond what they

number of operators in Latin America have chosen the GSM/WCDMA

could normally afford, while at the same time lowering their risks and

technology track, where Ericsson is the market leader. In Europe, we

improving their time to market.

see an acceleration of cross-border expansion as operators there
seek revenue growth and economies of scale. In other regions, op-

Goals, Strategy and Financial Results

erator consolidation is ongoing with the emergence of a number of

Our ultimate goal is for the Company to generate growth and a com-

rapidly growing pan-regional operators.

petitive profit that is sustainable over the longer term. Ericsson’s

Increased usage driven by new mobile subscriptions, mainly in
emerging markets, and accelerating deployments of 3G networks

ambition is to be the preferred business partner to customers, especially the world’s leading network operators. Ericsson strives to be

around the world generated growth in the mobile systems market. At

the market and technology leader for the supply and operation of

year-end, the 2.7 billion mobile subscriptions worldwide represented

network infrastructure. Being a market leader allows the Company to

a global subscription penetration of 41 (34) percent. The Company

leverage economies of scale to develop superior products and ser-

expects the number of mobile subscriptions to exceed three billion

vices and thereby offer customers competitive advantages. In addi-

before the end of 2007. This will drive a significant number of initial

tion, when our network equipment and associated services within

network build-outs and create opportunities for network deployment

Systems are combined with our mobile platform technology and the

and professional services in addition to mobile network systems

Sony Ericsson joint venture for mobile handsets, the scope of Erics-

offerings.

son’s operations extends to complete end-to-end solutions.

Total voice traffic on mobile networks worldwide grew an estimated 30 (30) percent in 2006, driven by subscriber additions and

Performance relative to financial objectives

increased average minutes of use (MOU). Western Europe is among

The Company performed in line with the following financial targets:

the highest penetrated mobile markets in the world in terms of subscriptions. However, Western European usage is significantly lower
than the average for the rest of the world. Increased tariff competition
among operators is starting to stimulate Western European usage to
a level closer to the global average. This is expected to require expansion of mobile network capacity over the coming years.
At year-end, there were 146 (91) 3G/WCDMA networks in commercial service, of which Ericsson is a supplier to 91 (49). The High
Speed Packet Access (HSPA) enhanced version of 3G/WCDMA is
now commercially deployed within 96 networks in 51 countries.

•	Increase sales at a faster rate than the market growth. The GSM/
WCDMA mobile systems market grew an estimated 5 percent,

while Ericsson increased their mobile systems sales by almost 10
percent;

•	Deliver best-in-class operating margin, i.e. better than the main

competitors. With an operating margin of 16 percent for Ericsson
Systems segment and 20 percent for the Group, Ericsson operating margins were the highest among its main competitors;

• Maintain “Investment Grade” credit ratings;

Ericsson is a supplier of 46 of these networks, which represent the

However, the Company did not meet the following target “Generate

vast majority of HSPA users. The number of WCDMA subscriptions

positive cash flow before financial investing activities” . However,

almost doubled during 2006 to nearly 100 million and HSPA deploy-

excluding the major acquisitions/divestitures the cash flow was SEK

ments are rapidly picking up speed. However, the number of 3G/

12.2 billion.

WCDMA networks in commercial service is less than one fourth that

In addition to these objectives, the shareholder-approved long-

of 2G/GSM – a significant opportunity for 3G/WCDMA equipment

term variable pay programs for executives is based on a certain EPS

suppliers when 2G networks are upgraded.

growth over a three-year period for each program. Please see also

Within fixed networks, many operators are converting to an all-IP

Notes to the consolidated statements – Note C29, “Information

(Internet Protocol) broadband environment. This will enable more

Regarding Employees, Members of the Board of Directors and Man-

efficient handling of fixed and mobile voice, data and image based

agement”.

communications as well as provide a platform for converged services.
While fixed network operators’ spending for network equipment in

Sales

total was up slightly in 2006, certain areas essential to next-genera-

Group sales grew 17 percent mainly driven by higher Systems sales,

tion networks – optical transmission, IP broadband access, IP rout-

where services increased by 33 percent and the Marconi acquisition

ing and IMS/softswitch – showed stronger growth. The Company

added an estimated 7 percent. Fluctuations in foreign exchange rates

believes the demand for IP broadband equipment will increase to

had an insignificant effect on reported sales.

meet the higher traffic requirements and user expectations for broadband multimedia services.
In addition to network deployment and systems integration ser-

Segment Systems
Within Systems, unit volume increases drove mobile network sales

vices, the opportunity to supply network operation and hosting

growth. Sales of network deployment services related to Systems

services is growing rapidly. The market for such managed services is

grew 39 percent during 2006, reflecting increased demand for turn-

expected to continue to show good growth prospects going forward,

key projects and our strong market position in mobile systems. Sales

as operators realize the competitive advantages and cost savings

of professional services were particularly encouraging, growing at 30

made possible when outsourcing certain network operations. With

percent, as the Company continued to be awarded contracts for

hosting services, smaller operators especially benefit by gaining

network operation and hosting services. At year end 2006, Ericsson-
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managed network operations served approximately 100 (53) million

net sales and operating expenses 2004 –2006

users.

(sek billion)

Based on Ericsson’s reported sales combined with the publicly

200

reported and estimated sales for Ericsson’s main competitors, we
believe the mobile systems market grew approximately 5 (11) percent
in reported currencies during 2006. During this period, Ericsson’s

CAGR: 16.1%
150

mobile systems sales increased by almost 10 percent, measured in
100

SEK, indicating that Ericsson grew faster than the market.

CAGR:
12.0%

The successful integration of the Marconi operations significantly
strengthened Ericsson’s systems offering, especially to operators of

50

fixed networks, where sales grew by 162 percent. The Company was
awarded a number of contracts for broadband access and optical
transmission equipment due to the competitiveness of the combined

0

product offering. We are optimistic regarding growth opportunities

2004

2005

Sales
Operating
expenses
CAGR sales
CAGR opex

2006

for IP routing, broadband access, optical transmission and nextgeneration networks. The Company continues to invest in these
areas, with the acquisition of Redback Networks expanding the

Operating margins have remained robust, with Group sales show-

scope of the product portfolio to also include IP routing.

ing a 16.1 percent compound annual growth rate (CAGR) over the

Segment Other Operations

percent. Operating expenses, measured as a percentage of net

last three years while operating expenses have a CAGR of only 12.0
Sales and operating income developed positively within Mobile

sales, increased from 27 percent in 2005 to 28 percent in 2006. The

Platforms and Cables (Ericsson Network Technologies) and overall

acquired Marconi operations had a negative effect on operating

sales within Other Operations increased by 6 (–4) percent and oper-

expenses during the first nine months, until they were successfully

ating income was SEK 0.9 (0.3) billion. The divested Defense busi-

integrated and streamlined.

ness is reflected in sales and operating income of Other Operations

Cost savings programs have been carried out within a number of

up until the divestiture in early September, 2006. Sales up until date

areas, such as creating scale advantages through the establishment

of divestment were approximately SEK 1.4 billion, compared with full

of several shared service centers in a number of regions which provide financial and human resource services to the sales organization.

year 2005 of approximately SEK 2 billion.

