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Perseo Launch at
Guggenheim Museum
In Bilbao

On April 11, 2003, Perseo, Phonak’s new premium product line was officially launched at the
Guggenheim Museum in Bilbao, Spain. The event was attended by more than 200 customers
and media representatives.

Perseo — The Art and Science of Better Hearing

What makes Perseo very unique — a first in the industry —
is how it combines the Art and the Science to result

in Better Hearing. Better Understanding. Better
Communication.

A Special Venue for a Special Product Launch

The Guggenheim is an art museum, a place where new
ideas, new expressions, works of art are exhibited. In
this way, it was the ideal setting for Phonak to launch
its new idea, a work of art... and science, in a hearing
system. Even the Guggenheim building itself offers

an incredible parallel. Designed by Frank Gehry and
constructed in 1997, it is built in the style referred to
as “Expressionist Modern‘. Expressionism relates to art,
a personal and unique expression; modern relates to the
innovative, scientific approach in which glass, stone
and titanium were combined in the structure.

The Guggenheim Museum is a facility that itself
embodies art and science. The Perseo by Phonak is a
hearing system that embodies art and science.



Chairman’s Foreward

The 2002/03 financial year was, in every respect, a transition and

turnaround year for the Phonak Group! When | returned as interim

CEO in April 2002, I was fully convinced that “Phonak could do

better” and | set three objectives for myself:

1. To find a competent successor as CEO, who is capable to take
advantage of the great potential of the Phonak Group;

2. To ensure that the urgently needed products come out of the
development stage and into the markets successfully; and

3. To substantially increase the marketing and sales efforts to
bring Phonak back on the growth path.

| am happy to report that, by and large, we have achieved these
three objectives. Our new CEO, Dr. Valentin Chapero Rueda is
well-known and has already been active and successful in the
hearing instrument field for a number of years. Dr. Chapero
decided to join Phonak because he is convinced — as | am — of the
great future ahead! Already in a short time, he has brought a new
level of energy and direction to the Group.

We were also able to strengthen and expand the product offering
of the Group, which now includes a complete range of digital
hearing instruments — from premium, high-end products to entry
level products. Thanks to these new products, along with the
increased sales and marketing efforts, sales grew by 10% (excluding
the currency impact) in the second half of the year, compared to
the first half, while the overall market remained flat.

The financial results for 2002/03 are in line with our earlier
communication, although - of course - not satisfactory. Sales
reached CHF 550 million, which represents organic growth of 3%,
excluding the negative currency impact. Operating profit (EBITA)
amounted to CHF 48 million (-34% from prior year) due to the
lower reported sales and increased spending in research and
development. Net profit was impacted, as announced in the
Semi-annual Report, by a one-time write-off of CHF 75 million
to reduce the carrying value of the Unitron goodwill, consistent
with the general decline in market valuations. The net result
was, therefore, a loss of CHF 47 million (excluding this one-time
write-off, net profit was CHF 28 million). All this confirms my
opening sentence: 2002/03 was an exceptional, a transition and
turnaround year - a year in which we laid the groundwork for
the return to the route of success!

Finally, I would like to thank all of you who stood by Phonak in
the difficult last year and continued to give us their support and
confidence.

Andy Rihs, Chairman of the Board

Foreword

CEO’s Comments

2002/03 financial year was certainly a transition year for the
Phonak Group. In the past few years, we have seen significant
changes, and an increased competitiveness, in our industry. These
new industry dynamics require a new direction. Therefore, we are
very active implementing an aggressive plan: an expanded product
portfolio, new innovative technologies, increased market focus,
reduced manufacturing complexity and increased sales and
marketing aggressiveness. These are the sign posts of our new
route to success.

In the reporting period, we focused primarily on the expanded
product portfolio and successfully launched four complete new
product lines. Under the Phonak brand, the most important product
additions were Supero, the industry’s first super high power digital
instrument for severe to profound hearing losses, and Perseo,
Phonak’s new high-end hearing computer. Under the Unitron Hearing
brand, the launch of Unison, an innovative product in the lower
digital segment, was very positively received. In addition, within
the first three months of the current business year, another four
products have been launched, including MAXX, Phonak’s entry-level
digital product line, and a new product segment for Phonak, and
Conversa, a mid-level digital product line from Unitron Hearing.

During 2003/04, we believe that the Group will benefit, in terms of
top and bottom line growth, from the sales of the new products
and from the sales of new and existing products to new markets,

in terms of geography and customer segment. Also during 2003/04,
the Group will focus its efforts on reducing the cost of products,
through the use of our NemoTech (in-the-ear product manufacturing)
technology, the development of a new, state-of-the-art hardware
platform for all hearing instruments, and the opening of a
manufacturing facility in Asia to handle manually-intensive
production.

Thank you to all employees within the Group for their dedication
and hard work within a demanding and changing environment.
Thank you also to our shareholders who, by their interest and
investment, show their trust in our products, in our management
team, in the business opportunities available to us and in our
mission of improving the quality of life through better
communication.

Dr. Valentin Chapero Rueda, CEO



Five-year Key Figures (Consolidated)

in CHF 1,000

unless otherwise specified 2002/03 2001/02 2000/01 1999/00 1998/99
Sales 550,543 576,078 460,152 314,281 258,668
increase compared to prev. year (%) (4.4) 252 46.4 215 18.3
Operating income (EBITA) 48,139 73,013 99,792 50,617 44,230
change compared to prev. year (%) (34.1) (26.8) 97.2 144 205
in % of sales 8.7 12.7 217 16.1 171
Operating income (EBIT) - ordinary 37,641 59,770 95,310 48,803 42,457
change compared to prev. year (%) (37.0) (37.3) 95.3 149 213
in % of sales 6.8 10.4 20.7 155 16.4
Operating (loss) / income (EBIT) - as reported (37,359) 59,770 95,310 48,803 42,457
change compared to prev. year (%) (162.5) (37.3) 95.3 149 213
in % of sales (6.8) 104 20.7 155 164
Net income - ordinary 28,123 42,626 65,717 34,033 30,082
change compared to prev. year (%) (34.0) (35.1) 93.1 131 275
in % of sales 51 74 14.3 10.8 11.6
in % of shareholders’ equity () 8.6 125 26.0 204 216
Net (loss) / income - as reported (46,877) 42,626 65,717 34,033 30,082
change compared to prev. year (%) (210.0) (35.1) 93.1 131 275
in % of sales (8.5) 74 14.3 10.8 1.6
in % of shareholders’ equity () (14.4) 125 26.0 20.4 216
Net cash from operating activities 49,174 57,536 91,454 36,391 27,652
change compared to prev. year (%) (14.5) (37.1) 151.3 316 193
in % of sales 8.9 10.0 19.9 1.6 10.7
Free cash flow" 28,662 18,410 (63,221) 17,126 16,381
in % of sales 5.2 3.2 (13.7) 54 6.3
Capital expenditure 21,515 29,794 21,842 17,426 11,815
Depreciation of tangible assets 20,189 18,475 13,245 10,088 8,429
Depreciation of intangible assets - ordinary 10,498 13,571 4,482 1,814 1,773
One-time impairment of goodwill charge 75,000 0 0 0 0
Research & development costs 48,879 31,453 31,381 25,300 20,200
increase compared to prev. year (%) 55.4 0.2 240 252 26.3
in % of sales 8.9 5.5 6.8 8.1 7.8
Total assets 606,861 742,246 703,793 346,273 300,180
Cash and marketable securities 84,372 83,610 96,108 47,965 36,591
Shareholders’ equity 289,551 360,821 322,905 182,839 151,162
Quick ratio (%)? 1404 113.2 126.8 155.2 150.0
Equity financing ratio (%)% 41.7 48.6 45.9 52.8 50.4
Personnel expenses 189,237 176,785 128,007 99,412 86,237
in % of sales 344 30.7 278 31.6 333
Number of employees (average) 2,397 2,378 1,583 1,239 1,064
Sales per employee 230 242 291 254 243
Total shares issued 65,372,200 65,204,200 646,864 630,875 628,872
average number of shares, on which

information per share is based® 65,063,049  64,808282 63,257,400 62,888,500 62,802,200
Information per share?

Earnings per share (CHF)

- before one-time impairment of goodwill charge 0.4322 0.6577 1.0389 0.5412 0.4790
- after one-time impairment of goodwill charge (0.7205) 0.6577 1.0389 0.5412 0.4790
Shareholders’ equity per share (CHF) 4.4503 5.5675 5.1046 2.9074 2.4070
Dividend per share (CHF) 0.12° 0.12 0.009 0.12 0.1

 Net cash from operating activities less net cash used in investing activities
2 Cash + marketable securities + receivables in % of current liabilities

3 Shareholders’ equity in % of total assets

4 Prior year numbers adjusted for the 1:100 share split
% Proposal to the General Meeting of July 11, 2003
® Par value reduction of CHF 0.15 paid in lieu of dividend



Management

From left to right: Dr. Valentin Chapero Rueda, Michael Jones, Paul Thompson, Dr. Herbert Baechler

Group Executive Management
as of April 1, 2003

Dr. Valentin Chapero Rueda
Chief Executive Officer

Paul Thompson
Chief Financial Officer

Michael Jones
CEO Unitron Hearing;
North American Markets

Dr. Herbert Baechler
Chief Technology Officer

Board of Directors

Andy Rihs
Chairman (until 2003 AGM)
Co-founder of Phonak Group

Dr. Alexander Krebs

Vice-Chairman (until 2003 AGM)

Partner CapVis Equity Partners Ltd.

Vice-Chairman of the Board of Tobler Management
Holding Ltd.

Dr. h.c. Daniel Borel
Member (until 2005 AGM)

Chairman of the Board of Logitech International Ltd.

Member of the Board of Julius Baer Holding Ltd.

Heliane Canepa

Member (until 2005 AGM)

President and CEO of Nobel Biocare

Member of the Board of Entific Medical Systems

Beda Diethelm
Member (until 2003 AGM)
Co-founder of Phonak Group

Hans-Ueli Rihs
Member (until 2003 AGM)
Co-founder of Phonak Group

Audit Committee

Dr. Alexander Krebs (Chairman)
Heliane Canepa

Hans-Ueli Rihs

Auditors
PricewaterhouseCoopers, Zurich



The Art and Science
of Better Hearing

Perseo

Perseo from Phonak Hearing Systems, provides the
wearer with a personalized adaptation to different
listening situations according to their individual needs
and preferences. It redefines personalization for
enhanced satisfaction.

Lein Sturm:

“My work as an architect involves many meetings
in both small and large groups. With Perseo | am
able to function normally again in all of these
environments. Even when riding my motorcycle,
Perseo provides me with the comfort and security

| need.”



Financial Review

The financial results for the past business year are indicative of
both the challenges and the transition facing the Phonak Group
during 2002/03. A general economic slowdown, flat growth in the
hearing aid industry, the weak US dollar, missing products in the
Phonak and Unitron Hearing portfolios, a change in leadership —
these challenges have led to the unsatisfactory results.

However, the transition work in 2002/03 has already produced
some encouraging developments. The arrival of a new CEO has
brought increased focus on top line growth, increased product
development speed and reduced product complexity and cost. The
results of intensive product development include the successful
launch of four new product lines in 2002/03.

The evidence of this transition is seen in comparing the results of
the two half years: sales in the second half year were 10%
(excluding the exchange impact) above the first half, despite flat
market growth.

Consolidated sales

Consolidated sales for the year reached CHF 550 million. Com-
pared to the prior year, this represents an overall decline of 4%.
However, this decline is exclusively due to the negative currency
effect (-7%), meaning that the Group experienced organic growth
for the year of +3%.

