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This statutory report on enterprise management, cf. section 107(b)
of the Danish Financial Statements Act, published on our website is
part of Management’s Review in the annual report for 2010 and
covers the financial year ended 31 December 2010.

Our report includes the following three areas:

1) A description of our Management bodies

2) A description of our internal control and risk management sy-
stems in connection with the financial reporting process

3) A review of how William Demant Holding A/S addresses the cor-
porate governance recommendations

Our corporate governance review is not comprised by the auditors’
statement concerning Management’s Review in the annual report.

1. Management bodies

William Demant Holding A/S is a Danish Company listed on Nasdaq
OMX Copenhagen. The Company has one main shareholder, the
Oticon Foundation, which holds about 60% of the shares. Our Ma-
nagement bodies include a Board of Directors and an Executive
Board.

Board of Directors

Under the Company’s Articles of Association, the Board of Directors
must consist of four to six Directors elected by the shareholders at
the general meeting in addition to the Employee Directors. At pre-
sent the Company’s Board of Directors has seven members: Four
elected by the shareholders and three elected by our employees.
The Directors elected by the shareholders are elected for one year at
atime and Employee Directors for four years at a time.

The Board of Directors is responsible for the overall strategic ma-
nagement as well as the financial and managerial supervision of the
Company, and it currently evaluates the work of the Executive
Board. The Board of Directors’ duties and responsibilities are set out
inits rules of procedure

Audit committee

The Board of Directors of William Demant Holding has discussed the
general framework in respect of the role and function of the audit
committee and decided to let the entire Board of Directors handle
this task. The Board appoints the chairman of the audit committee
who is not at the same time the Chairman of the Board of Directors.

Executive Board
The Company’s Executive Board consists of Niels Jacobsen, Presi-
dent & CEO.

2. The Company’s internal control and risk management
systems in connection with the financial reporting process

The Board of Directors is in an ongoing dialogue with our Executive
Board on the identification, description and handling of the business
risks to which the Company may be exposed. Any material risks are
described once a year in the Annual Plan and Budget which is appro-
ved by the Board of Directors.

In the chapter on risk management activities in our annual report,
William Demant Holding provides a review of the main elements of
our internal control and risk management systems in connection
with the financial reporting process. For the purpose of satisfying
the rule of one overall review, the text below shows the relevant
sections of the William Demant Holding annual report:

Financial reporting process and internal controls

Once a year, we carry through a very detailed planning and budgeta-
ry process, and any deviations from the plans and budgets resulting
from this process are carefully monitored month by month. In terms
of sales and costs, most months develop in a very similar fashion, so
with the repetitive nature of our business even minor deviations will
become visible fairly quickly.

To ensure high quality in the Group’s financial reporting systems,
the Board of Directors and the Executive Board have adopted poli-
cies, procedures and guidelines for financial reporting and internal
control to which the subsidiaries and reporting units must adhere,
including:

e Continuous follow-up on results achieved compared to the
approved budgets

e Policies for IT use, insurance, cash management, procurement etc.

e Reporting instructions as well as reporting and finance manuals

The responsibility for maintaining sufficient and effective internal
control and risk management in connection with financial reporting
lies with the Executive Board.

The Company does not have an internal audit function, but uses
internal control systems that are evaluated by the Board on a current
basis.

The Company’s auditors evaluate our internal control systems in
their communication with our Board.

3. Corporate Governance

The Company is comprised by the recommendations in respect of
corporate governance which are available on the Committee on
Corporate Governance’s website www.corporategovernance.dk. The
recommendations are part of the disclosure requirements laid down
by NASDAQ OMX Copenhagen.

William Demant Holding’s Board of Directors and Executive Board
consider corporate governance an ongoing process and regularly
assess whether their findings give rise to amendments to the
Company’s articles of association or managerial processes. The
Board of Directors determines the extent to which the recommenda-
tions are to be implemented. A complete report is provided in the
schedule below. William Demant Holding complies with 73 out of 78
recommendations. Any deviations from the five recommendations
that we do not comply with are well-founded and explained below.

9 March 2011



Recommendation The The Company complies/does not comply with the recommendation due to the following reason:

CIUlEWA  According to the Danish Financial Statements Act, section 107b (1)(3), the Company must state
LAllESS the reason for not complying with certain parts of the recommendations. Here it is possible for

the Company to state why a certain recommendation has not been complied with, and what
has been done instead.

The
Company
does not

comply

The Company is not obliged to explain if a recommendation has been complied with.
However, it may be advantageous to do so as it shows what the Company is doing to comply
with a certain recommendation. In William Demant Holding we have decided to explain both
our compliances with and deviations from the recommendations, see below.

Recommendations for corporate governance in William Demant Holding A/S for the 2010 financial year

1. The role of the shareholders and their interaction with the management of the company

1.1. Dialogue between the company and its shareholders

1.1.1. The Committee recommends that the central governing
body, for example through investor relations activities, en-
sure an ongoing dialogue between the company and its sha-
reholders in order that the central governing body knows the
shareholders’ attitude, interests and views in relation to the
company and that investor relations material be made availa-
ble to all investors on the company’s website

William Demant Holding communicates currently with its
shareholders at the annual general meeting and through
shareholder meetings, investor presentations, e-mail, te-
lephone, website, webcasts, capital market days, the annual
report and company announcements etc., and we strive to
communicate in both Danish and English.

For environmental and resource purposes, it has been deci-
ded that in future - since the publication of the Annual Report
2009 - the Company’s annual report is published in an elec-
tronic version only for download from the Company’s website
immediately upon publication. All registered shareholders
are offered the possibility to receive an e-mail upon the
Company’s publication of the annual report, interim report
and other company announcements. Shareholders who do
not have access to the internet are, however, offered a prin-
ted summary of the annual report.

Specifically about our investor relations, we would empha-
sise that William Demant Holding wants a high level of infor-
mation to all existing and potential shareholders. The
Company uses presentations, “one on one” meetings,
webcasts, capital market days and similar initiatives to
heighten the information level.