The number of employees in support functions was reduced through

Segment Phones

improved utilization of IT applications. By focusing on operational

See Sony Ericsson Mobile Communications on page 33 under Part-

excellence (i.e. process efficiency), we have been able to grow sales
without having to increase S&A headcount and costs at a corre-

nerships and Joint Ventures.

sponding rate.

Margins and operating expenses
Our ambition is for Ericsson to generate a competitive return on sales.

Other income statement items

With best-in-class operating margins of 20.2 (21.8) percent, the Com-

Share in earnings of joint ventures and associated companies before

pany continued to perform at industry-leading levels. Sony Ericsson

tax increased by SEK 3.5 billion, mainly due to a larger contribution

contributed 3.3 (1.5) percentage points to the operating margin, while

from Sony Ericsson Mobile Communications. Ericsson’s 50 percent

Marconi negatively affected Systems margins until profitability was

share in earnings of the joint venture before tax increased from SEK

established at the end of the third quarter. The lower gross margin of

2.3 billion in 2005 to SEK 5.9 billion in 2006.
The financial net decreased slightly from SEK 0.3 billion in 2005 to

41.2 (45.7) percent was mainly a reflection of a business mix within
Systems that had a significantly higher proportion of service sales as

SEK 0.2 billion in 2006.

well as the impact of the businesses acquired from Marconi, as both

Income after financial items was SEK 36.0 (33.3) billion.

have a lower than group average gross margin.

Net income attributable to the stockholders of the Parent Com-

Sales by segment and geographic region 2006

(SEK million)
Western Europe
Central and Eastern Europe, Middle East and Africa
Asia Pacific
Latin America
North America
Total
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Systems
45,396
48,699
41,991
16,234
15,250
167,570

Percent 	Other
change
Operations
27%
23%
45%
–14%
–19%
18%

6,542
1,602
1,211
246
612
10,213

Percent		
change
Total
7%
36%
–16%
2%
–7%
6%

51,938
50,301
43,202
16,480
15,862
177,783

Percent	Percent
change
of total
24%
23%
42%
–14%
–18%
17%

29%
28%
25%
9%
9%
100%

pany increased to SEK 26.3 (24.3) billion, with diluted earnings per

Capital expenditures
We continuously monitor the Company’s capital expenditures and

share of SEK 1.65 (1.53).

evaluate whether adjustments are necessary in light of market condi-

Balance Sheet

tions and other economic factors. Most capital expenditures are

Total assets amounted to SEK 214.9 (209.3) billion at year-end.The

normally investments in test equipment used to develop, manufac-

main item contributing to the 3 percent increase was higher trade

ture and deploy network equipment. However, the increase in capital

receivables reflecting the high business activity in the last quarter of

expenditures from 2005 to 2006 was mainly due to investments for

the year in markets with longer payment terms.

data and network operation centers, needed to support the rapidly

Deferred tax assets decreased by SEK 5.0 billion, due to utiliza-

growing services business.
The following table summarizes annual capital expenditures

tion of tax loss carryforwards and timing differences.

during the five years ended December 31, 2006:

SEK 9.3 billion of non-current borrowings were repaid.
Net cash decreased from SEK 50.6 billion to SEK 40.7 billion,
mainly as a result of the Marconi acquisition. The major part of the
acquired assets were intellectual property rights.

CAPITAL EXPENDITURES 2002–2006

SEK billion

Equity increased to SEK 120.9 (102.5) billion and the equity ratio
improved to 56.2 (49.0) percent.
Return on Capital Employed (ROCE ) was 27 percent compared to

Capital expenditures
of which Sweden
as percent of net sales

2006

2005

2004

2003

2002

3.8
1.0
2.2

3.4
1.0
2.2

2.5
1.1
1.9

1.8
1.1
1.5

2.7
1.2
1.9

29 percent in 2005.
Excluding acquisitions, capital expenditures in relation to sales are
not expected to be significantly different in 2007, remaining at roughly

return on capital employed 2004 –2006

				 Percent

two percent of sales. However, in addition to the normal capital

2004				
2005				
2006				

expenditures there are commitments to repay SEK 0.1 billion of debt

26.4
28.7
27.4

and to purchase Redback Networks for USD 1.9 billion, or SEK 13.4
billion, as well as to acquire Entrisphere. With a net cash position at
year-end of SEK 40.7 billion, we expect the Company to be able to

Cash flow before financial investing activities

cover all capital expenditure plans and customer financing commit-

Cash flow before financial investing activities was SEK –2.6 (11.3)

ments for 2007 by using funds generated from operations with no

billion. SEK 17.6 billion was used to acquire certain assets from

additional borrowings required.

Marconi. Excluding major acquisitions/divestitures, the underlying

In 2000 and 2001, we disposed of the majority of the real estate

cash flow was SEK 12.2 billion. Increases in working capital for work

properties that we owned. We believe the properties that we now

in progress in the field and trade receivables, reflecting the growth in

occupy are suitable for our present needs in most locations. As of

large network roll-out projects, also had negative effects. Cash

December 31, 2006, no material land, buildings, machinery or equip-

outlays regarding restructuring amounted to SEK 2.3 (2.0) billion,

ment were pledged as collateral for outstanding indebtedness.

where SEK 0.8 (1.5) billion relates to restructuring programs initiated

Credit ratings

during 2001–2003.
Through the efforts to improve capital efficiency, Inventory Turn-

Moody’s credit rating agency raised Ericsson’s credit rating during

over (ITO) improved compared to 2005. Days Sales Outstanding

2006, while Standard & Poor’s (S&P) last upgraded their ratings in

(DSO) increased due to growth in emerging and other markets with

2005. At year-end, their ratings of Ericsson’s creditworthiness were

longer payment terms. Efforts to further improve capital efficiency will

ERICSSON CREDIT RATINGS YEAR END 2004 –2006

WORKING CAPITAL EFFICIENCY MEASURES

Days Sales Outstanding (DSO)
Inventory Turnover (ITO)
Payable Days 1)
1)

Baa2 (Baa3) for Moody’s and BBB– for S&P, both considered to be
“Investment Grade”.

continue.

Target

2006

2005

2004

<90
>5.5
>45

86
5.1
54

81
5.0
52

75
5.7
51

		

2006

2005

2004

Moody’s		Baa2	Baa3	Ba2
Standard & Poor’s		BBB–	BBB–	BB+

	Payable days: Accounts payable divided by Cost of sales and multiplied by 365
days.

board of directors’ report

29

Research and development

Acquisitions and Divestitures

A robust R&D program is essential to Ericsson’s competitiveness and

The acquisition of certain assets relating to broadband access, opti-

future success. With most R&D invested in mobile communications

cal and radio transmission systems, data networking and service

network infrastructure, Ericsson’s program is one of the largest in the

layer from Marconi was completed on January 23, 2006, with a cash

industry. The efficiency of the R&D activities has been improved,

payment equivalent to SEK 17.6 billion. With net assets of SEK 4.0 bil-

enabling a faster time to market for new products and increased

lion, most of the acquisition costs were related to intellectual prop-

investments in new areas such as multimedia solutions, while de-

erty rights, e.g. patents, brands, trade marks, etc., which will be

creasing R&D as a percentage of sales. The Company reduced R&D

amortized over a ten year period. The acquired businesses were

lead time by more than 20 percent this year and has an ambition to

consolidated into Ericsson’s accounts as per January 1, 2006.