The growth in sales, particularly in the second half year, was a
result of the new products launched during the year — Aero BTE,
Supero, and Unison. In addition, Perseo, Phonak’s new high-end
product, was launched in March, providing one month’s sales
contribution to 2002/03 sales result. Sales of all new products
during the year accounted for 16% of total sales.

Sales of premium products, primarily of Claro, accounted for 25%
(previous year 30%) of total sales. Despite the fact that this product
line was first launched almost four years ago, and even against
strong competition from three new premium products launched
by our competitors over the last 12 to 15 months, sales of Claro
continued strong. In fact, we have seen an increasing number of
units sold in some markets because of its yet unmatched features
in newer competitive products and due to its repositioning to new
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customer segments. In March 2003, Perseo, Phonak’s new premium
product line, was launched with promising sales results. We expect
that the success of Perseo and Claro will increase the Group’s sales
from premium products in 2003/04.

Mid-level products, primarily digital, accounted for 28% of total
sales (previous year 24%). The completion of the Aero product
family, with the BTE versions introduced in the first half of the
year, has resulted in improved sales for the entire Aero line in the
second half of the year. In addition, sales of Supero, the world’s
first digital line specifically designed to meet the needs of severe
to profound hearing impaired people, developed well, especially in
the second half of the year.

Sales of the economy segment were 25% of total sales (previous
year 25%). The result in this segment is primarily due to the
success of Unison, Unitron Hearing’s entry level digital product
line, which was launched in June 2002 and continues to sell very
well, greatly exceeding our expectations. As described later in the
business report, the launch of MAXX in June 2003, adds an entry-
level digital product to the Phonak portfolio, which will also
increase the Group’s sales in this segment in 2003/04.

Sales of wireless FM systems — a unique and competitive advan-
tage for both brands — accounted for 7% of total sales (as in the
previous year) and delivered over-proportionate profitability to
the Group.

Operating profit

Operating profit before goodwill amortization (EBITA) decreased
to CHF 48 million (-34% from the prior year). The decline is
explained by a lower gross profit (due to lower reported sales), and
an increase in operating expenses, particularly in research and
development spending. Gross margin, as a percentage of sales,
remained consistent with the prior year, as predicted.

Research and development spending increased, as expected, to
CHF 49 million (+55%) in 2002/03. The increase was due to the
timing of major development projects, including NemoTech (auto-
mated shell manufacturing), Palio (new single hardware platform)
and Chinook (new fitting software platform). This level of spending
brings the investment level to 9% (previous year 6%) of sales,
consistent with the past and in line with targets.



Sales and marketing costs were reduced from the prior year level,
consistent with the exchange effect and the decline in reported
sales. As a percentage of sales, however, sales and marketing
spending is consistent with prior year.

Administration and general overhead costs, combined with other
expenses (net), were also reduced from prior year due to the
exchange effect and reduced overhead costs.

Exchange differences include primarily gains and losses on foreign
currency bank accounts and inter-company receivables, and reflect
the weaker U.S. dollar in 2002/03. Exchange differences arising on
the conversion of inter-company loans that are considered part of
the investment in the subsidiary are recorded in equity.

EBITA is net of depreciation expense of CHF 20 million. Therefore,
EBITDA for the period is CHF 68 million, compared to CHF 91 million
in the prior year.

Regular amortization of goodwill was CHF 10 million, less than the
amount recorded last year, due to the effect of the one-time
impairment charge. As announced in the semi-annual report,

the goodwill asset arising from the Unitron acquisition was
revalued, consistent with the general decline in market valuations.
In accordance with IFRS guidelines, the Group took a one-time
write-off of CHF 75 million.

Before the one-time charge, the operating profit after goodwill

amortization (EBIT) is CHF 38 million, compared to CHF 60 million
in the prior year. Including the one-time charge, EBIT is a loss of
CHF 37 million.
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Consolidated net result

The consolidated net result was a loss of CHF 47 million, compared
to a net profit of CHF 43 million in the prior year. The decline in
net profit is directly attributable to the decline in operating profit,
driven due a large extent by the one-time charge. Net financial
expense decreased from CHF 7 million to CHF 4 million reflecting
the reduced level of debt held by the Group. Income taxes fell

due to the lower taxable profit and the utilization and recording of
tax loss carryforwards. Before the one-time charge, the
consolidated net result was a profit of CHF 28 million.

Investment activity

Investment in business development activities totaled just over
CHF 1 million during the past year. Projects included the acquisi-
tion of Phonak’s former agent in Amman, Jordan and the
establishment of a new group company in The Netherlands for
Unitron Hearing.

Capital expenditures (investment in property, plant and equip-
ment) decreased to CHF 21 million, down from CHF 30 million last
year, and consumed 44% of the cash flow from operating activities.
Approximately one-half of capital spending was maintenance in
nature, with the balance relating to several key projects, including
Palio, NemoTech and Chinook.

Free cash flow

Free cash flow (defined as cash flow from operating activities
minus investments) increased CHF 13 million over last year to
CHF 29 million. Free cash flow was applied to debt reduction
(CHF 34 million according to planned repayment terms) and the
payment of a dividend to shareholders (CHF 8 million). Due to
strong working capital management and the settlement of a
forward contract, cash and cash equivalents, and marketable
securities, remained at a high level of CHF 84 million.



Balance sheet

The general structure and content of the balance sheet has not
changed substantially from the prior year, with the exception of
the reduction in intangible assets from the one-time impairment
charge.

Accounts receivable, after removing the exchange effect, increased
over the prior year mainly due to the strong sales result in March
2003. Inventory, after removing the exchange effect, decreased by
almost 14 million due primarily to a reduction in finished goods.

Intangible assets have been reduced by CHF 75 million due to the
one-time charge on the Unitron goodwill and by CHF 31 million
due to the ordinary goodwill amortization and the exchange effect
on the remaining Canadian dollar denominated goodwill.

Long-term debt was reduced by CHF 27 million due to the regular
payments made on the mortgages and the acquisition financing
raised in 2000/01.

The net debt (debt less cash and marketable securities) of the
Group has also improved over the prior year, falling to CHF 87
million (previous year CHF 123 million).

As reported in previous years, the equity financing ratio (equity
in % of total assets) remains at a high level of 48%, reflecting the
continued solid financial position of the Phonak Group.

Business Report
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Say Hello to Better
Listening

Conversa, from Unitron Hearing, is a mid-level digital
product line with unique features designed to solve the
everyday problems of telephone use, feedback and hearing
speech in noisy environments.

Pam Tonkin:

“Unitron Hearing's Conversa hearing aids are the
first hearing aids that | have been able to use on
the telephone. Voices are clear and | can pick up
the telephone without worrying about adjusting

the phone or my hearing aids. My Conversa hear-
ing aids have changed everything. Best of all, my
son is benefiting from these positive changes

every step of the way."
12



New Technologies
and Products

Success in the hearing instrument industry depends on innovative
technology and products, a strong and global distribution system,
and excellent customer service. The foundation, of course, is the
product offering. Over the past several years, the industry has
confirmed the following technology and product trends:

= Leading players in the industry must offer a full range of digital
hearing instruments in all segments (i.e. a full product provider
vs. a niche player);

« Adequate investment in R&D is necessary to respond to the
increasing pace of new product development and to generate
new products and technologies; and

= New technologies and new products, offering meaningful
end-user benefits, continue to provide sales and profit growth
opportunities.

The Phonak Group, always a leader in innovative technology, has
responded to these trends by introducing digital products in all
relevant segments (under both brands), developing unique, “industry
first“ technology and products, and investing in critical projects
that will change the products and distribution paradigms for the
future.

Many new products launched in 2002/03

This past year demonstrates the effect of having, and not having,
a complete digital product line in all segments. For example, in the
first half of the year, Phonak missed sales opportunities, particularly
in the mid-level digital segment for Behind-the-Ear (BTE) products.
Yet in the second half of the year, when the Aero BTE product
family was launched and the mid-level digital segment was now
covered, Phonak saw immediate sales growth in this entire segment,
both BTE and In-the-Ear (ITE).

A major focus within the Group over the past 18 months, therefore,
has been to complete its digital product portfolios, by developing
products in the missing segments. We are pleased to report that
the efforts of the combined development teams have led to an
impressive amount of new products brought to the market in
2002/03, including:

Business Report

Share of sales by product groups

in %
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—— First class hearing systems
—— Business class hearing systems
— Economy class hearing systems
= FM products

= = Miscellaneous

« As already mentioned, the Aero BTE product line, which repre-
sents the completion of Phonak’s mid-level digital line;

= Supero, Phonak’s — and the industry’s only — super high power
digital product for severe to profound hearing losses;

= Unison, a complete line of entry-level digital products from
Unitron Hearing; and

= Perseo, Phonak’s new premium digital product, was first
launched in March with very encouraging results.

The launch of Perseo was well received because of two innovative
features: PersonalLogic and dual-base automatic functioning.
PersonallLogic is the first ever automatic control system that

is fitter-programmable according to the tastes and preferences
of each individual user. Perseo is the first hearing system

with customized automatic operation, as opposed to limited
functionality based on factory settings. Perseo is also a dual-base
automatic hearing system, meaning that all parameters may

be set independently for quiet and noisy listening situations.
Performance can be matched to hearing needs and individual
preferences in quiet situations, without disrupting performance in

13



noisy situations, and vice versa. This is a distinct advantage over
single-base automatic systems in which changes made for one
situation will affect performance in the other.

More new products launched in Q1 2003/04

Furthermore, the intense Research & Development efforts during
the year have resulted in another five product launches in the first
three months of the 2003/04 business year:

* MAXX, Phonak’s new entry-level digital product, launched in
June in a complete range from BTE through CIC;

= Amio, another entry-level digital product from Phonak, designed
specifically for the North American market, available in a
complete ITE line;

= Conversa, a mid-level digital product line from Unitron Hearing
with proprietary ClearCall technology to effectively handle the
common complaint of hearing aid feedback with telephone use;
and

« Finally, Phonak has launched two additions to the Aero and
Supero product families also in June: Aero 311 Forte and Supero
413 AZ. Both are designed for power amplification and are
equipped with the proprietary AudioZoom function.
Supero 413 AZ will be launched together with KeyPilot, a new
low-priced remote control in a key-ring size.

Some additional comments about the development of MAXX are
worth noting. First, MAXX is positioned in a digital segment not
yet filled by Phonak — the entry-level digital segment — which

will open up new sales opportunities for Phonak, not previously
possible. Second, MAXX represents a new and increased development
speed at Phonak, as demonstrated by its seven-month development
schedule. Third, MAXX represents a new product cost target
achieved by Phonak to yield a good margin contribution despite
the lower average selling price of this segment.

Unitron Hearing is also developing a first class product line to be
introduced in the second half of 2003/04. This offering as well as
a power line, planned to be launched in the next business year,
will complement the digital offering of this brand.
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Within the FM business segment, we continued to incorporate
synthesizer technology in our FM wireless communication products.
Campus S, an FM transmitter equipped with synthesizer technology
is already available. Phonak has now introduced in June a new
receiver generation that allows automatic frequency selection
and, therefore, the highest level of flexibility and user benefits.

We believe that the Phonak Group now offers a full digital
product portfolio, along with some niche products, like Supero,
complemented with the industry’s unique FM systems, remote
controls and WatchPilot (remote control in a watch).

Future-oriented R&D projects

We would like to highlight three significant, future-oriented R&D
projects whose objectives are to reduce the cost and complexity
of products, increase the rate of new production innovation and
change the business model in terms of how custom In-the-Ear
(ITE) hearing instruments are manufactured and distributed.