We have set up an actual Investor Relations (IR) function in
the Company, and Management also frequently participates
in IR-related arrangements. By way of example, we typically
hold about 300 individual meetings where existing and po-
tential shareholders are able to ask questions to Company
representatives. Often meetings are held at one of our ad-
dresses where stakeholders can get a deeper insight into our
work and procedures.

IR work is carried on in an open dialogue, and all stakehol-
ders are able to get a response to their questions from a
member of Company Management provided such response
can be given without being detrimental to the Company or
coming into conflict with Danish law including the rules
governing the NASDAQ OMX Copenhagen.

Management may also be contacted through our website.

Investor presentations will be available on our website imme-
diately after such presentation is made.

Webcast presentations are available on our website.




1.2. Capital and share structure

1.2.1. The Committee recommends that the central governing
body every year evaluate whether the company’s capital and
share structures continue to be in the interests of the share-
holders and the company and account for this evaluation in
the management commentary in the annual report and/or on
the company’s website.

1.3. General Meeting

At regular intervals, the Board of Directors evaluates whether
the Company’s capital and share structures are in the best
interest of the shareholders and the Company. The Company
has one class of shares quoted on the NASDAQ OMX Copen-
hagen.

For a number of years, the Board of Directors assessed that
—if deemed sensible and not an obstacle to the Company’s
long-term development or credit rating — any excess cash
flows were to be used for the buyback of Company shares
with a view to writing down the share capital. With the global
financial crisis developing in autumn 2008, it was however
decided to suspend the buyback of shares, and subsequently
consolidated cash flows have largely been used to settle
debt currently.

In our interim report for 2010 published on 18 August 2010,
the Company announced that the Group should continuously
strive to have a net interest-bearing debt at a level of DKK
1.0-1.5 billion, but that the Board of Directors would currently
decide on the specific desired debt level. The Group however
should not necessarily strive for the highest possible level of
debt, but rather seek to ensure that it is able to act quickly
and flexibly if attractive acquisition possibilities should arise.
The Board’s deliberations also include an assessment of
gearing levels in major Danish companies and in companies
in the European med-tech industry as we wish not to deviate
dramatically from practices in comparable enterprises.

After commencement of the new Danish Public Companies Act in early 2010, we have revised our practices and procedures concerning the
holding of general meetings for such practices and procedures to comply with the new rules.

1.3.1. The Committee recommends that the supreme gover-
ning body and the executive board promote active owners-
hip, including shareholders’ attendance at general meetings.

1.3.2. The Committee recommends that the central governing
body resolve or submit to the general meeting the question
whether the general meeting shall be conducted by physical
attendance or as a partly or entirely electronic general meet-
ing.

The Company’s Board of Directors will submit to the general
meeting that shareholders attend general meetings in per-
son, thereby enabling our shareholders to meet our Directors
and Executive Board. Moreover, we will seek to hold general
meetings at our corporate head office allowing shareholders
to visit our offices.

1.3.3 The Committee recommends that proxies given to the
supreme governing body allow shareholders to consider each
individual item on the agenda.

The Board of Directors will submit to the general meeting that
such meeting is conducted by physical attendance. See also
1.3.1.

1.3.4 The Committee recommends that all members of the
supreme governing body and the executive board be present
at the general meeting.

Proxies for the Company’s general meetings allow sharehol-
ders to consider each individual item on the agenda.

A shareholder is entitled to attend the general meeting by
proxy or accompanied by an adviser. A proxy must present a
written and dated proxy. A written proxy given to the Board of
Directors only applies for a specific general meeting whose
agenda is known beforehand, and a proxy cannot be given for
more than one year. The Company will place a written or
electronic proxy form at the disposal of the shareholders.
Written proxies can either be given to the Board of Directors
or to a third party.

The entire Board of Directors and the Executive Board are
present at the Company’s general meetings.




1.4. Takeover bids

The Company’s main shareholder, the Oticon Foundation,
holds 55-60% of the share capital and votes. The Oticon
Foundation has a statute according to which the Foundation
should always — directly or indirectly — seek to hold the majo-
rity of shares in the Company in order to limit any attempts at
takeover.

1.4.1 The Committee recommends that the central governing
body, from the moment it obtains knowledge that a takeover
bid will be submitted, do not, without the acceptance of the
general meeting, attempt to counter the takeover bid by
making decisions which in reality prevent the shareholders
from deciding on the takeover bid.

If contrary to expectations, we might receive a takeover bid,
the Board of Directors will, from the moment it obtains know-
ledge that a takeover bid will be submitted, not make any
decisions or arrangements that in reality prevent the share-
holders from deciding on such takeover bid.

1.4.2. The Committee recommends that the central governing
body give the shareholders the opportunity to decide
whether or not they wish to dispose of their shares in the
company under the terms offered.

See 1.4.1.

2. The role of stakeholders and their importance to the company and the company’s corporate social responsibility

2.1. The company’s policy in relation to its stakeholders

2.1.1. The Committee recommends that the central governing We The Board of Directors has identified a number of specific
body identify the company’s key stakeholders and their main Wolloll/A stakeholders, the most important being the Company’s
interests in relation to the company. customers, end-users, shareholders, investors, employees,
society, suppliers and other business partners.




2.1.2. The Committee recommends that the central governing
body adopt a policy on the company’s relationship with its
stakeholders, including the investors, and ensure that the
interests of the stakeholders are respected in accordance
with the company’s policy on such issues.

2.2. Corporate social responsibility

2.2.1. The Committee recommends that the central governing
body adopt a policy on corporate social responsibility.

We
comply

We
comply

The Board of Directors will ensure good and constructive
relations to the Company’s stakeholders.

The Company has adopted policies concerning our relations
to all major stakeholders, including a Code of Conduct gover-
ning relations with our suppliers and business ethics in rela-
tion to our staff and their interaction with customers and
other stakeholders. Selected policies and documents are
available on our website.