reduce R&D lead times by an additional 30 percent over the next

During the year, the acquired Marconi businesses were stream-

several years, as well as adding as many as 500 research engineers
in the areas of multimedia and IP technology.

lined and fully integrated within Ericsson’s operations. This resulted
in a 24 percent reduction of the former Marconi workforce for an
estimated annual cost savings of approximately SEK 2.0 billion, with
full effect from the fourth quarter of 2006. Restructuring charges

R&D PROGRAM

			

2006

2005

2004

Expenses (SEK billion) 		
27.9
24.5
23.4
As percent of sales		
15.7% 16.1% 17.7%
Employees within R&D at December 31 1) 17,000 16,500 16,000
Patents 1)		
22,000 20,000 16,000
1)

were SEK 2.2 billion, of which about one third was utilized during
2006, with the remainder expected to be utilized during the first half
of 2007. Of this charge, SEK 1.4 billion relates to the layoff of 1,600
employees and SEK 0.8 billion relates to the termination of IT agreements and facilities contracts that are no longer needed but were prepaid as part of the acquisition.

	The number of employees and patents are approximate.

During 2006, there were also several small acquisitions made to

R&D expenses during 2007, excluding the effects of the acquisition of

increase capacity mainly to support the growing systems integration

Redback Networks, are expected to remain at roughly the same level

business. To expand the systems product portfolio, the Company

in absolute terms compared with 2006, including the additional

also made several small technology acquisitions with Netwise of

research engineers and the amortization of the intangible assets

Sweden, acquired for SEK 0.3 billion, being the largest.

acquired from Marconi.

Ericsson’s defense business, Ericsson Microwave Systems AB,
and its 40 percent holding in Saab Ericsson Space was sold to Saab

Partnerships and joint ventures

AB for SEK 3.8 billion in cash with a capital gain of SEK 3.0 billion.

During 2006, Sony Ericsson Mobile Communications AB reported

The Ericsson defense business that Saab acquired had sales of

strong unit volume and sales increases, which caused income before

approximately SEK 2 billion in 2005 and employed 1,250 employees

tax to improve significantly during the year. The improved perfor-

when ownership was transferred.

mance is mainly a result of focusing on imaging, music and enter-

In December, Ericsson launched a tender offer to acquire Red-

prise phones, while increasing the number of more affordable mod-

back Networks of the US for USD 1.9 billion. The tender offer was

els. Sony Ericsson’s ambition is to achieve continued profitable

successfully concluded on January 25, 2007.

growth by leveraging the opportunities created by the combination of

During 2004, Ericsson made a public offer to purchase shares of

technologies and expertise from the parent companies. The joint

Ericsson S.p.A. in Italy, increasing Ericsson’s ownership to 93 per-

venture results are accounted for in accordance with the equity

cent. In the first quarter of 2005, a Residual Public Offer was

method. For more information, see also Notes to the Consolidated

launched for the remaining shares, and subsequently Ericsson S.p.A.

Financial Statements – Note C1, “Significant Accounting Policies”.

was delisted from the Milan Stock Exchange. In total SEK 2.2 billion
was paid out for the shares, of which SEK 0.6 billion in 2005. In 2006,
the remaining shares were purchased for SEK 0.1 billion, and the

SONY ERICSSON RESULTS 2004 –2006

		Percent
2006
change
Shipments (unit millions)
Sales (EUR m.)
Income before tax (EUR m.)
Net income (EUR m.)
Ericsson’s share of earnings
(SEK billion)

ownership in Ericsson S.p.A. is now 100 percent.
2005

2004

74.8
10,959
1,298
997

46%
51%
154%
185%

51.2
7,268
512
350

42.3
6,525
486
316

5.9

157%

2.3

2.1

Other than the transactions described above, there were no material acquisitions or divestitures completed during 2004, 2005 or
2006.

Material contracts and contractual obligations
Primary contractual obligations are outlined in the following table.
Operating leases are mainly related to offices and production facilities. Purchase obligations are mainly related to outsourced manufac-

For more information on transactions with Sony Ericsson, please see
also Notes to the Consolidated Financial Statements – Note C30,
“Related Party Transactions”.

turing, R&D and IT operations and to components for our own manufacturing. Except for those transactions previously described in this
report, Ericsson has not been a party to any material contracts over
the last three years other than those entered into during the ordinary
course of business.
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Multimedia includes Multimedia systems, as well as mobile plat-

CONTRACTUAL OBLIGATIONS 2006

				Payment due by period
			
<1
1–3
3–5
>5
(SEK million)
Total
year
years
years
years
Long-term debt 1) 2) 12,020
Capital lease
obligations 3)
2,207
Operating leases 3) 11,225
Other non-current
2,868
liabilities
Purchase
obligations 4)
8,238
Commitments
for customer
financing 2)
6,795
43,353
Total

427

6,689

4,401

503

180
2,198

334
3,318

253
2,205

1,440
3,504

forms and enterprise solutions, both previously reported within Other
Operations.
The new organization is in effect as from January 1, 2007.

Corporate Governance
Although internal policies and directives for governance and other
important rules for managing the Company’s business activities have
long been established, we have adapted our work procedures in line
187

991

15

1,676

8,238

–

–

–

with relevant developments in Sweden and the United States regarding reporting, disclosure and other requirements for listed companies
as well as changes in legislation, such as the Swedish Companies
Act and the US Sarbanes-Oxley Act.

6,795
18,025

–
11,332

–
6,874

–
7,122

	Including interest payments.
	See also Notes to the Consolidated Financial Statements – Note C20, “Financial
Risk Management and Financial Instruments”.
3)
	See also Notes to the Consolidated Financial Statements – Note C27, “Leasing”.
4)
	The amounts of purchase obligations are gross, before deduction of any related
provisions.

1)

2)

In accordance with the Swedish Code of Corporate Governance,
a separate Corporate Governance Report, including an Internal
Control section, has been prepared. There have been no amendments or waivers to Ericsson’s Code of Business Ethics for any
Director or member of management.

Risk Management
Risk-taking is an inherent part of doing business. Risks are managed
in our operational processes where risks are identified, probability of

Critical accounting estimates

occurrence assessed and potential consequences estimated. Ac-

The discussion and analysis of our results of operations and financial

tions are then taken to reduce or mitigate the risk exposures and limit

condition are based on our consolidated financial statements which

potential unfavorable consequences.

have been prepared in accordance with IFRS. The preparation of

We broadly categorize risks into operational risks and financial

these financial statements requires management to apply accounting

risks. Our approach to risk management leverages the scale and

methods and policies that are based on difficult, complex or subjec-

diversity of our business activities and balances central coordination

tive judgments or on estimates based on past experience and as-

with well-defined risk management responsibilities within each op-

sumptions determined to be reasonable and realistic based on the

erational unit.

related circumstances. The application of these estimates and
assumptions affects the reported amounts of assets and liabilities

For more information on risk management, see also page 89, Risk
Factors.

and contingent assets and liabilities at the balance sheet date and
the reported amounts of revenues and expenses during the reporting

Operational risk management

period. Actual results may differ from these estimates under different

Risk management has been integrated within the Ericsson Group

assumptions or conditions.
Please see Notes to the Consolidated Financial Statements –
Note C2, ”Critical Accounting Estimates and Judgments” for more
information about the accounting policies that we believe have the

Management System and each business process. The operational
risk management framework applies universally across all business
activities and is based on the following principles:
Each risk is owned and managed by an operational unit that is

most significant impact on Ericsson’s reported results and financial

held accountable, and monitored through unit steering boards and

position.