First, “Palio” is the project name given to the development of a
new, state-of-the-art, open and fully programmable hardware
platform for our hearing instruments. Phonak believes that the
open platform approach will provide substantial benefits for the
design and manufacturing of hearing instruments as well as for
the fitter and end user in terms of flexibility and features. This
design project has been underway for several years and, during
2003/04, we will complete the technical development of the
platform. A common hardware platform will lead to a simplified
and consistent product design, an accelerated new product
development process (i.e. decoupling the hardware development
from the software development, focus on algorithm development
and modifications), a streamlined manufacturing process (i.e.
multiple products produced in the same manner, differentiated
by software added at the end of the manufacturing process), and
reduced product costs (i.e. increasing purchasing volumes on a
limited number of chipsets).



Second, “Chinook* is a project that, similar to "Palio”, will lead to a
common fitting software architecture for the Phonak Group. The
fitting software is necessary for a hearing instrument dispenser to
select, fit and program the instrument for the end user’s needs.
The development of new releases of fitting software, in connection
with new product releases, has always been a critical and
time-consuming process. This common platform will be used by
Phonak, Unitron Hearing, and may support other brands. The final
fitting software product will, of course, be differentiated among
the brands through a unique graphical user interface (GUI). The
new software architecture and common software platform will
simplify and reduce the time of the development process and

will allow interchangeability of software modules for products
developed on common hardware platforms.

Third, “NemoTech” is the name given to the technology incorporated
into a new manufacturing process to design and build custom

ITE hearing instruments. Again, this project has been underway for
several years, both in development and in commercial use.
Commercially, the technology is used in the United States to build
custom ITE product shells. Today, a second NemoTech site has been
established in Stéafa to produce ITE shells and finished products for
a number of European markets. The development work in this
project began as a method of electronically modeling the shell for
a custom ITE product, and has expanded to include electronic
detailing and designing of the finished product, electronic order-
ing, virtual previewing the product in the patient’s ear, virtual
fitting in the dispenser’s office as well as virtual acoustical
modeling. We believe that this development project, when com-
pleted, will dramatically change the distribution model (in addition
to the way in which the product is design and built) for custom
ITE products.

Business Report

Share of sales - new products
(hearing computers)

37%
launched between April 1999
and March 2002

16%
launched after April 2002

47%
launched before April 1999
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Access to Advanced
Communication

16

Phonak FM devices give clear satisfaction to many hearing
impaired children and adults all over the world. The
systems consists of a transmitter that sends the sound
directly from the source to a receiver that is attached to
the hearing instrument.

Bas Lammers:

“Having been born with only 10% and 20%
hearing in each ear, | know how crucial hearing
instruments and communication are to living a
normal life. With Supero and the FM system from
Phonak | am able to live my life to the full. Even
in the extreme situations | experience in my job
as a professional Cart Racer, FM enables me to

overcome my hearing loss.”



Markets

General market development

Overall, unit sales in the global market remained flat, or even
decreased slightly as industry figures show in the United States,
compared with the prior year. This was primarily influenced by
cautious consumer confidence and spending due the slowdown in
the general economy. Political factors during the reporting period,
such as the war in Iraqg, increased the level of uncertainty and
contributed to a negative impact on the overall industry-wide
market development. As one consequence, the shift towards
digital hearing instruments designed for the lower price segments
continued. In unit terms, digital instruments now account for
approximately 60 to 70% of instruments sold in industrialized
countries.

Group sales by product

Traditionally, Phonak and Unitron Hearing have occupied strong
positions in the BTE segment; however, the Group’s ITE volume is
also increasing as a result of its broadened product portfolio and
its growth in the North American markets. For 2002/03, 40% of
the Group’s unit sales were ITE and 60% were BTE, comparable
with the prior year. New products continue to provide sales growth
opportunities in the hearing instrument segment. Therefore, a
broad, fully digital, continuously updated product offering is a key
advantage.

Phonak performed well in the key United States market where
sales, in local currency, were up 14% over the prior year period.
Also, our Group companies in Northern Europe and the United
Kingdom achieved strong sales results over the prior year. Finally,
as a result of previous restructuring efforts, we have seen strong
year-over-year improvement in markets such as The Netherlands,
Spain, Italy and the Middle East.

Business Report

Share of sales by main markets 2002/03

Australasia
4% (3%)

North America
52% (54%)

Europe
44% (43%)

2001/02 figures in brackets

Results were below expectations in the central European markets
because the mid-level digital BTE products were not launched
until the second half year and the launch of Perseo, the new
high-end product did not impact results until March 2003.

Phonak’s retail organizations continued to perform well. Lapperre
has approximately 40% of the market in Belgium and grew by
10% over the prior year. Hansaton has a market share of around
25% in Austria and increased its sales by 8% over the prior year.

New market opportunities

From 2003/04, the Group will benefit, in terms of top and bottom
line growth, from the sales of the new products. In addition, the
Group will benefit from the sales of new and existing products to
new markets, in terms of geography and customer segment. As an
example, increased attention has been focused on key accounts,
with whom the Group has signed new supply contracts in Europe
and North America.

We are also focusing our sales and marketing efforts on the Asian
markets, especially in China and Japan. After having established a
sales support office in Tokyo last year, Phonak has now incorporated
its own subsidiary company in Japan to increase its share of this
important market.
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The Right to Hear Well

MAX

18

MAXX makes the Phonak high-tech digital technology
affordable in the economy class. MAXX is dedicated to
providing excellent sound quality and value

without compromise.

Maurice Smits:

“Wearing my new hearing instruments, | have
become another person. While before | got more
and more isolated, | am now functioning again as
a committed Computer Science teacher. Also in
my spare time, outdoor weather impacts, such as
wind, rain and other noises, do not bother me any
longer. While cycling on bike trips, | even can
understand my friends!”



Operations

In 2002/03, the total manufacturing output from the Phonak
Group remained consistent with the prior year, at around 800'000
units. However, the mix of production has changed with the
introduction of many new digital products.

Successful management of many new products

The Group has successfully coordinated the demand-flow
manufacturing of many new products in addition to maintaining
the production of the existing product families.

The high degree of automation, including in-line manufacturing
processes, in the Group’s largest production center in Stéfa,
Switzerland, has allowed Phonak to successfully deliver the many
new products to its distribution companies and agents. In
particular, the inventory of Perseo was sufficient to meet the
initial launch requirements.

The Group’s secondary manufacturing site in Kitchener, Canada
at the Unitron Hearing production center, responded well to the
production demands of Unison. The simple design of the product
and the flexibility of the production process allowed Unitron
Hearing to increase its manufacturing output by 72% with an
increase in direct labour efficiency of 42%.

The Group continues to streamline its manufacturing and logistics
among the major production sites. To date, we have benefited
from sharing technologies and improving economies of scale

in purchasing and production. We also actively manage the entire
value chain and foster open and long-term relationships with
suppliers. By working together with suppliers in development
projects, we are able to shorten design cycles and improve quality.

NemoTech automated shell manufacturing

As already discussed, the commercial use of NemoTech technology
has been expanded in the manufacturing process. A second
regional site has been established at the Group's headquarters in
Stafa, where the NemoTech process is used to manufacture and
distribute custom ITE shells for several European markets.

Business information systems — SAP project

During the business year, the Group’s SAP project centered around
the development of a standard business system “template” to be
implemented world-wide in the sales and distribution companies.

The template system was first implemented in Phonak’s Switzerland

division, effective April 1, 2003.

Business Report

Resources are being added to staff implementation teams that
will implement the SAP business template into the majority of
subsidiaries over the next two years. A common business system
world-wide will greatly enhance the coordination of design,
manufacturing and distribution among facilities as well as ensure
the consistent use of best practices throughout the Group.

Focus on product costs

A clear objective within the Group is to reduce the cost of products.
This objective considers the cost of the product arising from the
design, manufacturing and distribution processes.

Reducing product costs will be possible by reducing the design
complexity of new products, migrating new products to a common
hardware platform (i.e. “Palio”) and leveraging the NemoTech
technology throughout the distribution chain. The bottom line
profit improvement from these initiatives will be realized over the
mid-term as these key projects are completed and implemented
throughout the Group.

In the meantime, we have achieved some progress in product cost
reduction with the new entry-level digital product, MAXX. Not
only was the development speed of MAXX — at a total of seven
months — significantly below past practice, the product cost
reduction target of 40% (of products in the mid-range) was
achieved. In addition, we are working with our suppliers and
engineers to reduce the complexity and cost of existing products.

Staff

The number of people employed by the Phonak Group as of March
31, 2003 was 2,385 (prior year 2,416). This total was allocated
among R&D 172 (prior year 177), production 908 (969) and
sales/marketing and administration 1,305 (1,270). Staff increases
were made in the areas of sales and marketing to expand the
Group’s sales opportunities and support the many product
launches.
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Effective Communication
to Win

The high-tech, on-board communication system from
Phonak communications, eliminating all potential
distractions from noise, enabled the team to hear
crucial instructions from helmsman Russel Coutts.

Russel Coutts:

“The excessive noise level during competition,
from the weather and overhead helicopters,
means that crew communication ranges from

challenging to impossible. On the other hand,
Russel Coutts and
Ernesto Bertarelli
from the victorious
Team Alinghi

this communication or lack of it can make the

difference between winning and losing.”

(Photos: Team Alinghi,
Thierry Martinez)
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Outlook

The Phonak Group looks forward to positive sales and profit
development in 2003/04. Although difficult to predict in the
current environment, for 2003/04, we expect, as mentioned

in the Shareholder Letter in April 2003, an overall market growth
in the range of two to three percent. However, we expect that
sales from new products, and from new markets, will allow the
Phonak Group to grow above the market rate. Based on today’s
perspective of exchange rates and growth prospects, we expect
consolidated sales for 2003/04 to be around CHF 600 million.

On the bottom line, we expect further improvements in EBITA
margin in the following years as the Group begins to benefit from
the current projects aimed at bringing the product cost down
substantially.

From the perspective of top line growth opportunities, the Group
will benefit by bringing its new products to the market (i.e. com-
pleting or expanding the product portfolios) and by bringing new
and existing products to new markets. In Japan, for example,
Phonak has established a wholly-owned Group company to expand
its presence in this key market. In addition, we will leverage our
knowledge and key competencies in the FM segment into new
applications.

Business Report

Bottom line growth opportunities, to be realized over the next few
years, will come from reducing the complexity and cost of products
as a result of the following major initiatives: the development

of new products on a single, flexible hardware platform, the use
of NemoTech to build ITE products and eliminate costs in the
distribution, and the establishment of a low-cost manufacturing
environment, where we will begin by transferring manually-intensive
faceplate production and reprocessing of returned products.
Phonak will continue producing in Switzerland, especially for high
value-added products requiring high-tech processes as well as
pilot manufacturing.

In 2003/04, we will increase our investment in R&D projects to
approximately CHF 55 million (+12%), which is consistent with
the prior year, as a percentage of sales. This investment will ensure
Phonak’s leading position in technology within the industry, while
achieving our goal of broadening the digital product offering in

all segments, under the Phonak and Unitron Hearing brands.

Beyond the R&D projects, special projects in 2003/04 include the
establishment of the Group company in Japan, the set-up of an
additional manufacturing facility in Asia, and the roll-out of the
SAP project.

Capital expenditures will remain consistent with the previous year,
at approximately CHF 22 million. Major projects include tooling
for new products, IT infrastructure and SAP project implementation,
production equipment and the expansion of retail locations in our
retail companies.
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A New and Clear
Direction

Y

The Phonak Group, and its \I;'ilorldwide team of employees, is now focused
in a new direction’= in.which the route will combine Phonak’s existing
knowledge-hased"and innovation-driven product development directly
with the needs and wishes of our customers. The result will be significant
benefits for our cfjstifmers and increased growth opportunities for Phonak.