Stakeholders can find the Company’s mission statement on
the website describing our visions, strategies and goals.
Furthermore, the Company’s managerial policy builds on high
standards of business conduct, including integrity, quality
and fairness in the management of the Company as well as
environmental and social responsibility.

The Company is more than 100 years old and has a solid
foundation for our activities and our interaction with stake-
holders. Since its foundation, the Company has been com-
mitted to disseminating knowledge and enhancing the use of
hearing aids, in particular, and assistive listening devices.

It is William Demant Holding’s policy to sell our products in
the most professional manner, as a result of which we have
invested heavily in the distribution of Group products. Produ-
cts are becoming better and better, but also more and more
complex to use for the Company’s customers, as a result of
which training and education play an increasingly important
role. Therefore, we arrange targeted training and educational
sessions when new products are introduced to enable the
Company’s customers to provide end-users with the best
advice and service.

Through relevant industry and user organisations, William
Demant Holding also contributes funds, resources and know-
how to disseminate knowledge of hearing impairments and of
their remedial treatment.

The Company’s major business activities also build on inde-
pendent mission statements, based partly on the specific
business activity, partly on the mission statement of the
William Demant Holding Group. For instance, the vision of the
Group’s biggest business activity, Oticon, builds on the philo-
sophy of the Company’s founder: “To help people live the life
they want, with the hearing they have.”

Seealso 1.1.1.

As part of our CSR efforts, we have adopted policies in re-
spect of corporate social responsibility. See 2.1.2. and our
website.




3. Openness and transparency

3.1. Disclosure of information to the market

3.1.1. The Committee recommends that the central governing
body adopt a communication strategy.

3.1.2. The Committee recommends that information from the
company to the market be published in both Danish and
English.

3.1.3. The Committee recommends that the company publish
quarterly reports.

We do not
comply

Through its Internal rules to ensure the observance of duties
of disclosure and through a continuous close dialogue on
specific communication issues, the Board of Directors has
defined its policy with respect to information on and disclo-
sure of information to stakeholders.

The primary form of communication is company announce-
ments to NASDAQ OMX Copenhagen, including annual and
interim reports. In some instances, a business unit may send
out a press release. If so, the procedure and contents of such
press release will be co-ordinated based on corporate
communication policy.

All information essential to shareholders and financial mar-
kets for their assessment of the Company and our activities is
published as promptly as possible in compliance with the
rules of the Danish Financial Supervisory Authority and NAS-
DAQ OMX Copenhagen and is immediately thereafter publis-
hed on our website.

As a general rule, any statements to the press will be given
by our President & CEO.

Information to the market such as Company announcements,
financial statements and reports and other relevant docu-
ments will be drawn up in both Danish and English.

We have so far chosen to present our website in English only,
the assumption being that most stakeholders seeking infor-
mation from our website are familiar with this language.

However, most documents downloadable from our website
are available in both Danish and English.

For the period between publication of the annual report and
publication of the interim report, William Demant Holding has
chosen to publish quarterly information on the development
of the Company and the relevant markets, cf. the rules laid
down by NASDAQ OMX Copenhagen. This information con-
tains no financial details, as in Management’s opinion actual
quarterly reports, apart from the interim report, will not pro-
mote a better understanding of the Company’s activities. The
quarterly information contains a general description of the
Group and its development.

Competitive aspects are important reasons for the
Company’s decision not to draw up actual quarterly reports.
The hearing aid industry consists of six major players. Alt-
hough four of these are listed on the stock exchange or are
part of listed groups, only three will report regularly on their
hearing aid activities. Of the listed companies, only one
company publishes quarterly reports. The three unlisted
companies do not publish any information or very scarce
information.

We have currently had fair rankings for our entire IR commu-
nication, using the established reporting format in combina-
tion with other forms of communication to the stock market.




4. The tasks and responsibilities of the supreme and the central governing bodies

4.1. Overall tasks and responsibilities

4.1.1. The Committee recommends that the central governing
body determine the company’s overall strategy at least once
every year with a view to sustaining value creation in the
company.

4.1.2. The Committee recommends that the supreme gover-
ning body at least once every year discuss and ensure that
the necessary qualifications and financial resources are in
place in order for the company to achieve its strategic goals.

On the recommendation of the Executive Board, the Board of
Directors formulates and approves the Company’s overall
goals, strategies, action plans and investment policy, inclu-
ding their financial scope in a comprehensive Annual Plan
and Budget.

4.1.3. The Committee recommends that the supreme gover-
ning body at least once every year define its most important
tasks related to the financial and managerial control of the
company, including how to supervise the work of the execu-
tive board.

The Board of Directors decides whether the Company’s avai-
lable cash resources are always sufficient in respect of the
operation of the Company.

The Board of Directors supervises and evaluates on a conti-
nuous basis and at least once a year whether the Company is
properly organised and managed in a satisfactory manner.

4.2. Procedures

The Board of Directors is responsible for the overall strategic
management as well as the financial and managerial supervi-
sion of the Company, and it currently evaluates the work of
the Executive Board as for instance reflected in the annual
plan and budget prepared for the Board of Directors. The
Board’s duties and responsibilities are set out in its rules of
procedure, and the Executive Board’s duties and responsibili-
ties are provided in a set of instructions. Such rules of proce-
dure and instructions are revised once a year.

The Board of Directors’ supervisory control with the Execu-
tive Board is primarily exercised through the reports received
from the Executive Board, including financial data, through
entries into the audit protocols and through discussions with
the Executive Board at Board meetings.

The Board of Directors ensures that accounting procedures
and asset management are monitored in a satisfactory man-
ner based on the Company’s position and financial standing.

4.2.1. The Committee recommends that the supreme gover-
ning body review its rules of procedure annually to ensure
that they are adequate and always match the activities and
needs of the company.

4.2.2. The Committee recommends that the supreme gover-
ning body annually review and approve procedures for the
executive board, including establish requirements for the
executive board’s timely, accurate and adequate reporting to
the supreme governing body and for any other communica-
tion between the two governing bodies.