Group Management.

New organization

annual target setting and within ongoing operations by transaction

Risks are dealt with on three levels: in the strategy process, in
The development of broadband capabilities for both mobile and fixed

(customer bid/contract, acquisition, investment, product develop-

operators combined with the move toward next-generation networks

ment project, etc).

are expected to create demand for richer multimedia services and
accelerate growth opportunities. In this environment, we see the
possibility to further strengthen Ericsson’s market and technology

Approval limits are clearly established with escalation according
to a well-defined delegation of authority.
Certain risks, such as information security/IT risks and physical

leadership by implementing a more customer-oriented organization

security as well as insurable risks are centrally coordinated. A crisis

with three business units, each optimized for a specific, but related,

management council deals with ad hoc events of a serious nature, as

market segment.

necessary.

Networks includes access, core and transport, as well as cables
and power modules, previously reported within Other Operations.
Global Services, consisting of network rollout and professional
services, remains unchanged.

Financial risk management
We have an established policy governing the Group’s financial risk
management, which is carried out by the Treasury function within the

board of directors’ report
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Parent Company and by a Customer finance function. These are both
supervised by the Board of Directors’ Finance Committee.
For further information on objectives, policies and strategies for
financial risk management, please see Notes to the Consolidated

Financial credit risk
Financial instruments carry an element of risk in that counterparties
may be unable to fulfill their payment obligations. All derivative transactions are covered by ISDA Master Agreements to reduce the credit

Financial Statements – Note C19, “Interest-Bearing Liabilities” and

risk. During 2006, no credit losses were incurred from such instru-

Note C20, “Financial Risk Management and Financial Instruments”.

ments.

Foreign exchange risks

Liquidity and refinancing risk

With significant transaction volumes in currencies other than SEK,

We expect the Company’s cash-generating capabilities and strong

the Company has a net exposure to a number of currencies. The

cash position to satisfy any short-term liquidity requirements. During

duration of this exposure is also considerable, as many contracts

2006, there have not been any defaults in the payment of principal or

have long lead times between order and delivery. A variety of hedg-

interest, or any other material default relating to the indebtedness of

ing activities, covering on average the forthcoming 6–9 months, are

Ericsson or any of its subsidiaries.

used to manage foreign exchange risks.
The largest foreign exchange exposure is to the US dollar and

Corporate Responsibility

related currencies, which represented 49 (46) percent of sales in

Effective management of social, environmental and ethical issues

2006. Assuming that other foreign exchange exposures remained the

can help to assure an enduring capability for value creation and

same, a 10 percent plus/minus change in the USD/SEK exchange

competitive advantage. Ericsson supports the UN Global Compact

rate would affect operating income by an estimated plus/minus SEK

and its ten guiding principles. We see these principles not only as

3.8 (3.3) billion before any hedging effects. However, these effects

guiding principles, but also as a prerequisite for sound, long-term

may be compensated over time with new contracts with adjusted

business and as such, we are committed to responsible business

prices and costs.

practices for sustainable economic growth that all our stakeholders

Interest rate risks

ers and the broader global community is underscored by external

Ericsson is exposed to interest rate risk through market value fluctua-

recognition of our efforts. During 2006, Ericsson was again included

benefit from. Our commitment to employees, customers, sharehold-

tions of certain balance sheet items and through changes in interest

in the FTSE 4Good, the Dow Jones Sustainability Index and the 100

expenses and income. Assuming the net cash position remained at

Global Most Sustainable Corporations.

SEK 40.7 (50.6) billion, a sustained change in interest rates of plus/

Ericsson publishes a separate Corporate Responsibility Report

minus 0.25 percentage points would have an annual impact on the

annually, which provides comprehensive information about our cor-

financial net of approximately plus/minus SEK 72 (135) million.

porate responsibility and related activities.

Credit risk in trade receivables

Human Rights

At year-end 2006, trade receivables amounted to SEK 51.1 (41.2)

Ericsson believes that publicly available and affordable telecommuni-

billion, less allowances of SEK 1.4 (1.4) billion. Extended payment

cations is a fundamental prerequisite for social and economic devel-

terms for trade credits and overdue amounts are regularly reviewed,

opment. As one of the world’s largest providers of communications

and allowances are made to cover any potential losses. Historically,

equipment and services, the Company plays a vital role in this pro-

credit losses have been minimal, mainly due to a customer base that

cess, especially in emerging markets. Ericsson joined The Business

largely consists of well established and financially sound network

Leaders’ Initiative on Human Rights (BLIHR), which aims to find

operators.

practical applications of the Universal Declaration of Human Rights
within a business context and to inspire other businesses to do

Customer finance risk

likewise. Ericsson’s participation in BLIHR reinforces a longstanding

At year-end 2006, gross exposure for customer financing amounted

commitment to human rights and corporate responsibility activities.

to SEK 4.1 (7.0) billion, of which less than one percent was off-balance sheet. Operators in Central and Eastern Europe, Middle East

Community Involvement

and Africa represented half of the exposure, with Latin America

The Company is committed to being a responsible member of the

accounting for most of the rest.

global society and of the local communities in which we operate.

Credit risks are covered by security arrangements in most customer financing agreements, normally in the form of pledges of

Employees are encouraged and empowered to make a positive
contribution to the world around them. Their contributions are of

equipment, pledges of certain of the borrower’s assets and/or pledg-

many kinds, determined by our employees according to local needs.

es of shares in the operating company. In addition to these security

They may, for example, be in the fields of health care, social and

arrangements provisions are made and reported as part of selling

humanitarian aid, scholarships and other educational support, art

expenses. Risk provisions amounted to 13 (29) percent of the gross

and culture, the environment, children’s welfare as well as many other

exposure.

charitable activities.

Unutilized outstanding customer financing commitments amounted to SEK 6.8 (3.6) billion at year-end.
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We believe that telecom by its very nature has a constructive role
to play in the proactive engagement in local economic, environmental

and social challenges. We are encouraging economic growth in emer

Employees

ging markets through our Communications for All program, which we

Every year, an employee satisfaction survey is conducted with a high

are convinced will contribute substantially to poverty reduction.
Ericsson Response is a global initiative to rapidly provide IT, communication solutions and telecom experts anywhere in the world in

level of employee participation. In 2006, over 90 (92) percent of
employees participated in this survey. The results show improvements in, among others, the areas of Operational Excellence, Work

response to human suffering caused by disasters. Ericsson Re-

Empowerment & Company Engagement, Co-operation, Learning and

sponse assists the disaster relief operations of the UN Office for the

Leadership.