With our existing state-of-the-art hearing systems as well as the new
product families described in this report, Phonak will make a key
contribution in improving the quality of life for hearing impaired people,
their family and their friends.

Our common goal is to combine all of our expertise from new research
and past experience to create solutions that increase an individual’s
ability to hear better - enabling them once again to actively participate
in everyday life.
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Consolidated Income Statement 2002/03

2002/03 2001/02
Notes 1,000 CHF 1,000 CHF
Consolidated sales 4 550,543 576,078
Sales related costs 5 (33,683) (33,337)
Cost of sales (237,754) (246,914)
Gross profit 279,106 295,827
Research and development (48,879) (31,453)
Marketing and sales (116,243) (124,408)
Administration and general overheads (60,873) (70,097)
Exchange differences (2,797) 3,596
Other expenses, net 9 (2,175) (452)
Operating profit (EBITA) 48,139 73,013
Amortization of goodwill 8 (10,498) (13,243)
One-time charge for goodwill impairment (75,000) 0
Operating (loss) / profit (EBIT) (37,359) 59,770
Financial expense, net 10 (4,480) (6,616)
(Loss) / income before deduction of taxes and minority interest (41,839) 53,154
Income taxes 1 (4,953) (10,408)
Minority interest (85) (120)
(Loss) / income after taxes (46,877) 42,626
Basic (loss) / earnings per share (CHF/share)
before one-time charge 12 0.4322 0.6577
after one-time charge (0.7205) 0.6577
Diluted (loss) / earnings per share (CHF/share)
before one-time charge 12 0.4308 0.6557
after one-time charge (0.7205) 0.6557
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Consolidated Balance Sheet as at March 31, 2003

Consolidated Financial Statements

Assets
31.3.2003 31.3.2002
Notes 1,000 CHF 1,000 CHF
Cash and cash equivalents 14 75,028 73,046
Marketable securities 9,344 10,564
Trade receivables 15 102,574 103,573
Other receivables and prepayments 16 16,095 14,738
Inventories 17 83,345 104,953
Total current assets 286,386 306,874
Land and buildings 18 67,069 68,535
Plant and equipment 18 58,642 61,379
Total tangible assets 125,711 129,914
Investments in associates 19 0 0
Other investments and long-term loans 20 6,102 7,925
Deferred tax assets 1" 47,695 52,096
Intangible assets 21 137,298 241,661
Retirement benefit assets 29 3,669 3,776
Total non-current assets 320,475 435,372
Total assets 606,861 742,246
Liabilities and shareholders’ equity
31.3.2003 31.3.2002
Notes 1,000 CHF 1,000 CHF
Short-term debts 22 29,277 33,864
Trade payables 32,009 33,299
Taxes payable 11,613 27,614
Other liabilities and provisions 23 71,758 83,647
Total current liabilities 144,657 178,424
Mortgages 24 37,091 39,748
Other long-term debts 25 105,266 131,788
Deferred tax liabilities 1 20,357 22,685
Other liabilities and provisions 26 9,031 7,742
Total long-term liabilities 171,745 201,963
Total liabilities 316,402 380,387
Minority interest 908 1,038
Share capital 27 3,269 3,260
Capital reserves 133,643 130,544
Treasury shares (7,258) (3,920)
Retained earnings 177,120 231,808
Cumulative translation adjustment (17,223) (871)
Total shareholders' equity 289,551 360,821
Total liabilities and shareholders' equity 606,861 742,246
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Consolidated Statement of Cash Flows 2002/03

2002/03 2001/02
Notes 1,000 CHF 1,000 CHF
(Loss) / income after taxes (46,877) 42,626
Non cash items
Depreciation of tangible assets 18 20,189 18,475
Amortization of intangible assets 21 11,342 13,571
Write-down of other investments 12 550
One-time non cash charge for goodwill impairment 21 75,000 0
Loss on sale of tangible assets, net 9 1,851 1,206
Minority interest 85 120
Change in deferred taxes, net 1 (3,594) (9,948)
Change in other long-term provisions, net 7,279 1,342
Unrealized exchange differences 330 120
Unrealized losses in marketable securities 1220 113814 0 25,436
Cash flow before changes in working capital 66,937 68,062
Changes in net current assets and liabilities
(Increase) in trade receivables (7,788) (7,575)
(Increase) / decrease in other receivables and prepayments (1,887) 755
Decrease / (increase) in inventories 13,800 (18,961)
Increase in trade payables 1,127 690
Decrease / (increase) in taxes payable (15,869) 8,006
Decrease / (increase) in other payables and accruals (7,146) (17,763) 6,559 (10,526)
Net cash from operating activities 49,174 57,536
Purchase of tangible assets 18  (21,515) (29,794)
Proceeds from sale of tangible assets 793 1,228
Acquisition of subsidiaries (net of cash acquired) 28 (1,036) (6,765)
Sale of subsidiaries (net of cash sold) 0 39
Purchase of other intangible assets 21 (6) (4,408)
Decrease in other investments, net 1,252 574
Net cash used in investing activities (20,512) (39,126)
Decrease in marketable securities 0 147
(Decrease) in short-term debts, net (4,428) (802)
(Decrease) in mortgages (2,665) (2,688)
(Decrease) in other long-term debts, net (26,864) (27,636)
Proceeds of capital increases 3,108 9,417
(Acquisition) / sale of treasury shares (3,338) 49
Dividend paid by Phonak Holding Ltd. (7,811) 0
Par value repayment by Phonak Holding Ltd. 0 (9,748)
Reduction of prepayment / (prepayment made) to pension fund 107 (1,324)
Dividends paid to minorities (164) (138)
Increase from hedge of net foreign entity investment 11,622 0
Net cash from financing activities (30,433) (32,723)
Currency translation differences 3,753 1,962
Increase / (decrease) in cash and cash equivalents 1,982 (12,351)
Cash and cash equivalents per April 1 73,046 85,397
Cash and cash equivalents per March 31 75,028 73,046
Additional details: * interest paid 4861 8,514
« taxes paid 11,787 13,363
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Summary of Changes in Shareholders’ Equity

Share Capital Retained Cumulative Treasury Total
capital reserves earnings  translation shares  shareholders’
1,000 CHF adjustment equity
Balance April 1, 2001 12,937 121,198 189,182 3,557 (3,969) 322,905
Capital increase of
Phonak Holding Ltd.
from conditional capital 71 9,346 9,417
Par value repayment
by Phonak Holding Ltd. (9,748) (9,748)
Disposal of treasury shares 49 49
Consolidated net income 42,626 42,626
Currency translation
differences (4,428) (4,428)
Balance March 31, 2002 3,260 130,544 231,808 (871) (3,920) 360,821
Capital increase of
Phonak Holding Ltd.
from conditional capital 9 3,099 3,108
Dividend paid by
Phonak Holding Ltd. (7,811) (7,811)
Purchase of treasury shares, net (3,338) (3,338)
Consolidated net loss (46,877) (46,877)
Currency translation
differences (16,352) (16,352)
Balance March 31, 2003 3,269 133,643 177,120 (17,223) (7.258) 289,551

The aggregate gains and losses recognized directly in equity amount to a loss of CHF 16,352,000 in the year
ended March 31, 2003 (a loss of CHF 4,428,000 in 2002). In the year ended march 31, 2003, a gain of CHF
13,951,425 was recognized directly in equity in currency translation differences in connection with hedges
of the net investment in foreign subsidiaries (previous year CHF nil).

Definition of the different categories of shareholders’ equity recognized in the Phonak Group:

= Share capital is the share capital of the parent company Phonak Holding Ltd.

= Capital reserves represent the share premiums arising out of the capital increases of Phonak Holding Ltd.

< Retained earnings comprise the undistributed profits of group companies and all other reserves including
adjustments arising on consolidation.

« Treasury shares comprise the repurchased shares of Phonak Holding Ltd. at their respective acquisition costs.
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Notes to the Consolidated Financial Statements at March 31, 2003

1. Corporate information

The Phonak Group (the “Group”) is involved in the development, manufacture and distribution of hearing
systems and related products. The Group operates world-wide and distributes its products through its own
distribution network in the major industrialized countries and through independent representatives in
over 60 other countries. The ultimate parent company is Phonak Holding Ltd., a limited liability company
incorporated in Switzerland. Phonak Holding Ltd's registered office is located at Laubisriitistrasse 28,
CH-8712 Stafa, Switzerland.

2. Basis of the consolidated financial statements

The consolidated financial statements of the Phonak Group are based on the financial statements at March 31
of the individual Group companies prepared in accordance with uniform policies. The consolidated financial
statements have been prepared in accordance with International Financial Reporting Standards, including
International Accounting Standards and Interpretations issued by the International Accounting Standards
Board (IASB). The consolidated financial statements were approved by the Board of Directors of Phonak
Holding Ltd. on May 28, 2003.

The preparation of financial statements requires management to make estimates and assumptions that affect
the amounts reported for assets and liabilities and contingent assets and liabilities at the date of the financial
statements as well as revenue and expenses reported for the period. Actual results could differ from these
estimates.

2.1 Basis of consolidation

The consolidated financial statements include the financial statements of Phonak Holding Ltd. as well as the
domestic and foreign subsidiaries in which Phonak Holding Ltd. holds directly or indirectly more than 50% of
the share capital. These companies have been fully consolidated in the consolidated financial statements.
Minority investments in associated companies (generally investments between 20% and 50%) are consolidated
using the equity method. A list of the significant consolidated companies is given in Note 36.

2.2 Principles of consolidation

Under the full consolidation method, 100% of assets, liabilities, income and expenses are included.

The interests of minority shareholders in equity and net income or loss are shown separately in the balance
sheet and income statement. The Group’s share of equity in those companies consolidated using the equity
method is shown in the balance sheet as “Investments in associates,” and its share in the net income for the
year is shown in the income statement as “Earnings of associates accounted for by the equity method”.
Group companies acquired during the year are included in the consolidation from the date of acquisition,
and companies disposed of excluded as of the date of disposal.

Intercompany receivables, liabilities, expenses and income are eliminated. Unrealized profit on intercompany
inventories is eliminated.

2.3 Goodwill

The assets and liabilities of newly acquired Group companies are revalued at the estimated fair values at the
date of acquisition. The difference between the purchase price and the revalued net assets represents goodwill.
Goodwill is capitalized and amortized on a straight line basis over its expected economic useful life, not
exceeding a maximum of 20 years. Goodwill denominated in foreign currencies is translated into Swiss francs
at the exchange rate applicable at year-end.
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2.4 Currency translation

The consolidated financial statements are expressed in Swiss francs (“CHF”). The functional currency of each
group company is the applicable local currency.

Monetary assets and liabilities of Group companies which are denominated in foreign currencies are translated
using year-end exchange rates. Transactions in foreign currencies are accounted for at the rates prevailing at
the dates of the transactions. The resulting exchange differences are recorded in the local income statements
of the Group companies and included in net income.

Exchange differences arising on intercompany loans that are considered part of the net investment in a foreign
entity are recorded in equity.

When translating foreign currency financial statements into Swiss francs, year-end exchange rates are applied
to assets and liabilities, while average annual rates are applied to income statement accounts. Translation
differences arising from this process are recorded in a separate component of shareholders’ equity. On disposal
of a subsidiary, the related cumulative translation adjustment is transferred from shareholder’s equity and
included in the gain or loss on disposal in the statement of income.

2.5 Accounting and valuation principles

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, postal checking and bank account balances and time
deposits with an original maturity of 3 months or less.

Trade receivables
Trade receivables are recorded at nominal value. Provision is made for doubtful accounts.