William Demant Holding’s Board of Directors has agreed
upon its rules of procedure, specifying the tasks and supervi-
sory duties for which the Directors are responsible.

Once a year, the Board of Directors reviews and, if necessary,
revises its rules of procedure.

4.3. The Chairman and deputy chairman of the supreme governing body

The tasks, responsibilities and scope of the Executive Board
as well as the guidelines in respect of the delegation of du-
ties between the Board of Directors and the Executive Board
are stipulated in Instructions for the Executive Board of Wil-
liam Demant Holding A/S. Once a year, the Board of Directors
will assess and - if required — revise such instructions.

Good communication has been established between the
Executive Board and the Board of Directors including efficient
reporting practices.

4.3.1. The Committee recommends that a deputy chairman of

the supreme governing body be appointed, who must be able

to act in the chairman’s absence and also act as an effective
sounding board for the chairman.

4.3.2. The Committee recommends the preparation of a sco-
pe of work and task list specifying the tasks, duties and
responsibilities of the chairman and deputy chairman.

The Board of Directors has elected a Deputy Chairman to
head Board meetings, should the Chairman be prevented
from participating.

The Chairman and the Deputy Chairman regularly discuss the
work of the Board of Directors.

The powers, duties and responsibilities of the Chairman and
the Deputy Chairman are stated in the Board’s rules of proce-
dures and in the Company’s Articles of Association.




4.3.3. The Committee recommends that the chairman of the
supreme governing body organise, convene and chair meet-
ings to ensure efficiency in the body’s work and to create the
best possible working conditions for the members, individu-
ally and collectively.

4.3.4. The Committee recommends that, if the board of direc-
tors in exceptional cases asks its chairman to perform spe-
cial tasks for the company, including briefly participate in the
day-to-day management, a board resolution to that effect
should be passed and precautions taken to ensure that the
board of directors will maintain responsibility for the overall
management and control function. A reasonable distribution
of duties must be ensured between the chairman, the deputy
chairman, the other members of the board of directors and
the executive board. Information about agreements on the
chairman’s participation in the day-to-day management and
the expected duration hereof must be disclosed in a
company announcement.

The Chairman ensures that the skills and expertise of Direc-
tors are used in the best possible manner and that the fre-
quency of meetings is planned for the Board of Directors to
be an active sounding board for the Executive Board and
Company Management as such.

5. Composition and organisation of the supreme governing body

5.1. Composition

This recommendation is incorporated into the rules of proce-
dure of the Board of Directors.

5.1.1. The Committee recommends that the supreme gover-
ning body annually specify the skills it must have to best
perform its tasks and that the specification be posted on the
website. Proposals for the nomination/replacement of mem-
bers of the supreme governing body to be submitted to the
general meeting should be prepared in the light hereof.

5.1.2. The Committee recommends that the supreme gover-
ning body ensure a formal, thorough and transparent process
for selection and nomination of candidates to the supreme
governing body. When assessing its composition and nomi-
nating new candidates, the supreme governing body must
take into consideration the need for integration of new talent
and the need for diversity in relation to international experi-
ence, gender and age, etc.

The Board of Directors continuously strives to ensure that
between them Directors have the relevant knowledge and
professional experience required to fulfil the Company’s
needs.

Our Board of Directors has therefore considered and speci-
fied the skills that the Board is required to have. A specifica-
tion of such skills is available on our website.

5.1.3. The Committee recommends that a description of the
nominated candidates’ qualifications, including information
about other executive functions, e.g. memberships of execu-
tive boards, boards of directors and supervisory boards,
including board committees, held by the candidates in both
Danish and foreign companies as well as information on
demanding organisational tasks should accompany the no-
tice convening the general meeting when election of mem-
bers to the supreme governing body is on the agenda.

The Board of Directors is composed so as to ensure the ne-
cessary diversity in relation to skills and experience etc. The
selection process is thorough and proposals for candidates
will be coordinated with the Company’s main shareholder.

In December 2010, the Company signed a recommendation by
the Danish Minister for Gender Equality (Operation Kaedere-
aktion) to work for more women on corporate boards. Si-
milarly, our subsidiaries are also focussing on increasing the
number of women in managerial positions.

5.1.4. The Committee recommends that every year, the an-
nual report contain an account of the composition of the
supreme governing body, including its diversity, and of any
special skills possessed by the individual members.

Together with the notice convening a general meeting, a
description will be submitted of the skills and experience of
any candidates proposed for re-election with information on
other executive offices in Danish or foreign companies or
demanding organisational tasks.

In the event of a potential new Director, whose election is
proposed by the Board of Directors, a fairly extensive curricu-
lum vitae will also be presented to the general meeting to-
gether with the proposal. All information on the professional
qualifications of such candidate, which is deemed significant
in respect of the Company, including any international experi-
ence, will be included in such presentation.

The composition and diversity of the Board of Directors in
office at any time can be seen on our website and in our an-
nual reports. In addition, the expertise, skills and experience
of each single Director can be seen on our website.




5.2. Training of members of the supreme governing body

5.2.1. The Committee recommends that new members joining
the supreme governing body be given an introduction to the
company.

New Directors are given an introduction to the Company.

When joining the Board of Directors, a Director is offered the
opportunity to make himself acquainted with all important
reports, budgets, strategy plans etc. that apply to and are
used by the Company.

The new Director is also offered the opportunity to make
himself acquainted with the daily operation of the Company
through, for instance, visits to the Group’s most important
facilities.

5.2.2. The Committee recommends that the supreme gover-
ning body annually assess whether the skills and expertise of
its members need to be updated.

Directors are currently offered training in Board tasks and
duties. Employee Directors have all participated in supple-
mentary training sessions targeted specifically toward staff-
elected Directors.

The Chairman of the Board evaluates on a continuous basis
any need to update a Director’s knowledge of a specific sphe-
re of competence.