Coordination of Humanitarian Affairs (OCHA), UN World Food Programme (WFP) and the International Federation of Red Cross and

Employee headcount at year-end was 63,781 (56,055). Most of
the additions were due to the acquisition of Marconi and to support

Red Crescent Societies (IFRC). During 2006, Ericsson Response

the growing services business. During the year, 6,432 (2,377) em-

continued its 2005 support for an additional six months to the earth-

ployees departed while 14,158 (7,898) joined the company. Please

quake-hit Pakistan. During the crisis in Lebanon, Ericsson Response
supported the Telecom Sans Frontiers operations in the country
through our office in Lebanon.

see also Notes to the Consolidated Financial Statements – Note C29,
“Information Regarding Employees, Members of the Board of Directors and Management”.

Environment and Health

Executive Compensation

Our most significant environmental impact relates to the energy

The Remuneration Committee continues to be mindful of the debates

consumed by our products during their use phase, and we have set

around the world on executive salaries and benefits. We remain

ambitious targets in this area. By 2008, the Company intends to

confident that current policies and practices concerning authoriza-

improve the energy efficiency of the 3G/WCDMA base station portfo-

tion, compliance and control of senior executive compensation within

lio by a total of 50 percent, compared with 2005 levels. During 2006,

Ericsson are appropriate and reasonable. Principles for remuneration

the annual incremental improvement target of 25 percent was signifi-

and other employment terms for top executives were approved by

cantly exceeded.

the Annual General Meeting 2006, and are further described in Notes

The Company is also working actively with green site solutions,

to the Consolidated Financial Statements –Note C29, “Information

including solar, wind, fuel cell and biofuel technologies. Ericsson

Regarding Employees, Members of the Board of Directors and Man-

recently teamed up with the GSM Association’s Development Fund in

agement”.

Nigeria to show that biofuel is a viable option for powering rural base

As of December 31, 2006, there were no loans outstanding from,

stations. A second biofuel pilot, on a larger scale, is now starting in

and no guarantees issued to or assumed by Ericsson for the benefit

India. Biofuel-powered networks have the potential to bring socio-

of any member of the Board of Directors or senior management.

economic and environmental benefits to a society, while lowering

Please see also Notes to the Consolidated Financial Statements –

operators’ total cost of ownership.
We believe that the Company is in compliance with all material

Note C29, “Information Regarding Employees, Members of the Board
of Directors and Management”.

environmental, health and safety laws and regulations required by its
operations and business activities. Ericsson provides public informa-

Legal and tax proceedings

tion on radio waves and health and supports independent research

Ericsson and Sony Ericsson Mobile Communications are engaged in

to further increase knowledge in this area. Ericsson currently co-

multiple patent litigations in the US, UK, Germany and the Nether-

sponsors more than 45 different ongoing research projects related to

lands, involving GSM/GPRS/EDGE/WCDMA standards against the

electromagnetic fields (EMF), radio waves and health, and has since

Korean handset manufacturer Samsung, including proceedings in

1996 supported more than 80 studies with a total cost of more than

the US International Trade Commission (ITC) under Section 337 of

EUR 40 million. Public health authorities and independent expert

the Tariff Act of 1930. In ITC, both sides’ complaints are based on

groups have reviewed the total amount of research and they have

respondents’ alleged unlawful importation and sales within the Unit-

consistently concluded that the balance of evidence does not dem-

ed States of products, that – according to the complainants – infringe

onstrate any health effects associated with radio wave exposure from

several of their US patents. Ericsson and Sony Ericsson, as well as

either mobile phones or radio base stations.
From August 13, 2005, Ericsson has complied with the EU Directive on Waste Electrical and Electronic Equipment (WEEE). Our global

Samsung, seek exclusion orders to stop respondent’s importation of
such products into the US.
In October 2005, Ericsson filed a complaint to the European

end-of-life treatment program is called the Ecology Management

Commission requesting that it investigate and stop US-based Qual-

Provision, and was initiated three years before the WEEE require-

comm’s anti-competitive conduct in the licensing of essential patents

ments became law in the EU. This proactive approach gives Ericsson

for 3G mobile technology. At the same time, Broadcom, NEC, Nokia,

an effective tool to meet waste-management challenges in all our

Panasonic Mobile Communications and Texas Instruments each filed

markets around the world. From July 1, 2006, Ericsson is in compli-

similar complaints claiming Qualcomm is violating EU competition

ance with the EU Directive on Reduction of Hazardous Substances

law and failing to meet the commitments Qualcomm made to interna-

(RoHS).

tional standardization bodies around the world that it would license
its technology on fair, reasonable and non-discriminatory terms. In
December, 2005, The Commission opened a first-phase investiga-
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tion. The complainants are still waiting for the Commission’s decision

ee representatives, have not received any remuneration or benefits

to open a second-phase investigation.

other than their normal employee entitlements, with the exception of

Together with most of the mobile communications industry, Ericsson has been named as a defendant in six class action lawsuits in the

a small fee paid to the employee representatives for each Board
meeting attended.

United States, where plaintiffs alleged that adverse health effects
could be associated with the use of mobile phones. In 2006, plaintiffs

Parent Company

voluntarily dismissed four of those lawsuits. The two remaining cases

The Parent Company business consists mainly of corporate manage-

are currently pending in the United States District Court for the Dis-

ment, holding company functions and internal banking activities. The

trict of Maryland and the Superior Court of the District of Columbia.
In another suit filed in the US, Freedom Wireless Inc., a technology company, sued Cingular Wireless LLC and Ericsson, claiming the
two defendants built their prepaid wireless telephone service on

Parent Company business also includes customer credit management performed on a commission basis by Ericsson Credit AB.
The Parent Company is the owner of the majority of intellectual
property rights and manages the patent portfolio, including patent

Freedom Wireless’ patents that allow mobile telephone customers to

applications, licensing and cross-licensing of patents and defending

purchase increments of airtime for any mobile phone.

of patents in litigations.

Ericsson is engaged in litigation with an Australian company,
QPSX, in the Federal Court of Australia. QPSX’s claim relates to an
alleged breach by Ericsson of a patent license agreement. Ericsson
has contested the claim.
In December, 2006, the Stockholm City Court acquitted all cur-

The Parent Company has 7 (8) branch offices. In total, the Group
has 51 (51) branch and representative offices.
Net sales for the year amounted to SEK 0.6 (1.1) billion and income after financial items was SEK 13.6 (14.0) billion. Exports accounted for 100 percent of net sales in 2006 (96 percent in 2005). No

rent or former employees of the Parent Company who had all been

consolidated companies were customers of the Parent Company’s

indicted by the Swedish National Economics Crimes Bureau for

sales in 2006 or 2005, while 29 percent (27 percent in 2005) of the

evasion of tax control. The judgment has in part been appealed by

Company’s total purchases of goods and services were from such

the prosecutor.

companies. Net profits from disposals and write-downs of shares,

Swedish fiscal authorities have disallowed, for income tax purposes, the Parent Company and the subsidiary companies Ericsson
Telecom AB and Ericsson Radio Systems AB (renamed Ericsson AB)

including Ericsson Microwave Systems AB, contributed SEK 2.9 (6.6)
billion to income.
Major changes in the Parent Company’s financial position for the

deductions for sales commission payments via external service

year include decreases in current and non-current receivables from

companies to sales agents in certain countries. Most of these taxes

subsidiaries of SEK 31.4 billion and decreases in cash and bank and

have been paid. The decision covering the fiscal year 1999 was

short-term investments of SEK 21.0 billion. Current and non-current

appealed. In December, 2006, the County Administrative Court in

liabilities to subsidiaries decreased by SEK 41.9 billion and current

Stockholm rendered a judgment in favor of the fiscal authorities.

maturities of long-term borrowings decreased by SEK 9.7 billion. At
year-end, cash and bank and short-term investments amounted to

Board of Directors

SEK 54.0 (75.0) billion.