Inventories

Purchased raw materials, components and finished goods are valued at the lower of cost (usually average
cost) or net realizable value. Manufactured finished goods and work-in-process are valued at the lower of
production cost or net realizable value. The main elements of production cost are materials, direct labor and
an allocation of production overhead expense.

Tangible assets

Tangible assets (land, buildings, plant and equipment) are valued at purchase or manufacturing cost less
accumulated depreciation. Depreciation is calculated on a straight line basis over the expected useful lives

of the individual assets or asset categories. The applicable useful lives are 25-40 years for buildings, and

3-10 years for production facilities, machinery, equipment and vehicles. Land is not depreciated.

Assets that are held under leases which effectively transfer to the Group the risk and rewards of ownership
(finance leases) are capitalized and depreciated over their estimated useful life, as defined above. The
corresponding liabilities are classified as “short-term debts” or “other long-term debts”, depending on whether
they are payable within or after 12 months.

Expenditures for repair and maintenance which do not increase the estimated useful lives of the related assets
are recognized as an expense in the period in which they are incurred.
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Intangible assets
Intangible assets are comprised of goodwill arising on acquisitions and patents. Intangible assets are
amortized on a straight line basis over the expected useful life, not exceeding 20 years (see also Note 2.3).

Short-term debts
Short-term debts consist of short-term bank debts and all other interest bearing debts with a maturity of
12 months or less.

Income taxes

Full provision is made for taxes which are to be paid on taxable profits of the individual Group companies.
Deferred taxes are provided on the valuation differences (temporary differences) between the tax bases of
assets and liabilities and their carrying values in the consolidated balance sheet. Deferred tax assets relating
to tax loss carryforwards are recognized only to the extent that it is probable that taxable income will be
available against which the tax losses can be offset.

Provision is made for non-recoverable withholding taxes only on anticipated dividend distributions from
subsidiaries. No provision is made in respect of possible future dividend distributions from undistributed
earnings, as these are generally reinvested.

Revenue recognition
Consolidated sales represent invoiced sales to third parties excluding sales taxes and net of returns. Revenue
from long-term service contracts is recognized on a pro rata basis over the contract period.

Research and development costs

The majority of research and development costs are expensed as incurred. The R&D costs for 2002/2003
amounted to CHF 48.9 million (previous year CHF 31.5 million). In addition to the internal costs (direct personnel
and other operating costs, depreciation on R&D equipment and allocated occupancy costs), total costs also
include externally contracted R&D work amounting to CHF 18.6 million (previous year CHF 8.4 million).

Impairment

If there are indications that the carrying values of tangible assets, the investments in associated companies,
goodwill or other intangible assets have been impaired, an impairment loss is recorded in order to reduce the
respective assets to their recoverable amounts. The recoverable amount is based upon the present value of the
future cash flows which the asset is expected to generate.

Related parties

Related parties are defined to include the main shareholders and members of the Board of Directors of Phonak
Holding Ltd. and Group management. All transactions with related parties are on an arm’s-length basis. No
related party exercises control over the Group.

Employee benefits (IAS 19)

Pension obligations

Certain Group companies have pension plans in addition to the mandatory local statutory social security plans.
Such plans are defined contribution plans (future benefits are determined by reference to the amount of
contributions paid) and are generally administered by autonomous pension plans or independent insurance
companies. The pension plans are financed through employer and employee contributions.
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Phonak Holding Ltd’s pension fund, in which the Swiss Group companies Phonak Ltd., and Phonak
Communications Ltd. also participate, is classified as a defined benefit plan. Pension costs are assessed using
the projected unit credit method: the cost of providing pensions is charged to the income statement so as to
spread the regular cost over the service lives of employees participating in these plans, in accordance with

the advice of the actuaries who carried out a full valuation of the plans as at March 31, 2003. The pension
obligation is measured as the present value of the estimated future outflows using interest rates of government
securities which have terms to maturity approximating the terms of the related liability. Actuarial gains and
losses are recognized over the average remaining service periods of employees participating in these plans as
income or expense when the cumulative unrecognized actuarial gains or losses for each individual plan exceed
10% of the higher of the defined benefit obligation and the fair value of plan assets.

Other long-term benefits

Other long-term benefits comprise mainly length of service compensation which certain subsidiary companies
are required to provide in accordance with legal requirements in the respective countries. These benefits are
accrued, and the corresponding liabilities are included under "Other provisions”

Equity compensation benefits

A certain number of options on the shares of Phonak Holding Ltd. are granted annually to members of the
Board of Directors of Phonak Holding Ltd., Group executive management as well as management and senior
employees of other Group companies. The option grants are subject to the condition that the respective
employees have been employed by the Phonak Group for a period of at least two years. The strike price normally
equals the average market value during the one or three months prior to the date of grant and no costs are
recognized in the consolidated financial statements for options granted to employees (see also Note 31).

Financial Instruments (IAS 39)
IAS 39 requires investment securities, other than fixed maturity investment securities that the Group has the
intent and ability to hold to maturity, to be carried at fair value.

The Group is exposed to the following financial risk categories:

Interest rate risk

Interest rate risk relates primarily to long-term interest bearing liabilities. The Group’s mortgages as well as
a portion of the other long-term debts represent long-term fixed-rate contracts, which minimize the risk of
changing interest rates. The remainder of the long-term debts are currently subject to money market rates.
The interest situation and hedging possibilities are continuously monitored. Derivative instruments are not
currently being used to hedge against changes in interest rates.

Exchange rate risk

The Group buys and sells products in foreign currencies and is therefore exposed to exchange rate risks.

To minimize foreign currency exchange risks, in particular relating to intercompany sales and the settlement
of intercompany loans, forward currency contracts are entered into. Generally, these contracts do not qualify
for treatment as hedges under IAS 39, and accordingly exchange losses and gains on forward currency
contracts are recognized in the determination of net income. In one instance, however, a forward contract
qualifies for treatment as a hedge, under IAS 39, against a foreign currency denominated intercompany loan
(net investment in foreign subsidiaries). As such, exchange gains and losses on the contract are recorded in
equity.
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Concentration risk

Financial instruments which could expose the Group to a potential concentration risk are principally cash
and bank balances and trade receivables. Banking relations are maintained only with first-class financial
institutions. The Group performs continuous credit checks on its customers and is not exposed to any
significant concentration risks.

Financial assets and liabilities

Financial assets and liabilities, principally cash and bank balances, securities, trade receivables, trade payables,
mortgage liabilities and other long-term debts, are classified as either "Held-for-trading”, "Available-for-sale”,
"Held-to-maturity” or "Originated by the Group” Held-for-trading investments (mainly marketable securities)
are acquired principally to generate profit from short-term fluctuations in price. Held-to-maturity investments
are securities with a fixed maturity that the Group has the intent and ability to hold until maturity. Investments
originated by the Group are loans and other long-term financial assets created by the Group. All other invest-
ments are considered as available-for-sale.

All investments are initially recorded at cost, including transaction costs. All purchases and sales are recognized
on the settlement date. Held-for-trading and Available-for-sale investments are subsequently carried at fair
value, with all changes in fair value recorded as financial income (expense) in the period in which they arise.
Held-to-maturity investments are subsequently carried at amortized cost using the effective interest rate
method.

Derivatives

All derivative financial instruments are initially recorded at cost, including transaction costs. All purchases
and sales are recognized on the settlement date. Derivatives are subsequently carried at fair value. All changes
in fair value are recorded as financial income (expense) in the period in which they arise. Gains or losses from
derivative financial instruments used for trading purposes are taken to income as they arise.

Derivative financial instruments and hedging

The Group enters into derivative contracts in order to hedge net investments (intercompany loans that are an
extension of the net investment) in foreign entities. Such derivative contracts are designated as hedges on the
date of inception. Changes in the fair value of such derivatives are recognized in equity. All foreign exchange
gains or losses arising on remeasurement of the derivative contracts are recognized in equity and included in
cumulative translation differences. When a hedge no longer meets the criteria for hedge accounting, any
cumulative gain or loss existing in equity at that time is recognized in the income statement.
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3. Changes in Group Structure

During 2002/03, the following companies were included in the consolidation for the first time:

= Van Opstal Compro B.V., Netherlands (100% interest purchased as of April 1, 2002 and held by
Phonak Netherlands B.V., Nieuwegein)

< Jordan Hearing Manufacturing Aids & Co. Ltd., Amman, Jordan (100% interest purchased as of April 1,
2002)

As of April 1, 2002, Phonak Switzerland Ltd., Bubikon, Switzerland was merged with Phonak Ltd., Stéfa,
Switzerland.
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4. Segment information

The Group is active in only one business segment: the development, production, distribution and service of
hearing instruments and related products. The primary segment information is presented according to geo-
graphical regions, which also correspond to the organisational structure. Transactions between geographic

segments are generally conducted at market rates.

Europe North America

1,000 CHF 2002/03 2001/02 2002/03 2001/02
Sales

Third parties 240,517 245,109 289,681 311,179

Sales within the same segment 24,553 35,668 1,364 16,350

Intersegment sales 195,265 182,588 25,257 5,045
Total sales 460,335 463,365 316,302 332,574
Operating (loss) / income (EBITA) 70,702 103,840 9,260 (5,106)
Segment result (EBIT) 69,891 103,074 (72,629) (14,077)
Financial expense, net
(Loss) / income before taxes and minority interest
Taxes
Minority interest
Consolidated net (loss) / income
Total assets 986,730 1,053,928 387,555 516,805
Total liabilities 626,732 637,380 221,841 287,436
Investments in tangible and intangible assets 16,491 18,714 4,871 19,906
Depreciation on tangible assets 15,111 13,880 4,585 413
Depreciation on intangible assets

and write-offs of other investments 4,944 4971 81,503 9,150
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Australasia Eliminations / Total
Other

2002/03 2001/02 2002/03 2001/02 2002/03 2001/02
20,345 19,790 0 0 550,543 576,078
1,048 0 (26,965) (52,018) 0 0
10,492 16,590 (231,014) (204,223) 0 0
31,885 36,380 (257,979) (256,241) 550,543 576,078
1,191 5,164 (33,014) (30,885) 48,139 73,013
1,184 5171 (35,805) (34,398) (37.359) 59,770
(4,480) (6,616)
(41,839) 53,154
(4,953) (10,408)
(85) (120)
(46,877) 42,626
13,233 17,576 (780,657) (846,063) 606,861 742,246
5,332 9,967 (537,503) (554,396) 316,402 380,387
1,770 449 0 0 23,132 39,069
493 482 0] 0 20,189 18,475
7 0 0 0 86,454 14,121
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5. Sales related costs

These consist of expenditures which relate directly to sales revenue, such as cash discounts, year-end

rebates, third-party sales commissions, outward freight costs and bad debts.