5.3. Number of members of the supreme governing body

5.3.1. The Committee recommends that the supreme gover-
ning body have only so many members as to allow a con-
structive debate and an effective decision-making process
enabling all members to play an active role.

Under the Company’s Articles of Association, the Board of
Directors must consist of four to six Directors elected by the
shareholders at the general meeting in addition to the Emplo-
yee Directors.

In the Board of Directors’ opinion, this number is expedient to
ensure a constructive debate and an effective decision-ma-
king process in the Board.

5.3.2. The Committee recommends that in connection with
the preparation for each year’s general meeting, the supreme
governing body consider whether the number of members is
appropriate in relation to the requirements of the company.

The Chairman currently and at least once a year considers
whether the activities and development plans of the
Company will require a change in the number of Directors.




5.4. The independence of the supreme governing body

5.4.1. In order for the members of the supreme governing
body to act independently of special interests, the Commit-
tee recommends that at least half of the members elected by
the general meeting be independent persons.

The independent supreme governing body member may not:

e be, or have been within the last five years, a member of the
executive board/managerial staff of the company or an
associated company,

e have received significant additional remuneration from the
company/group or an associated company apart from a fee
for its services in the capacity as a member of the supreme
governing body,

e represent the interests of a controlling shareholder,

e within the last year, have had a material business relations-
hip (e.g. personally or indirectly as a partner or an emplo-
yee, shareholder, customer, supplier or member of a gover-
ning body of companies with similar relations) with the
company or an associated company,

e be, or have been within the last three years, an employee
or partner of the external audit firm,

e hold cross-memberships of governing bodies,

e have been a member of the supreme governing body for
more than 12 years, or

e have close family ties with persons that are not regarded as
independent persons.

5.4.2. The Committee recommends that at least once every
year, the supreme governing body list the names of the mem-
bers who are regarded as independent persons and also
disclose whether new candidates for the supreme governing
body are considered independent persons.

5.5. Members of the supreme governing body elected by the employees

5.5.1. The Committee recommends that the individual We
company explain, in the company’s annual report or on its comply
website, the system of employee-elected board members
and the company’s use hereof in companies where the
employees have chosen to apply the provisions of the
Companies Act on employee representation.

5.6. Meeting frequency

5.6.1. The Committee recommends that the supreme gover- We
ning body meet at regular intervals according to a predeter- comply
mined meeting and work schedule or when meetings are
deemed necessary or appropriate as required by the
company and that the number of meetings held be disclosed
in the annual report.

5.7. Expected time commitment and the number of other executive functions

5.7.1. The Committee recommends that each member of the We
supreme governing body assess the expected time commit- comply
ment for each function in order that the member does not
take on more functions than he/she can manage in a satisfac-
tory way for the company.

In the Company’s annual report and on our website, we pro-
vide information on whether a Director elected by the share-
holders is dependent or independent and the reasons for
such dependence or independence.

Lars Ngrby Johansen, Chairman, and Peter Foss, Deputy
Chairman are considered dependent, whereas Directors Niels
B. Christiansen and Thomas Hofman-Bang, are considered
independent.

The recommendation that half the Directors elected by share-
holders be independent is thus satisfied.

The annual report and our website include a list of all Direc-
tors with all relevant details as well as information on
whether the individual Director is considered independent.
As regards new candidates for the Board of Directors, the
recommendation to the shareholders will include information
on whether the candidate is considered dependent or inde-
pendent.

The Group’s Danish employees elect representatives from
among their own number in compliance with the relevant
provisions of the Danish Public Companies Act.

The Company’s use of the rules governing election of Emplo-
yee Directors is available on our website.

The Board of Directors schedules its meetings well in advan-
ce. In practice, Board meetings for the coming calendar year
including the work programme are scheduled during the first
three months of the year. The Board of Directors holds five
ordinary meetings a year as well as any extraordinary meet-
ings, should the Executive Board or the Board of Directors
consider such meetings necessary.

The number of Board meetings held in the past financial year
is shown in our annual report.

Prior to electing a new Director, the Chairman will make sure
that such Director has the time required for his or her duties
on the Board of Directors.




5.7.2. The Committee recommends that the annual report
contain the following information about the members of the
supreme governing body:

e the member’s occupation,

e the member’s other executive functions, e.g. memberships
of executive boards, boards of directors and supervisory
boards, including board committees, in Danish and foreign
companies as well as demanding organisational tasks, and

e the number of shares, options, warrants, etc. that the mem-
ber holds in the company and its consolidated companies
and any changes in such holdings during the financial year.

5.8. Retirement age

5.8.1. The Committee recommends that the company’s ar-
ticles of association fix a retirement age for members of the
supreme governing body and that the annual report contain
information on such retirement age as well as the age of each
member of the board of directors.

5.9. Election period

5.9.1. The Committee recommends that members of the
supreme governing body elected by the general meeting be
up for re-election every year at the annual general meeting.

5.9.2. The Committee recommends that the annual report
state when the individual member of the supreme governing
body joined the body, whether the member was re-elected
and when the current election period expires.

5.10. Board committees

5.10.1. The Committee recommends that the company pub-
lish the following information in the management commen-
tary in its annual report or on the company’s website:

e the terms of reference for the board committees,

e important activities of the committees during the year and
the number of meetings held by each committee, and

e the names of the members of each committee, including
the chairmen of the committees, as well as information on
which members are independent members and which mem-
bers have special qualifications.

5.10.2. The Committee recommends that a majority of the
members of a board committee be independent members.

We
comply

We
comply

We do not
comply

The annual report includes an overview of each Director’s
positions and executive functions in Danish limited compa-
nies. Any relevant executive functions in foreign companies
as well as any demanding organisational tasks must also be
divulged.

At year-end 2010, all Directors were shareholders in the
Company. The shareholding of each Director and any changes
in such holding in the past year will be seen in our annual
report.

Any changes in Directors’ shareholdings are published in
each case in compliance with existing rules and are at the
same time reported to the Danish Financial Supervisory Aut-
hority and to NASDAQ OMX Copenhagen. The changes are
also published on the Company’s website.