More information regarding the Board of Directors and its members

In accordance with the conditions of the Stock Purchase Plans

as well as the Board and its committee activities can be found in the

and Option Plans for Ericsson employees, 17,051,349 shares from

Corporate Governance Report.

treasury stock were sold or distributed to employees during the year.
The quota value of these shares is SEK 17.1 million, representing less

Changes to the Board membership

than one percent of capital stock, and compensation received

The Board of Directors is elected each year at the Annual General

amounted to SEK 124.9 million. The holding of treasury stock at De-

Meeting for the period until the next Annual General Meeting. At the

cember 31, 2006 was 251,013,892 Class B shares. The quota value of

Annual General Meeting on April 10, 2006, Michael Treshow was re-

these shares is SEK 251.0 million, representing 2 percent of capital

elected Chairman of the Board and Marcus Wallenberg Deputy

stock, and related acquisition cost amounts to SEK 558.6 million.

Chairman. Sverker Martin-Löf was also elected Deputy Chairman. Sir
Peter L. Bonfield, Ulf J. Johansson, Nancy McKinstry and Carl-Henric Svanberg were re-elected. Börje Ekholm, Katherine Hudson and
Anders Nyrén were elected as new members of the Board of Direc-

Post-closing events
Acquisition of Redback Networks

tors.

On December 20, 2006, Ericsson and Redback Networks Inc. (NAS-

Board compensation

which Ericsson would acquire Redback for USD 25.00 per share, or

DAQ:RBAK) announced the signing of a definitive agreement under
Members of the Board, who are not employees of the Company, have

an aggregate price of approximately USD 1.9 billion (SEK 13.4 billion).

not received any compensation other than the fees paid for Board

The acquisition was completed on January 25, 2007.

duties as outlined in Notes to the Consolidated Financial Statements
– Note C29, “Information Regarding Employees, Members of the

Redback has over 700 carrier customers in more than 80 countries
and employs about 800 people, including 500 R&D engineers. Fifteen

Board of Directors and Management.” Members and Deputy Mem-

of the top 20 network operators worldwide use Redback’s technology,

bers of the Board, who are employees, i.e. the CEO and the employ-

including broadband routers to manage IP-based data, voice and video
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services. Redback has a strong position in multi-service edge routing

Amount to be paid to the shareholders

technology, which helps carriers deliver broadband, telephony, TV and

Amount to be retained

SEK 8,066,129,339

mobility services over Internet-based infrastructures.

by the Parent Company	SEK 24,920,658,097

The combination of Redback’s intelligent routing technology and
Ericsson’s leading IMS (IP Multimedia Subsystem), optical transport

Total non-restricted equity

and broadband access puts Ericsson in a leading position in end-to-

of the Parent Company	SEK 32,986,787,436

end IP solutions for both fixed and mobile operators.
As a basis for its proposal for a dividend, the Board of Directors has

Acquisition of Entrisphere

made an assessment in accordance with Chapter 18, Section 4 of

Ericsson announced on February 12, 2007, the acquisition of Entri-

the Swedish Companies Act of the Parent Company’s and the

sphere, a company providing fiber access technology. Entrisphere

Group’s need for financial resources as well as the Parent Company’s

was founded in 2000 in Santa Clara, California, and employs about

and the Group’s liquidity, financial position in other respects and longterm ability to meet their commitments. The Group reports an equity

140 people, including important R&D resources.
The Entrisphere acquisition brings a leading IP-based broadband
access platform ready for volume deployment compliant with both

ratio of 56.2 (49.0) percent and net cash amounts to SEK 40.7 (50.6)
billion.

North American and international standards.

The Board of Directors has also considered the Parent Company’s and the Group’s position in general. In this respect, the Board of

Since its first deployment of fiber access solution in 2003, Entrisphere has worked with major operators to deliver IP-based services

Directors has taken into account known commitments that may have

to customers across North America. With its GPON solution (Gigabit

an impact on the financial positions of the Parent Company and its

Passive Optical Network) already in service in North America and the

subsidiaries.
The proposed dividend does not limit the Group’s ability to make

system being evaluated for deployment by leading network operators
around the globe, the acquisition forms an important cornerstone in

investments or raise funds and it is our assessment that the pro-

Ericsson’s full service broadband offering.

posed dividend is well-balanced considering the nature, scope and
risks of the business activities as well as the capital requirements for

Proposed disposition of earnings

the Parent Company and the Group.

The Board of Directors proposes that a dividend of SEK 0.50 (0.45)
per share be paid to shareholders duly registered on the Record date

Board assurance

of April 16, 2007, and that the Company retains the remaining part of

In accordance with section 3.6.2 of the Swedish Code of Corporate

non-restricted equity. The Class B treasury shares held by the Parent

Governance, assurance is hereby given by the Board of Directors
and the President and CEO that, to the best of our knowledge, the

Company are not entitled to receive a dividend.
Assuming that no treasury shares remain within the Company on

annual accounts and the consolidated accounts have been prepared

the Record date, the Board of Directors proposes that earnings be

in accordance with generally accepted accounting principles (GAAP)

distributed as follows:

for a publicly listed company, the information presented is consistent
with actual conditions and nothing of material value has been omitted
that would affect the picture of the Company as presented in this
annual report.

Stockholm February 23, 2007
Telefonaktiebolaget LM Ericsson (publ)
Org. no. 556016-0680
	Sverker Martin-Löf
Deputy chairman

Michael Treschow

Marcus Wallenberg

Chairman

Deputy chairman

Nancy McKinstry 	Sir Peter L. Bonfield	Anders Nyrén
	Börje Ekholm
Torbjörn Nyman

Ulf J. Johansson

Katherine Hudson

Monica Bergström

Jan Hedlund

		Carl-Henric Svanberg
		

President and CEO
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consolidated
income statement
Years ended December 31, SEK million 		

2006

2005

2004

Net sales 		
Cost of sales 		
Gross margin

177,783
–104,487
73,296

151,821
–82,369
69,452

131,972
–70,864
61,108

Research and development and other technical expenses		
Selling and administrative expenses 		
Operating expenses		

–27,921
–21,422
–49,343

–24,454
–16,800
–41,254

–23,421
–15,921
–39,342

Other operating income 		
Share in earnings of joint ventures and associated companies 		
Operating income

5,941
5,934
35,828

2,491
2,395
33,084

2,617
2,323
26,706

Financial income 		
Financial expenses 		
Income after financial items		

1,954
–1,789
35,993

2,653
–2,402
33,335

3,541
–4,081
26,166

Taxes 		
Net income		

–9,557
26,436

–8,875
24,460

–8,330
17,836

Net income attributable to:
	Stockholders of the parent company		
	Minority interest		