6. Consolidated Income Statement 2002/03 by type of expenditure

The income statement has been prepared using the operational format rather than the type of expenditure
format. In order to provide additional information, the income statement by type of expenditure is presented

below.
2002/03 2001/02
Notes 1,000 CHF 1,000 CH
Consolidated sales 4 550,543 576,078
Sales related costs 5 (33,683) (34,402)
Changes in finished goods and
work in progress (2,976) 137
Own work capitalized 3,749 4,693
Other operating income 18 353
Operating income 517,651 546,859
Direct material costs (138,294) (166,422)
Personnel expenses (189,237) (176,785)
Other operating expenses (115,864) (114,077)
Depreciation and amortization 8 (31,643) (32,596)
One-time charge for goodwill impairment 8 (75,000) 0
Exchange differences (2,797) 3,596
Other operating expense, net (2,175) (805)
Operating (loss) / income (EBIT) (37,359) 59,770
Financial expense, net 10 (4,480) (6,616)
(Loss) / Income before deduction of taxes
and minority interest (41,839) 53,154
Income taxes 1 (4,953) (10,408)
Minority interest (85) (120)
(Loss) / income after taxes (46,877) 42,626
Basic (loss) / earnings per share (CHF/share)
before one-time charge 12 0.4322 0.6577
after one-time charge (0.7205) 0.6577
Diluted (loss) / earnings per share (CHF/share)
before one-time charge 12 0.4308 0.6557
after one-time charge (0.7205) 0.6557
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7. Financial instruments
The net fair values of derivative financial instruments at the balance sheet date were:
Forward foreign exchange rate contracts - others

2002/03 2001/02
1,000 CHF 1,000 CHF

Contracts with positive fair value 61 37
Contracts with negative fair value (36) (55)
Total 25 (18)

Forward foreign exchange rate contracts - hedges
Contract value Fair value
2002/03 2001/02 2002/03 2001/02
1,000 CAD 1,000 CAD 1,000 CAD 1,000 CAD

Contracts with positive fair value 120,000 0 2,328 0
Contracts with negative fair value 0 0 0 0
Total of hedges of net investment

in foreign subsidiaries 120,000 0 2,328 0

The hedge is attributable to a loan to a Canadian subsidiary. The group credit risk exposure amounts to CHF
2.39 million (previous year CHF 0.04 million), being the fair value of the contracts with positive value.

8. Depreciation and amortization
2002/03  2001/02
1,000 CHF 1,000 CHF

Depreciation on tangible assets

Land and buildings 2,125 2,211
Plant and equipment 18,064 16,264
Total 20,189 18,475
Amortization of goodwill 10,498 13,243
One-time charge for goodwill impairment 75,000 0
Amortization of other intangible assets 844 328
Write-down of other investments 1n2 550
Total 106,643 32,596
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9. Other (expenses)/income, net
2002/03  2001/02
1,000 CHF 1,000 CHF

Loss on disposal of tangible assets, net (1,851) (1,206)
Other expenses (250) (1,621)
Non-recurring (expenses) / income (110) 1,208
Non-recurring income 200 189
Other operating income 18 353
(Expenses) / income from non-consolidated investments (182) 625
Total (2,175) (452)

Other (expenses) / income comprise non-recurring items which are incurred in the ordinary course of
business.

10. Financial expense, net
2002/03  2001/02
1,000 CHF 1,000 CHF

Interest income 1,525 2,053
Securities loss, net (1,150) (155)
Total financial income 375 1,898
Mortgage interest (1,527) (1,740)
Leasing interest (finance leases) 9) (14)
Other interest expense, net (3,319) (6,760)
Total interest expense (4,855) (8,514)
Total (4,480) (6,616)
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11. Taxes
2002/03 2001/02
1,000 CHF 1,000 CHF
Income taxes 8,547 20,356
Change in deferred taxes (3,594) (9,948)
Total 4,953 10,408
Reconciliation of tax expense
Net (loss) profit before taxes (41,839) 53,154
Weighted average expected tax rate " 15.81% 10.03%
Tax at weighted average rate (6.614) 5,329
+/- effects of
non tax deductible expenses 6,589 4,305
deferred tax assets not capitalized 5,925 289
change in tax rates on deferred tax balances (4) 1,253
prior year expense and other items ? (943) (768)
Total tax expense 4,953 10,408
as a % of consolidated net (loss) profit before taxes (11.8%) 19.6%

Y The expected Group tax rate is the aggregate obtained by applying the effective rate for each individual jurisdiction to its respective

result before taxes.

2 “Prior year expense and other items” includes non-refundable foreign withholding taxes of CHF 239,000 (prior year CHF 407,000).

Composition of deferred tax assets and liabilities

31.3.2003 31.3.2002

1,000 CHF 1,000 CHF
Assets Liabilities Assets Liabilities
Tax loss carry forwards 19,936 0 21,812 231
Allowance for doubtful receivables 1,224 126 1,722 677
Prepayments 0 3 0 1,284
Inventories 9,344 3,129 7,638 2,780
Tangible assets 844 10,058 603 9,813
Intangible assets 3,312 3,284 3,524 2,585
Leasing liabilities 0 0 15 0
Other liabilities and short-term provisions 11,705 494 13,665 578
Long-term provisions 1,330 3,263 2,909 4737
Other items 0 0 208 0
Deferred taxes 47,695 20,357 52,096 22,685

Deferred tax assets have been capitalized based on the projected future performance of the group com-
panies, supplemented with tax planning opportunities. The tax loss carryforwards expire between 2005 and

2023.
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12. Earnings per share

The basic earnings per share are calculated by dividing the consolidated net income by the weighted aver-
age number of shares outstanding (net of treasury shares) during the period. For the current business year,
the weighted average number of shares outstanding amounted to 65,063,049 shares (previous year

64,808,282 shares). The diluted earnings per share considers the dilutive effect which could arise upon the
possible exercise of all outstanding options. The weighted average number of shares used to determine the

diluted earnings per share was 65,284,907 shares (previous year 65,009,377 shares).

13. Dividends per share

The Board of Directors of Phonak Holding AG proposes to the General Meeting to be held on July 11, 2003

that a dividend of CHF 0.12 per share be distributed.

14. Cash and cash equivalents

31.3.2003 31.3.2002

1,000 CHF 1,000 CHF
Cash on hand 5,190 4963
Postal checking and current bank accounts 53,853 43,114
Time deposits 16,206 24,919
Payments in transit (221) 50
Total 75,028 73,046
15. Trade receivables

31.3.2003 31.3.2002

1,000 CHF 1,000 CHF
Accounts receivable 108,838 111,377
Provision for doubtful accounts (6,264) (7,804)
Total 102,574 103,573
16. Other receivables and prepayments

31.3.2003  31.3.2002

1,000 CHF 1,000 CHF
Other receivables 10,136 9,231
Prepayments 5,959 5,507
Total 16,095 14,738

The largest individual items included in other receivables are recoverable withholding taxes on interest and
dividend income, advances to suppliers, and recoverable value added taxes. Prepayments comprise mainly

prepaid operating expenses.
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17. Inventories
31.3.2003  31.3.2002
1,000 CHF 1,000 CHF

Raw materials and components 54,778 56,550
Work-in-process 15,877 16,616
Finished products (incl. purchased goods) 35,266 47,768
Allowances (22,576) (15,981)
Total 83,345 104,953

18. Tangible assets

Total Total

land & Plant & fixed assets
1,000 CHF Land Buildings buildings  equipment  31.3.2003  31.3.2002
Cost
Balance April 1 9,729 77,429 87,158 135,481 222,639 201,205
Change in Group companies 0 0 0 196 196 6,686
Additions 376 540 916 20,599 21,515 29,794
Disposals 0 0 0 (15,039) (15,039) (12,098)
Exchange differences (99) (358) (457) (5,857) (6,314) (2,948)
Balance March 31 10,006 77,611 87,617 135,380 222,997 222,639
Accumulated Depreciation
Balance April 1 0 18,623 18,623 74,102 92,725 81,798
Change in Group companies 0 0 0 40 40 3,836
Additions 0 2,125 2,125 18,064 20,189 18,475
Disposals 0 (40) (40) (12,355) (12,395) (9,664)
Exchange differences 0 (160) (160) (3,113) (3,273) (1,720)
Balance March 31 0 20,548 20,548 76,738 97,286 92,725
Net book value
Balance April 1 9,729 58,806 68,535 61,379 129,914 119,407
Balance March 31 10,006 57,063 67,069 58,642 125,711 129,914

The tangible assets (buildings, plant and equipment) are insured against fire at a value of CHF 200.2 million
(previous year CHF 192.7 million). Plant and equipment includes assets held under financial leases with the
following values:

e cost CHF 0.4 million (previous year CHF 1.9 million)

« net book value CHF 0.1 million (previous year CHF 0.7 million)

The corresponding leasing liabilities amount to CHF 0.1 million (previous year CHF 0.6 million).
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19. Investments in associates

Investments in associates relate to a 25% investment in the software development company HIMSA A/S
(a joint-venture with three Danish hearing instrument manufacturers). The company closed its fiscal year
2002 with a profit. The Group's pro-rata share in that profit is CHF 0.3 million. Since the equity of HIMSA
A/S is negative, the pro-rata share in that profit has not been recognized in the income statement.

20. Other investments and long-term loans

31.3.2003 31.3.2002

1,000 CHF 1,000 CHF
Other investments 2,809 3,810
Other long-term loans 3,293 4115
Total 6,102 7,925

The other investments consist mainly of a minority interest in the Danish patent holding company K/S
HIMPP (Hearing Instrument Manufacturers Patent Partnership), in which Phonak and Unitron have invested
together with other leading hearing instrument manufacturers and which is classified as available for sale under
IAS 39. Other long-term loans comprise a loan arising from the sale of an investment of the Unitron Group

during 1999.

21. Intangible assets

Goodwill Other intangibles Total Total
31.3.2003 31.3.2002
1,000 CHF 1,000 CHF
Cost
Balance April 1 261,468 4,408 265,876 224,720
Additions 1,611 6 1,617 49,795
Exchange differences (20,956) (404) (21,360) (8,639)
Balance March 31 242,123 4,010 246,133 265,876
Accumulated amortization
Balance April 1 23,887 328 24,215 10,942
Amortization for the year 10,498 844 11,342 13,571
One-time charge for goodwill impairment 75,000 0 75,000 0
Exchange differences (1,637) (85) (1,722) (298)
Balance March 31 107,748 1,087 108,835 24,215
Net book value
Balance April 1 237,581 4,080 241,661 213,778
Balance March 31 134,375 2,923 137,298 241,661

Goodwill is generally being amortized over 20 years. During the year, a one-time non-cash impairment
charge of CHF 75 million was recorded to reduce the carrying value of the goodwill asset related to the

Unitron acquistion.
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22. Short-term debts
31.3.2003  31.3.2002
1,000 CHF 1,000 CHF

Bank debts 3,026 5,162
Current maturities of long-term debts 26,251 28,702
Total 29,277 33,864

The current maturities of long-term debts consist of amounts falling due in the next 12 months in respect
of mortgage repayments of CHF 2.6 million (previous year CHF 2.8 million) and other long-term debts of
CHF 23.6 million (previous year CHF 25.9 million).

23. Other liabilities and provisions
31.3.2003  31.3.2002
1,000 CHF 1,000 CHF

Other payables 4,805 9,440
Accruals and short-term provisions 57,966 60,826
Deferred income 8,987 13,381
Total 71,758 83,647

Other payables include amounts to be remitted in respect of sales taxes, value added taxes, social security
payments, employees' income taxes deducted at source and customer prepayments. Accruals and short-term
provisions include, among other items, short-term portion of warranty accrual, accrued vacation, compen-
sation payable, bonuses based on earnings and customer sales rebates.