The Company’s Articles of Association stipulate that on rea-
ching the age of 70, a Director must resign from his Directors-
hip at the next ordinary general meeting, at the latest. The
retirement age as well as the age of each Director are mentio-
ned in the annual report and on our website.

In compliance with our Articles of Association, Directors
elected by the shareholders are elected for one year at a
time.

Our annual report and website provide information on when
the individual Directors joined the Board of Directors,
whether they were re-elected and that their election period is
one year (four years for Employee Directors).

Apart from the audit committee, see 5.10.3, no independent
Board committees have been nominated at the moment, as
the Board of Directors deems such committees unnecessary,
given the Company’s business activities and the size of the
Board.

Information on audit committee members and the number of
meetings held by the audit committee in the year under re-
view is shown in our annual report.

The terms of reference of the audit committee are available
on our website.

The audit committee which is the only Board committee at
present consists of the entire Board of Directors. As stated in
5.4.1., half the Directors elected by our shareholders are
considered independent. Consequently half, but not the
majority, of audit committee members are independent.

The Chairman of the audit committee is independent.




5.10.3. The Committee recommends that the supreme gover-
ning body establish an actual audit committee.

5.10.4. The Committee recommends that the following be
taken into account in composing the audit committee:

e the chairman of the supreme governing body should not
be chairman of the audit committee, and

e between them, the members should possess such an
amount of expertise and experience as to provide an
updated insight into and experience in the financial,
accounting and audit conditions of companies whose
shares are admitted to trading on a regulated market.

William Demant Holding’s Board of Directors has established
an audit committee.

Since our Board of Directors only consists of four Directors
elected by the shareholders at a general meeting, we have
decided to let the entire Board constitute the audit commit-
tee. Audit committee meetings are planned to coincide with
ordinary Board meetings, and prior to each meeting audit
committee members will receive a separate agenda with
fixed items and any special reports pre-determined in a full
year wheel chart for the audit committee.

The remuneration of audit committee members is included in
the approved Directors’ fee.

5.10.5. The Committee recommends that, prior to the appro-
val of the annual report and other financial reports, the audit
committee monitor and report to the supreme governing
body about:

e significant accounting policies

e significant accounting estimates,

e related party transactions, and

e uncertainties and risks, including in relation to the outlook.

The Board of Directors appoints the chairman of the audit
committee who is independent and who will not at the same
time be the Chairman of the Board of Directors.

The Board of Directors of William Demant Holding has discus-
sed the general framework in respect of the role, function
and expertise of the audit committee and decided to let the
entire Board of Directors handle this task. In their considera-
tions, the Directors have taken the Company’s business acti-
vities, the size of the Board and the limited scope of estima-
tes and assessments in relation to financial reporting into
account.

5.10.6. The Committee recommends that the audit commit-
tee:

e annually consider whether there is a need for an internal
audit function, and if so,

e formulate recommendations on selecting, appointing and
removing the head of the internal audit function and on the
budget of the internal audit function, and

e monitor the executive board’s follow-up on the conclusions
and recommendations of the internal audit function.

Audit committee meetings coincide with ordinary board
meetings. Prior to each meeting, Directors will receive a se-
parate agenda with fixed items and any special reports pre-
determined in a full year wheel chart for the audit committee.
The wheel chart includes accounting policies, significant
accounting estimates, related party transactions as well as
uncertainties and risks etc.

The Company has no internal audit function, but uses internal
control systems that are currently monitored by the Board of
Directors.

Our auditors also assess the internal control systems in their
communication with our Board of Directors.

As part of the tasks of the audit committee, the committee
will currently and at least once a year assess any need for an
internal audit function. If such need should arise, the audit
committee would provide a recommendation and framework
for such internal audit function, and subsequently the audit
committee would also monitor the Executive Board’s follow-
up on any conclusions or recommendations by the internal
audit function.




We do not
comply

5.10.7. The Committee recommends that the supreme gover-
ning body establish a nomination committee with at least the
following preparatory tasks:

e describe the qualifications required in the two governing
bodies and for a given position, state the expected time
commitment for a position and evaluate the balance of
skills, knowledge and experience available in the two
governing bodies,

e annually evaluate the structure, size, composition and
performance of the governing bodies and make recommen-
dations to the supreme governing body with regard to any
changes,

e annually evaluate the skills, knowledge and experience of
the individual members of the governing bodies and report
such details to the supreme governing body,

e consider proposals submitted by relevant persons, inclu-
ding shareholders and members of the governing bodies,
for candidates for executive positions, and

e identify and recommend to the supreme governing body
candidates for the governing bodies.

We do not
comply

5.10.8. The Committee recommends that the supreme gover-
ning body establish a remuneration committee with at least
the following preparatory tasks:

e make proposals, for the approval of the supreme governing
body prior to approval at the general meeting, on the remu-
neration policy, including the overall principles of incentive
pay schemes, for members of the supreme governing body
and the executive board,

e make proposals to the supreme governing body on remune-
ration for members of the supreme governing body and the
executive board and ensure that the remuneration is consi-
stent with the company’s remuneration policy and the eva-
luation of the performance of the persons concerned. The
committee should have information about the total amount
of remuneration that members of the supreme governing
body and the executive board receive from other compa-
nies in the group, and

e oversee that the information in the annual report on the
remuneration of the supreme governing body and the exe-
cutive board is correct, true and sufficient.

5.10.9. The Committee recommends that the remuneration
committee do not consult with the same external advisers as
the executive board of the company.

No nomination committee has been established, see 5.10.1.

The Group has a relatively small Board of Directors. The tasks
that fall under a nomination committee are part of the Direc-
tors’ work and current considerations.

In the Directors’ opinion, a nomination committee is therefore
not required.

No remuneration committee has been established, see
5.10.1.

The Board of Directors has adopted a very simple remunera-
tion policy for the Directors as well as for the Executive
Board. Our remuneration policy does not include any incen-
tive pay or bonus schemes or other variable components.