26,251
185

24,315
145

17,539
297

Other information
Average number of shares, basic (million)		
Earnings per share, basic (SEK) 		
Earnings per share, diluted (SEK) 		

15,871
1.65
1.65

15,843
1.53
1.53

15,829
1.11
1.11
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consolidated
balance sheet
2006

2005

ASSETS
Non-current assets
Intangible assets
		Capitalized development expenses		
		 Goodwill		
		Intellectual property rights		

4,995
6,824
15,649

6,161
7,362
939

Property, plant and equipment 		

7,881

6,966

9,409
721
1,921
2,409
13,564
63,373

6,313
805
1,322
2,796
18,519
51,183

21,470

19,208

Trade receivables		
Customer financing, current		
Other current receivables		

51,070
1,735
15,012

41,242
3,624
12,574

Short-term investments 		
Cash and cash equivalents 		
			
Total assets

32,311
29,969
151,567
214,940

39,767
41,738
158,153
209,336

120,113
782
120,895

101,622
850
102,472

6,968
602
382
12,904
2,868
23,724

5,891
904
391
14,185
2,740
24,111

13,280
1,680
18,183
37,178
70,321
214,940

17,764
10,784
12,584
41,621
82,753
209,336

December 31, SEK million

Financial assets
		Equity in joint ventures and associated companies		
		Other investments in shares and participations 		
		Customer financing, non-current		
		Other financial assets, non-current 		
Deferred tax assets 		
			
Current assets
Inventories 		

EQUITY AND LIABILITIES
Equity
Stockholders’ equity 		
Minority interest in equity of subsidiaries		
			
Non-current liabilities
Post-employment benefits 		
Provisions, non-current 		
Deferred tax liabilities		
Borrowings, non-current 		
Other non-current liabilities		
			
Current liabilities
Provisions, current 		
Borrowings, current 		
Trade payables 		
Other current liabilities 		
		
Total equity and liabilities 2) 		
1)

1)

	Ericsson has adopted the new option in IAS 19 to charge actuarial gains/losses directly to equity, as from January 1, 2006. Earlier periods have been restated accordingly. For
further information please see the Annual Report 2006, Notes to the consolidated statements – Note C17, “Post-employment benefits”.
	Of which interest-bearing liabilitites and post-employment benefits 21,552 (30,860).

2)
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consolidated statement
of cash flows
2006

2005

2004

OPERATIONS
Net income attributable to stockholders of the parent company		

26,251

24,315

17,539

Adjustments to reconcile net income to cash 		
				

6,245
32,496

10,845
35,160

10,490
28,029

Operating net assets
Inventories		
Customer financing, current and non-current		
Trade receivables		
Provisions and post-employment benefits		
Other operating assets and liabilities, net		
Cash flow from operating activities		

–2,553
1,186
–10,563
–3,729
1,652
18,489

–3,668
–641
–5,874
–15,574
7,266
16,669

–3,432
–65
–1,403
–1,990
1,340
22,479

Investing activities
Investments in property, plant and equipment 		
Sales of property, plant and equipment		
Acquisitions of subsidiaries and other operations		
Divestments of subsidiaries and other operations		
Product development		
Other investing activities		
Cash flow from operating investing activities

–3,827
185
–18,078
3,086
–1,353
–1,070
–21,057

–3,365
362
–1,210
30
–1,174
13
–5,344

–2,452
358
–1,648
14
–1,146
86
–4,788

Cash flow before financial investing activities		

–2,568

11,325

17,691

Short-term investments		
Cash flow from investing activities		

6,180
–14,877

6,375
1,031

–26,050
–30,838

3,612

17,700

–8,359

Financing activities
Proceeds from issuance of borrowings		
Repayment of borrowings		
Sale of own stock and options exercised		
Dividends paid		
Cash flow from financing activities

1,290
–9,510
124
–7,343
–15,439

657
–2,784
174
–4,133
–6,086

1,100
–15,407
41
–292
–14,558

Effect of exchange rate changes on cash		
Net change in cash

58
–11,769

–288
11,326

214
–22,703

Cash and cash equivalents, beginning of period

41,738

30,412

53,115

Cash and cash equivalents, end of period

29,969

41,738

30,412

Years ended December 31, SEK million

Cash flow before financing activities
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share information
Stock exchange trading

carrying one-tenth of one vote. As of December 31, 2006, Erics-

Ericsson’s Class A and Class B shares are traded on the Stock-

son held 251,013,892 Class B shares as treasury shares. There

holm Stock Exchange (Stockholmsbörsen) and the Class B

have been no share repurchases by Ericsson during 2006.

shares are also traded on the London Stock Exchange. In the
United States, the Class B shares are traded on NASDAQ in the

Shareholders

form of American Depositary Shares (ADS) evidenced by Ameri-

As of December 31, 2006, we had 814,841 shareholders regis-

can Depositary Receipts (ADR) under the symbol ERIC. Each

tered at VPC (the Swedish Securities Register Center), of which

ADS represents 10 Class B shares. On August 24, 2006, the Eric-

1,640 holders with a US address. According to information pro-

sson stock ticker on NASDAQ was changed from ERICY to ERIC.
Approximately 40 (43) billion shares were traded in 2006, of

vided by Citibank, there were 117,866,408 ADSs outstanding as
of December 31, 2006, and 5,892 registered holders of such

which about 88 (73) percent on the Stockholm Stock Exchange,

ADSs. A significant number of the ADSs are held of record by

about 12 (16) percent on NASDAQ, and less than 1 (1) percent on

banks, brokers and/or nominees for the accounts of their cus-

the London Stock Exchange. Trading volume in Ericsson shares

tomers. As of December 31, 2006, banks, brokers and/or nomi-

increased by approximately 14 percent on the Stockholm Stock

nees held ADSs on behalf of 242,519 accounts.

Exchange and decreased by approximately 27 percent on NAS-

According to information known at year-end 2006, more than

DAQ as compared to 2005.

80 percent of our Class A and Class B shares were owned by
institutions, Swedish and international.

Share price trend
In 2006, Ericsson’s total market value increased by about 1 per-

ten l argest countries of ownership

cent to approximately SEK 446 billion (SEK 441 billion in 2005).
The OMX SP Index on the Stockholm Stock Exchange increased
by 24 percent, the NASDAQ telecom index increased by approximately 21 percent and the NASDAQ composite index increased
by approximately 7 percent in 2006.

Share capital
As of December 31, 2006, Ericsson’s share capital was SEK
16,132,258,678 (16,132,258,678) represented by 16,132,258,678
(16,132,258,678) shares. The par value of each share is SEK 1.00.
As of December 31, 2006, the shares were divided into
1,308,779,918 (1,308,779,918) Class A shares, each carrying one
vote, and 14,823,478,760 (14,823,478,760) Class B shares, each

	As of December 31,
Percent of capital
2006
2005
Sweden
United States
United Kingdom
Luxembourg
Switzerland
France
Belgium
Netherlands
Denmark
Germany
Other countries

50.0%
27.1%
6.8%
3.9%
1.9%
1.4%
1.3%
1.1%
0.9%
0.7%
4.9%

54.1%
26.5%
4.3%
3.8%
1.8%
1.1%
0.9%
0.9%
0.9%
1.1%
4.0%

Source: SIS Ägarservice AB

Share trend, the Stockholm
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SHAREHOLDER INFORMATION
The Annual General Meeting of Sharehold-

of Shareholders. The shareholder is

Annual reports and other financial reports

ers will take place at the Annex to the

requested to inform the nominee well

can be downloaded or ordered on our

Globe Arena, Globentorget, Stockholm, at

before that day.