24. Mortgages
31.3.2003 31.3.2002
1,000 CHF 1,000 CHF

Analysis by currency

Swiss Francs 36,100 38,400
Euro 568 893
Danish Crowns 423 455
Total 37,091 39,748
Of which maturing beyond 5 years 356 25,742

The above-mentioned mortgages are all secured by liens on the related real estate. Principal amounts
bear interest at the following rates per annum: CHF 14.3 million at 3.0%, CHF 11.2 million at 3.29%,
CHF 10.6 million at 3.58% and the remainder at 4.99% to 7.35%. The major portion of the Swiss franc
mortgages are repaid in annual instalments representing 6.4% of the principal amount.
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25. Other long-term debts

31.3.2003 31.3.2002

1,000 CHF 1,000 CHF
Bank loans 105,224 130,658
Loans from supplier 0 930
Other 42 200
Total 105,266 131,788
Analysis by currency
Swiss Francs 94,200 117,799
Euro 11,059 13,058
Canadian Dollars 0 931
New Zealand Dollars 7 0
Total 105,266 131,788
Of which maturing beyond 5 years 2,118 4,306

Long-term debts denominated in Swiss francs relate to bank loans obtained to finance the purchase of the
Unitron and Hansaton subsidiaries. These loans bear interest at LIBOR + 0.7% (1.02167% at March 31, 2003)
and are scheduled for repayment semi-annually over seven years (until December 31, 2007). The debt in
Euro relates to two long-term bank credits which are repayable in annual instalments with a final maturity
date of 2008 (for the purchase of Lapperre BHAC NV during the 1996/97 business year) and in monthly
instalments through the year 2018 (for the purchase of the hearing instrument sales facilities during the
1997/98 business year). Of these loans, the equivalent of CHF 4.0 million bear interest at the short-term
money market rate (currently 3.65%) and CHF 7.0 million at the long-term capital market rates (fixed rates
for 5 years and 10 years of 5.96% and 5.56 % respectively).

26. Other liabilities and provisions

Provisions Provisions Provisions Deferred Others Total
for product for employee for severance income

warranties benefits  allowances 31.3.2003 31.3.2002
Balance April 1, 2002 3,704 400 968 2,535 135 7,742 5,282
add: short-term portion
of warranties 7,429 0 0 0 0 7,429 0
Subtotal 11,133 400 968 2535 135 15171 5,282
Changes in Group companies 0 0 0 0 0 0 5,533
Amounts used (5,469) 0 0 (835) 0 (6,304) (251)
Reversals (5,709) 0 (15) (139) (124) (5,987) (773)
Increases 11,669 422 59 1,174 821 14,145 5,870
Exchange differences (819) (2) 5 (995) (2) (1,813 (490)
less: short-term portion
of warranties (6,181) 0 0 0 0 (6181) (7,429)
Balance March 31, 2003 4,624 820 1,017 1,740 830 9,031 7,742

On average, Phonak grants a 15-month warranty period for its products. During this period, products will be
repaired or replaced free of charge. The provision is based on turnover and past experience of warranty claims.
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27. Movements in share capital
Issued shares
(each share has a nominal value of CHF 0.05)

Consolidated Financial Statements

Issued shares Treasury Outstanding
shares? shares
Balance April 1, 2001 64,686,400 (138,700) 64,547,700
Issue of new shares from conditional capital 517,800 0 517,800
Disposal of treasury shares 0 1,000 1,000
Balance March 31, 2002 65,204,200 (137,700) 65,066,500
Issue of new shares from conditional capital 168,000 0 168,000
Purchase of treasury shares 0 (192,910) (192,910)
Balance March 31, 2003 65,372,200 (330,610) 65,041,590
Nominal value of share capital
Share capital Treasury Outstanding
1,000 CHF shares? share capital
Balance April 1, 2001 12,937 (28) 12,909
Issue of new shares from conditional capital 71 0 71
Par value repayment by Phonak Holding Ltd. (9,748) 21 (9,727)
Balance March 31, 2002 3.260 (7) 3.253
Issue of new shares from conditional capital 9 0 9
Purchase of treasury shares 0 (10) (10)
Balance March 31, 2003 3,269 (17) 3,252

Created for purpose of the employee share option plan.

“The treasury shares, which are not entitled to dividends, were purchased on the open market. Other than 11,500 shares which are reserved

for the Phonak Cycling Team, treasury shares are at the company’s disposal.

At March 31, 2003, the authorized share capital amounted to CHF 3.6 million, representing 71,307,800 registered
shares of CHF 0.05 par value. During the annual shareholders’ meetings on July 13, 2000 and July 5, 2001, the
conditional share capital was increased from a maximum of 5,000,000 shares to a maximum of 6,912,500 shares.
As of March 31, 2003, 5,935,600 (previous year 6,103,600) shares thereof had not yet been issued. These shares
are reserved for use in the Key People program (employee share option plan for key employees of the Phonak

Group).
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28. Acquisition of subsidiaries

Effective April 1, 2002, the company acquired a 100% interest in Van Opstal Compro B.V. and 100% interest
in Jordan Hearing Aids Manufacturing Co. Ltd. These aquisitions were accounted for using the purchase
method of accounting. The cost to aquire these companies was CHF 1.8 million (CHF 1.2 million paid in cash
and the remainder will be paid in cash in the future based on the achievement of certain performance tar-
gets) and the goodwill recorded was CHF 1.6 million. The operating result of these companies from the pur-

chase date to March 31, 2003 amounted to CHF (0.1) million.

In 2001/02, the company acquired a 100% interest in Hansaton Akustische Gerdte GmbH and founded and
obtained a 100% interest in THC Finance Ltd. and RAV Finance Inc. The cost to acquire these companies,

paid in cash and shares, was CHF 48.2 million.

2002/03 2001/02
1,000 CHF 1,000 CHF
Acquisition Acquisition
Cash and cash equivalents 136 1,692
Trade receivables 202 6,394
Other receivables and prepayments 12 427
Inventories 209 2,666
Tangible assets 130 3,223
Investments and loans 0 748
Deferred tax assets 0 3,227
Short-term debts (48) (2,307)
Trade payables (111) (2,731)
Other payables and accruals (209) (3,064)
Tax payable (29) (1,093)
Other long-term debts (22) (153)
Other long-term provisions (47) (5,605)
Total net assets 224 3,424
Of which acquired 224 2,889
Goodwill 1,578 45,387
Purchase price 1,802 48,276
For which Phonak Holding shares were given in consideration” 0 (16,213)
For which Phonak Holding set up a long-term payable for the earn-out” (630) 0
Cash consideration 1,172 32,063
Less cash and cash equivalents acquired (136) (1,692)
Cash flow on acquisition, net of cash acquired 1,036 30,371
Less prepayments from prior year 0 (23,606)
Cash flow on acquisition 1,036 6,765
Y Consideration of CHF 16,213,000 was given as a prepayment in 2000/01.
? A provision for future consideration of CHF 630,000 has been recorded in 2002/03.
Details regarding the acquisitions made during the year:
Interest  Purchase price Goodwill
held 1,000 CHF 1,000 CHF
Van Opstal Compro B.V., Netherlands 100% 272 157
Jordan Hearing Aids Manufacturing Co. Ltd., Jordan 100% 1,530 1,421
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29. Employee benefits
Defined benefit plans

Consolidated Financial Statements

The pension funds of Phonak Holding Ltd., in which the Swiss Group companies Phonak Ltd. and Phonak
Communications Ltd. also participate, are defined benefit plans under IFRS definitions (see also Note 2.5
Accounting and valuation principles). The pension plans of Phonak Holding Ltd. are accounted for as defined

benefit plans according to IAS 19. The results are summarized below:

31.3.2003 31.3.2002
Amounts recognized in the balance sheet 1,000 CHF 1,000 CHF
Present value of funded obligations (58,248) (58,252)
Fair value of plan assets 58,673 58,755

425 503

Unrecognised actuarial (gains) / losses 3,244 3,273
Asset in the balance sheet 3,669 3,776
Amounts recognized in the income statement
Current service cost 4401 3,609
Interest cost 2,330 1,830
Expected return on plan assets (2,938) (2,836)
Total employee benefit expenses 3,793 2,603
Movements in the asset
At beginning of the year 3,776 2,452
Total employee benefit expenses (3,793) (2,603)
Contributions paid 3,686 3,927
At end of year 3,669 3,776
Principal actuarial assumptions
Discount rate 4% 4%
Future salary increases 3% 3%
Future pension increases 2% 2%
Expected return on plan assets 5% 5%
Fluctuation rate 10% 10%

The actual return on plan assets was a loss of CHF 0.8 million (previous year gain of CHF 0.5 million).

Defined contribution plans

The employer's contributions are directly recognized in the income statement, amounting to CHF 0.7 million

in the year ended March 31, 2003 (previous year CHF 0.6 million).
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30. Related party transactions

The total remuneration of the Board of Directors and Group executive management of Phonak Holding Ltd.
for the current business year amounted to CHF 3.4 million (previous year CHF 2.9 million). Phonak Ltd.
entered into a sponsorship agreement, with an annual commitment of CHF 3.5 million, with ARcycling Ltd.

effective until December 31, 2004.

31. Employee share option plan

In accordance with the "Key People Program” established in 1997, members of the Board of Directors of
Phonak Holding Ltd., Group executive management as well as management and senior employees of other
Group companies receive annually a certain number of options on the shares of Phonak Holding Ltd.; this

is basically on the condition that the respective employees have been employed by the Phonak Group for a
period of generally two years. The options are granted for no consideration and each option entitles the
holder to one Phonak Holding Ltd. share after a lock-up period of generally two years at a pre-defined exercise
price. The exercise price corresponds to the average market price over the last one or three months
immediately prior to the month of the grant. Also, in accordance with special agreements, key people of the
Phonak Group are granted options, partially with and partially without consideration. The shares required
for the share option plan are issued from the conditional share capital which was created by resolutions of
the 2000 and 2001 general meetings in accordance with Article 3a of Phonak Holding Ltd. articles

of incorporation.

Changes in outstanding options:

2002/03 2001/02
Weighted Weighted
Number of average Number of average
options exercise price options exercise price
CHF CHF
Outstanding options at April 1 1,696,250 42.75 2,006,000 34.66
Granted 875,250 13.24 519,050 47.82
Exercised " (168,000) 18.50 (517,800) 18.23
Expired (385,000) 48.76 (311,000) 39.86
Outstanding options at March 31 2,018,500 30.83 1,696,250 42.75
Exercisable at March 31 712,000 41.39 497,500 35.60

“ Total consideration from exercise of options amounted to CHF 3.1 million (previous year CHF 9,4 million)

48



Consolidated Financial Statements

Summary of outstanding and exercisable options at March 31, 2003:

Outstanding options

Exercisable options

Exercise Number Average Weighted Number Weighted
price range remaining life average average
(years) exercise price exercise price

CHF CHF CHF

8.00 10,000 1.8 8.00 0 0

13.00 665,250 31 13.00 0 0
13.50 37,500 11 1350 17,500 1350
14.00 210,000 35 14.00 0 0
18.50 77,500 11 18.50 55,000 18.50
35.00 11,500 0.6 35.00 11,500 35.00
40.50 507,000 0.6 4050 454,500 40.50
54.23 173,500 0.8 5423 173500 54.23
56.00 326,250 17 56.00 0 0

8.00 - 56.00 2,018,500 1.6 30.83 712,000 41.39

32. Contingent liabilities

At March 31, 2003 and 2002, there were no pledges given to third parties. Guarantees given to third parties
amounted to CHF 0.9 million (previous year CHF 1.4 million). There were no recourse liabilities in respect of

discounted bills of exchange at March 31, 2003 and 2002.

33. Leasing liabilities
At March 31, 2003 the following minimum leasing liabilities existed:

Business Year Operating Finance
leases leases

1,000 CHF 1,000 CHF

2003/04 7,424 84
2004/05 6,601 22
2005/06 6,166 25
2006/07 4,719 2
2007/08 3,310 0
thereafter 20,348 0
Total 48,568 133
Less interest component (8)
Total (excl. interest) 125
Previous year 54,730 625
Less interest component (26)
Previous year (excl. interest) 599

The operating lease commitments relate primarily to long-term rental agreements for office premises which

are, in general, renewable.
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34. Number of employees

At March 31, 2003, the Phonak Group employed 2,385 people (previous year 2,416). They were engaged in

the following regions and activities:

By region 31.3.2003 31.3.2002
Switzerland 650 637
Europe (excl. Switzerland) 690 691
North America 950 993
Australasia 95 95
Total 2,385 2,416
By activity 31.3.2003 31.3.2002
Research & development 172 177
Production 908 969
Marketing/sales and administration 1,305 1,270
Total 2,385 2,416

The average number of employees of the Phonak Group for the year was 2,397 (previous year 2,378).