In the Directors’ opinion, a remuneration committee is there-
fore not required.

See 5.10.8.

In questions relating to remuneration, our Board of Directors
and our Executive Board do not use the same external advi-
sers.

5.11. Evaluation of the performance of the supreme governing body and the executive board

5.11.1. The Committee recommends that the supreme gover-
ning body undertake an annual evaluation of the performan-
ce and achievements of the supreme governing body and of
the individual members of the body.

5.11.2. The Committee recommends that the chairman be in
charge of the evaluation of the supreme governing body, that
the outcome be discussed in the supreme governing body
and that the details of the procedure of self-evaluation and
the outcome be disclosed in the annual report.

5.11.3. The Committee recommends that the supreme gover-
ning body at least once every year evaluate the work and
performance of the executive board in accordance with pre-
defined criteria.

The Board of Directors has adopted a self-evaluation proce-
dure, see 5.11.2.

The Chairman evaluates the work done by the Board of Direc-
tors and reports back to the entire Board once a year. The
Directors consider this evaluation satisfactory. The procedure
and the results of the evaluation will be shown in our annual
report from 2011 and onwards.

Once a year, the Chairman evaluates the work performed by
the Executive Board and after consultation with the other
Directors the Chairman adjusts the remuneration of the Exe-
cutive Board once annually.




5.11.4. The Committee recommends that the executive board We
comply

and the supreme governing body establish a procedure ac-
cording to which their cooperation is evaluated annually
through a formalised dialogue between the chairman of the
supreme governing body and the chief executive officer and
that the outcome of the evaluation be presented to the su-
preme governing body.

6. Remuneration of members of the governing bodies

6.1. Content and form of the remuneration policy

6.1.1. The Committee recommends that the supreme gover-
ning body adopt a remuneration policy applicable to the
supreme governing body and the executive board.

6.1.2. The Committee recommends that the remuneration
policy and any changes to the policy be approved by the
general meeting of the company.

6.1.3. Committee recommends that the remuneration policy
include a thorough description of the components of the
remuneration for members of the supreme governing body
and the executive board.

6.1.4. The Committee recommends that the remuneration
policy include:

e the reasons for choosing the individual components of the
remuneration, and

e a description of the criteria on which the balance between
the individual components of the remuneration is based.

6.1.5. The Committee recommends that, if the remuneration
policy includes variable components,

e limits be set on the variable components of the total remu-
neration package,

e areasonable and balanced linkage be ensured between
remuneration for governing body members, expected risks
and the value creation for shareholders in the short and
long term,

e there be clarity about performance criteria and measurabi-
lity for award of variable components, and

e there be criteria ensuring that vesting periods for variable
components of remuneration agreements are longer than
one calendar year.

6.1.6. The Committee recommends that remuneration of
members of the supreme governing body do not include
share or warrant programmes.

The Chairman currently evaluates the collaboration between
our President & CEO and our Board of Directors and presents
the outcome to the other Directors.

The Board of Directors has adopted a remuneration policy
applicable to the Board of Directors and to the Executive
Board.

Our remuneration policy was mentioned in the Chairman’s
report at general meetings in 2007, 2008 and 2009 and has
thus been approved by the general meeting. Any future chan-
ges in our remuneration policy will be presented at the gene-
ral meeting for adoption.

We have no incentive pay or bonus schemes comprised by
the Public Companies Act, section 139, in respect of the Exe-
cutive Board and the Board of Directors. If such schemes
were to be created, they would first be subject to adoption by
the shareholders at a general meeting.

The Executive Board receives a fixed fee.

Directors’ fees consist of a fixed basic fee per Director. The
Chairman’s fee is determined to be three times the basic fee
and the Deputy Chairman receives twice the basic fee. Audit
committee members’ remuneration is included in the basic
fee.

See 6.1.3.

In the opinion of the Board of Directors, the fixed fee reflects
a competitive remuneration of the Board of Directors and the
Executive Board.

See 6.1.3.

No incentive pay or bonus schemes comprised by the Public
Companies Act, section 139, have been established in respect
of the Board of Directors. No share option schemes or similar
arrangements have been established in respect of the Board
of Directors, see 6.1.3.




6.1.7. The Committee recommends that if members of the
executive board receive share-based remuneration, such
programmes be established as roll-over programmes, i.e. the
options are granted periodically and should not be exercisa-
ble earlier than three years from the date of grant. An expla-
nation of the relation between the redemption price and the
market price at the time of grant should be provided.

We
comply

6.1.8. The Committee recommends that, in exceptional ca-
ses, companies should be able to reclaim in full or in part
variable components of remuneration that were paid on the
basis of data, which proved to be manifestly misstated.

We do not
comply

6.1.9. The Committee recommends that termination
payments should not amount to more than two years’ annual
remuneration.

6.2. Disclosure of the remuneration policy

6.2.1. The Committee recommends that the remuneration
policy be clear and easily understandable and that it be dis-
closed in the annual report and posted on the company’s
website.

6.2.2. The Committee recommends that the company’s remu-
neration policy and compliance with this policy be explained
and justified in the chairman’s statement at the company’s
general meeting.

6.2.3. The Committee recommends that the total remunera-
tion granted to each member of the supreme governing body
and the executive board by the company and other consoli-
dated companies be disclosed in the (consolidated) financial
statements and that the linkage with the remuneration policy
be explained.

6.2.4. The Committee recommends that the details of any
defined-benefit schemes offered to members of the supreme
governing body or the executive board and the actuarial
value of such schemes as well as changes during the year be
included as part of the information on the total remuneration.

6.2.5. The Committee recommends that the most important
aspects of retention and severance programmes be disclosed
in the company’s annual report.

6.2.6. The Committee recommends that the proposal for
remuneration of the supreme governing body for the current
financial year be approved by the shareholders at the general
meeting.

The Executive Board receives a fixed remuneration, see 6.1.3.