3.00 p.m. on Wednesday, April 11, 2007.

Proxy

web site: www.ericsson.com/investors or
ordered via e-mail or mail.

Entitled to attend and notice
of attendance

Shareholders, represented by proxy,

For printed publications, contact:

shall issue a power of attorney for the

Strömberg Distribution i Huddinge AB

Shareholders, who wish to attend the

representative. To a power of attorney

SE – 120 88 Stockholm, Sweden

Annual General Meeting of Shareholders,

issued by a legal entity, a copy of the

Phone: +46 8 449 89 57

must

certificate of registration (or, if no such

E-mail: ericsson@strd.se

• have been entered into the share regis-

certificate exists, a corresponding docu-

ter kept by VPC AB (the Swedish Secu-

ment of authority) of the legal entity shall

In the United States, Ericsson’s Transfer

rities Register Centre) as of Tuesday,

be attached. The documents must not be

Agent Citibank:

April 3, 2007; and

older than one year. In order to facilitate

Citibank Shareholder Services

• give notice of attendance to the

the registration at the Annual General

Registered holders: +1 877 881 5969

C ompany no later than at 4 p.m.

Meeting, power of attorney in its original,

Interested investors: +1 800 808 8010

(Sweden time) on Tuesday, April 3, 2007,

certificates of registration and other docu-

E-mail: ericsson@shareholders-online.com

at the Company’s web site

ments of authority should be sent to the

www.citibank.com/adr

www.ericsson.com, at telephone no.:

Company at the address above so as to

+46 8 775 01 99 weekdays between

be available by Tuesday, April 10, 2007.

10 a.m. and 4 p.m. or at

Ordering a hard copy of the Annual
Report:

fax no.: +46 8 775 80 18. Notice of

Dividend

attendance may also be given by post

The Board of Directors has decided to

ericsson.htm
Phone toll free: +1 866 216 0460

to:

propose the Annual General Meeting of

Telefonaktiebolaget LM Ericsson,

Shareholders to resolve on a dividend of

Group Function Legal Affairs,

SEK 0.50 per share for the year 2006 and

Box 47021, 100 74 Stockholm, Sweden

Monday, April 16, 2007 as record day for
dividend.

When giving notice of attendance, please
state name, date of birth, address, telephone no. and number of assistants. The
personal data that Ericsson receives with

Investor Relations for Europe, Middle East,
Africa and AsiaPacific:
Telefonaktiebolaget LM Ericsson

•

Telephone: +46 8 719 00 00

	Interim reports 2007:
April 26, 2007 (Q1)

processed for the purpose of the Annual

July 20, 2007 (Q2)

General Meeting of Shareholders 2007 only.

October 25, 2007 (Q3)

Shareholders, whose shares are regis-

Contact information:

Financial information from
Ericsson

the notice of attendance will be computer

Shares registered in the name
of a nominee

http://www.sccorp.com/annualreport/

February 1, 2008 (Q4)

•
•	Form 20-F for the US market 2007:
	Annual Report 2007: March, 2008
During Q2, 2008

SE-164 83 Stockholm, Sweden
E-mail: investor.relations.se@ericsson.com
Investor Relations for the Americas:
Ericsson
The Grace Building
1114 Ave of the Americas, Suite #3410
New York, NY 10036, USA

tered in the name of a nominee, must

Telephone: +1 212 685 4030

request the nominee to enter temporarily

E-mail: investor.relations@ericsson.com

the shareholder into the share register as
of Tuesday, April 3, 2007 to be entitled to
participate at the Annual General Meeting
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All-IP
A single, common IP infrastructure
that can handle all network services, including fixed and mobile
communications, for voice and data
services and also video services
such as TV.
ATM
(Asynchronous Transfer Mode)
A communication standard
for transmission and management
of high-speed packet-switched
networks.
Broadband
Data speeds that are high enough
to allow transmission of multimedia
services with good quality.
Digital divide
A term used to describe the
discrepancy between people who
have the access and the resources
to use new information and communication tools, and those who
do not.
DSL access
Digital Subscriber Line technologies
for broadband multimedia communications in fixed line telephone
networks. Examples: IP-DSL, ADSL
and VDSL.

*Chapters covered by the Auditors' Report

The Ericsson Annual Report is intended to accurately describe Ericsson's
financial and operational performance during 2006. This publication includes
a Corporate Governance Report.

We issue a separate Corporate Responsibility Report. A summary is included
on page 22 of this document.
Our website www.ericsson.com is updated on a regular basis and contains
a variety of useful information about the Company, including downloadable
versions of each of the above reports.

Emerging market
Defined as a country that has a
GNP per capita index below the
World Bank average and a mobile
subscription penetration below
60 percent.
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.
GSM
(Global System for Mobile
Communication) Standard for
digital mobile telephony, GSM has
become the world’s most widely
used mobile system.
HSPA
(High Speed Packet Access)
Enhancement of 3G/WCDMA
that enables 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.
LTE
(Long-Term Evolution) The term for
the next evolutionary step of mobile
technology beyond today’s HSPA
networks. The standard will support data rates above 100 Mbps
and is currently being defined.
MBMS
(Multimedia Broadcast Multicast
Service) A technology for broadcast and multicast of TV via mobile
broadband access.
Managed services
Outsourcing of the management
of operator networks and/or
hosting of their services.
Next-generation networks
A term used for the converged
IP-based network.
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 eventually 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.
Integrates IP-telephony and the
legacy circuit-switched part of the
network.
TD-SCDMA
A 3G technology being deployed
in China.
WAP
(Wireless Access Protocol) A standard for wireless communications
that makes it possible to access
Internet pages from a mobile phone.
WCDMA
(Wideband Code Division Multiple
Access) A 3G mobile communication system that uses code division
multiple access technology over
a wide frequency band. WCDMA
builds on the same core network
infrastructure as GSM.
WiMAX
(Worldwide Interoperability for
Microwave Access) A technology
enabling the delivery of wireless
broadband access, as an alternative to cable and DSL.
WLAN
A broadband technology for
"hotspot" access (e.g. airports,
hotels).
WLL
(Wireless Local Loop) Wireless
communications access link for
delivering traditional telephone service (POTS) and broadband Internet
to customers. Various types of WLL
systems and technologies exist.

Uncertainties in the Future

Annual publications

The Ericsson Summary Annual Report is an extract of the full Annual Report.

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

driving change

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,
projections 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 telecommunications 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.

WHERE YOU CAN FIND OUT MORE
Our website: www.ericsson.com
Our share: www.ericsson.com/investors
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Opportunity
The broadband revolution is just beginning. Cutting-edge
applications and innovative services are driving the need
for higher-speed and higher-capacity networks, in line with
our vision of an all-communicating world.

Result
As of year-end 2006, Ericsson had rolled out 46 HSPA
broadband networks on five continents, bringing easy
access to the Internet to more corners of the world than
ever before.
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