The Executive Board receives a fixed remuneration, and there
are no variable bonuses or similar schemes, see 6.1.3.

If the Company terminates the employment of our President
& CEO, the notice is 12 months with one month’s extension
for each calendar year of employment, albeit maximum 30
months. As our President & CEO has been employed in the
Company since 1992, the notice on the part of the Company is
30 months at 31 December 2010. If he himself terminates his
employment, the notice is six months.

The adopted remuneration policy is clear and simple and is
mentioned in our annual report and on our website.

The adopted remuneration policy and compliance with such
policy will be explained in the Chairman’s report at the an-
nual general meeting.

Our annual report includes information on the remuneration
paid to the individual Director and the Executive Board in the
particular period under review.

As regards our President & CEO, an arm’s length termination
and resignation clause applies according to which he ac-
quires a seniority bonus matching one year’s salary for every
four years of employment after 2005. In the consolidated
financial statements, this seniority bonus is recognised as a
defined benefit plan commitment that will be paid out on
termination of his employment.

The Executive Board’s retention and severance programmes
are disclosed in the annual report.

As of the 2011 financial year, a proposal in respect of remune-
ration to be paid to the Board of Directors for the current
financial year will be presented to the shareholders at the
general meeting for adoption.

Prior to 2011, the Directors’ remuneration for the past year
could be seen from the annual report and would be adopted
by the shareholders at the annual general meeting.




7. Financial reporting

7.1. Other relevant information

7.1.1. The Committee recommends that the annual report and We
comply

other financial reports be supplemented by additional finan-
cial and non-financial information, if deemed necessary or
relevant in relation to the information needs of the reci-
pients.

7.2. Going concern assumption

7.2.1. The Committee recommends that, upon consideration We
and approval of the annual report, the supreme governing comply
body decide whether the business is a going concern, inclu-
ding supporting assumptions or qualifications where neces-
sary.

8. Risk management and internal control

8.1. Identification of risks

8.1.1. The Committee recommends that the central governing
body at least once every year identify the most important
business risks associated with the realisation of the
company’s strategy and overall goals as well as the risks
associated with financial reporting.

8.1.2. The Committee recommends that the executive board
currently report to the supreme governing body on the de-
velopment within the most important areas of risk and comp-
liance with adopted policies, frameworks etc. in order to
enable the supreme governing body to track the develop-
ment and make the necessary decisions.

8.2. Whistleblowing

8.2.1. The Committee recommends that the supreme gover- We
ning body decide whether to establish a whistleblowing comply
scheme for expedient and confidential notification of possi-
ble or suspected wrongdoing.

As part of our communication strategy, we provide financial
as well as non-financial information considered to be ade-
quate in order to give stakeholders a true and fair view of the
Company’s activities and results.

Our decision to join the UN’s Global Compact means that we
must submit and publish an annual Communication on Pro-
gress (COP) that complies with the requirements made by the
UN.

The assumption of a going concern is a fundamental element
in the Directors’ adoption of the annual report.

The Board of Directors is in an ongoing dialogue with our
Executive Board on the identification, description and hand-
ling of the business risks to which the Company can be expo-
sed. Any material risks are described in the Annual Plan and
Budget which is approved by the Board of Directors.

The main elements of our corporate internal control and risk
management systems in relation to the financial reporting
process are included in our annual report in the chapter on
risk management activities and shown in the introduction to
this document.

On preparation of the annual strategy, plan and budget, the
Board of Directors considers the risks identified by the
Company and reviews the scope of such risks, and estimates
whether revised or altered working procedures and action
plans may eliminate or reduce some of the risks.

The reports made by the Executive Board at the ordinary
Board meetings include current evaluations of any changes in
risks compared with previous reports.

Once a year, the Board of Directors reviews the Company’s
insurance policies, including any coverage of identified risks.

The Group has introduced an in-house “soft whistleblowing
scheme” according to which staff may contact the Group’s
in-house legal advisers with information. The scheme is seen
in our business ethics document, which is available on our
website, cf. below:

This Business Ethics Policy shall apply to all WDH employees
as well as to anyone acting on our behalf.

An employee who raises an issue in respect of this policy
shall not be subject to any adverse impact on his or her
employment as a result thereof. On the other hand, conti-
nued failure by an employee to work in accordance with this
policy may result in disciplinary action.




8.3. Openness about risk management

8.3.1. The Committee recommends that the management
commentary in the annual report include information about
the company’s management of business risks.

9. Audit

9.1. Contact to auditor

The Company describes its risk management activities in the
annual report.

9.1.1. The Committee recommends that the supreme gover-

ning body maintain a regular dialogue and exchange of infor-

mation with the auditor.

9.1.2. The Committee recommends that the auditor agre-
ement and auditors’ fee be agreed between the supreme
governing body and the auditor on the basis of a recommen-
dation from the audit committee.

The Board of Directors and our auditors meet at least once a
year to maintain a dialogue and exchange information.

9.1.3. The Committee recommends that the supreme gover-
ning body and the audit committee meet with the auditor at
least once every year without the executive board present.

This also applies to the internal auditor, if any.

The auditors’ remuneration is agreed upon prior to the begin-
ning of a financial year and subject to approval by the audit
committee.

9.2. Internal audit

We comply with the recommendation.

9.2.1. The Committee recommends that the supreme gover-
ning body, on the basis of a recommendation from the audit
committee, once every year decide whether to establish an

internal audit for support and control of the company’s inter-

nal control and risk management systems and state the rea-
sons for its decision in the annual report.

The Company has no internal audit function, but uses internal
control systems that are currently monitored by the Board of
Directors.

Our auditors assess the internal control systems in their
communication with the Board of Directors.

As part of the tasks of the audit committee, the committee
will currently and at least once a year assess any need for an
internal audit function. If such need should arise, the audit
committee would provide a recommendation and framework
for such internal audit function, and subsequently the audit
committee would also monitor the Executive Board’s follow-
up on any conclusions or recommendations by the internal
audit function.