35. Exchange rates
The following exchange rates were used for currency translation:

Year-end rates Average rates for year

Balance sheet Income statement

31.3.2003  31.3.2002 2002/03 2001/02

AED 100 36.85 45.73 40.29 46.26
AUD 1 0.82 0.89 0.83 0.87
CAD 1 0.92 1.05 0.96 1.08
DKK 100 19.85 19.73 19.73 20.10
EUR 1 1.48 147 1.47 1.50
GBP 1 2.14 2.39 2.28 2.44
JoD 1 1.91 - 2.09 -
NOK 100 18.60 19.05 19.58 18.85
NzD 1 0.75 0.73 0.73 0.71
SEK 100 15.95 16.24 16.02 16.12
usb1 1.35 1.68 1.48 1.70

50



36. List of significant consolidated companies

Consolidated Financial Statements

Company Domicile Sales Share capital Share held by
name 2002/03 Phonak Holding
million CHF Local curr. 1,000
Switzerland
Phonak Holding Ltd. Stafa 0 CHF 3,252 0
Phonak Ltd. Stéafa 413 CHF 2,500 99.3%
Phonak Communications Ltd. Murten 48 CHF 500 100 %
Europe (excluding Switzerland)
Phonak GmbH Stuttgart (D) 36.4 EUR 153 100 %
Unitron Hearing GmbH Bremen (D) 8.4 EUR 41 100%
Phonak France SA Bron-Lyon (F) 221 EUR 305 100%
Phonak Italia Srl Milan (1) 13.0 EUR 1,040 100%
Phonak Laem SA Alicante (E) 11 EUR 7,000 100%
Phonak Belgium SA Brussels (B) 0 EUR 794 100 %
Lapperre BHAC NV Groot-Bijgaarden (B) 35.5 EUR 124 100 %
Phonak B.V. Nieuwegein (NL) 1.0 EUR 227 100%
Unitron Hearing B.V. Nieuwegein (NL) 12 EUR 18 100 %
Phonak Danmark A/S Frederiksberg (DK) 9.1 DKK 9,000 100%
Phonak AB Stockholm (S) 5.7 SEK 200 100%
Phonak AS Oslo (N) 1.6 NOK 900 100 %
Phonak UK Ltd. Warrington (GB) 15.8 GBP 150 100 %
Hansaton Akustische Gerdte GmbH Wals-Himmelreich (AUT)  22.0 EUR 72 100%
HIMSA — Hearing Instruments
Manufacturers Software Ass.? Copenhagen (DK) 0 DKK 1,000 25%
North America
Phonak LLC Warrenville (USA) 189.2 UsD 1,250 100 %
Phonak Canada Ltd. Mississauga (CDN) 19.4 CAD 88,694 100%
Unitron Hearing Ltd. Kitchener (CDN) 30.7 CAD 57,813 100 %
Unitron Hearing, Inc. Plymouth (USA) 313 USD 46,608 100 %
THC Finance Ltd. Bermuda 0 CHF 165,021 100 %
RAV Finance Inc. USA 0 usD 02 100 %
Australasia
Phonak Pty. Ltd. Baulkham Hills (AUS) 85 AUD 750 100 %
Phonak New Zealand Ltd. Auckland (NZ) 6.8 NzD 250 100 %
Jordan Hearing Aids
Manufacturing Co. Ltd. Amman (Jordan) 15 JOD 80? 100%
Phonak Middle East FZE Dubai (UAE) 35 AED 1,000 100 %

“ Consolidated using the equity method
2 USD 1.00
@ Acquisition as per April 1, 2002
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PRICEAVATERHOUSE(COPERS

Report of the group auditors
to the general meeting of
Phonak Holding Ltd.

8712 Stafa

As auditors of the group, we have audited the consolidated financial statements (consolidated income statement,
consolidated balance sheet, consolidated statement of cash flows, summary of changes in shareholder’s equity and notes — pages 24
to 51) of Phonak Holding Ltd. for the year ended March 31, 2003.

These consolidated financial statements are the responsibility of the board of directors. Our responsibility is to express an opinion on
these consolidated financial statements based on our audit. We confirm that we meet the legal requirements concerning professional
qualification and independence.

Our audit was conducted in accordance with auditing standards promulgated by the Swiss profession and with the International
Standards on Auditing, which require that an audit be planned and performed to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement. We have examined on a test basis evidence supporting the
amounts and disclosures in the consolidated financial statements. We have also assessed the accounting principles used, significant
estimates made and the overall consolidated financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the financial position, the results of operations and the
cash flows in accordance with International Financial Reporting Standards (IFRS) and comply with Swiss law.

We recommend that the consolidated financial statements submitted to you be approved.

Zurich, May 28, 2003
PricewaterhouseCoopers AG

Stephen W. Williams Patrick Balkanyi
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Balance Sheet as at March 31, 2003

Assets
31.3.2003 31.3.2002
Notes 1,000 CHF 1,000 CHF
Current assets
Cash and cash equivalents 785 576
Marketable securities 3.1 13,328 14,457
Amounts due from Group companies 3,150 1,525
Other receivables 3.2 775 972
Prepayments 463 67
Total current assets 18,501 17,597
Non-current assets
Investments and loans
Loans to Group companies 3.3 279,039 278,118
Loan to associated company 799 799
Allowance on loan to associated company (409) (409)
Investments 3.4 104,377 159,267
Total non-current assets 383,806 437,775
Total assets 402,307 455,372
Liabilities and shareholders' equity
31.3.2003 31.3.2002
Notes 1,000 CHF 1,000 CHF
Liabilities
Trade payables
To third parties 57 963
To Group companies 0 8
Other payables
Third parties 709 49
Group companies 56 2,028
Loans from Group companies 174,691 172,696
Accruals 572 1,028
Provision for taxes 550 1,806
Total liabilities 176,635 178,578
Shareholders’ equity
Share capital 3,269 3,260
Legal reserves
General legal reserve 133,903 130,804
Reserve for treasury shares 3.5 7,258 3,920
Free reserves 98,000 76,000
(Accumulated deficit) / retained earnings (16,758) 62,810
Total shareholders’ equity 3.6 225,672 276,794
Total liabilities and shareholders' equity 402,307 455,372
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Income Statement 2002/03

Financial Statements of Phonak Holding Ltd.

2002/03 2001/02
Notes 1,000 CHF 1,000 CHF
Income
Management and license fees 6,696 7,160
Investment income 4.1 26,780 37,364
Interest income 18,452 19,959
Total income 51,928 64,483
Expenses
Office and professional expenses 1,408 1,619
Advertising and PR expenses 400 538
Interest expense 10,626 10,850
Losses on marketable securities 4,422 198
Other operating expenses 1,294 2,543
One-time write-down of investment 75,000 0
Exchange losses , net 5,197 489
Taxes 4.2 0 948
Total expenses 98,347 17,185
Net (loss) / profit for the year (46,419) 47,298
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Notes to the Financial Statements at March 31, 2003

1. General

The financial statements of Phonak Holding AG are prepared in accordance with the principles of Swiss

corporate law.

2. Disclosure required by Swiss corporate law

2.1 Sureties, guarantees and pledges given on behalf of third parties

31.3.2003 31.3.2002
1,000 CHF 1,000 CHF
Guarantees given to banks in respect of credit arrangements
of foreign subsidiary companies 25,012 25,705
Guarantees given in respect of rental obligations
and bank debts of Group companies 146,802 180,344
2.2 Conditional capital
31.3.2003 31.3.2002
1,000 CHF 1,000 CHF
Conditional capital at year-end 297 305
(Increase by a maximum of CHF 331,070, representing a maximum
of 6,621,400 shares at CHF 0.05 nominal value each, as approved by
the shareholders during their annual meeting on July 5, 2001)
2.3 Authorized capital
31.3.2003 31.3.2002
1,000 CHF 1,000 CHF
Authorized capital at year-end 0 35
(Authorized capital was created by a decision made by the
shareholders during their annual meeting held on July 5, 2001:
maximum total CHF 34,610, representing a maximum of 692,200
shares at CHF 0.05 nominal value each.)
2.4 Significant shareholders
At year-end, the following significant shareholders were listed in the share register
(with shareholdings in excess of 5% of the issued share capital):
31.3.2003 31.3.2002
— Andreas Rihs 14.4% 14.5%
— Beda Diethelm 12.9% 12.9%
— Hans-Ueli Rihs 10.1% 14.7%

As announced April 9, 2003, Hans-Ueli Rihs has reduced his shareholdings to 9.3% as of April 7, 2003.
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3. Notes to the balance sheet

3.1 Marketable securities

Marketable securities include, among other items, 330,610 treasury shares (previous year 137,700 )
purchased for a total consideration of CHF 7,257,788 (previous year CHF 3,919,547 ). At March 31, 2003,
these shares had a market value of CHF 3,983,850 (previous year CHF 3,893,140 ). Thereof, 11,500 shares
are reserved for an option plan for the Phonak Cycling Team with the remainder at the company’s disposal.

3.2 Other receivables
Included are, in particular, amounts due from the Swiss Federal Tax Authority in respect of recoverable
withholding taxes on dividend and interest income, as well as accrued interest receivable.

3.3 Loans to Group companies

Of total loans, 45% are denominated in Canadian dollars, 41% in Swiss francs, 6% in US Dollars, 5% in
Euros, and 1% each in Australian dollars, Norwegian crowns and Danish crowns.
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3.4 Investments

At March 31, 2003 Phonak Holding Ltd. held the following significant investments:

Company Domicile Sales Share capital Share held by
name 2002/03 Phonak Holding
million CHF Local curr. 1,000
Switzerland
Phonak Ltd. Stafa 41.3 CHF 2,500 99.3%
Phonak Communications Ltd. Murten 438 CHF 500 100 %
Europe (excluding Switzerland)
Phonak GmbH Stuttgart (D) 36.4 EUR 153 100%
Unitron Hearing GmbH Bremen (D) 8.4 EUR 41 100 %
Phonak France SA Bron-Lyon (F) 22.1 EUR 305 100%
Phonak Italia Srl Milan (1) 13.0 EUR 1,040 100%
Phonak Laem SA Alicante (E) 1.1 EUR 7,000 100%
Phonak Belgium SA Brussels (B) 0 EUR 794 100 %
Lapperre BHAC NV Groot-Bijgaarden (B) 355 EUR 124 100%
Phonak B.V. Nieuwegein (NL) 1.0 EUR 227 100 %
Unitron Hearing B.V. Nieuwegein (NL) 12 EUR 18 100 %
Phonak Danmark A/S Frederiksberg (DK) 9.1 DKK 9,000 100%
Phonak AB Stockholm (S) 57 SEK 200 100 %
Phonak AS Oslo (N) 1ne6 NOK 900 100 %
Phonak UK Ltd. Warrington (GB) 15.8 GBP 150 100%
Hansaton Akustische Gerdate GmbH Wals-Himmelreich (AUT)  22.0 EUR 72 100 %
HIMSA — Hearing Instruments
Manufacturers Software Ass. Copenhagen (DK) 0 DKK 1,000 25%
North America
Phonak LLC Warrenville (USA) 189.2 usD 1,250 100%
Phonak Canada Ltd. Mississauga (CDN) 19.4 CAD 88,694 100%
Unitron Hearing Ltd. Kitchener (CDN) 30.7 CAD 57,813 100 %
Unitron Hearing, Inc. Plymouth (USA) 313 USD 46,608 100%
THC Finance Ltd. Bermuda 0 CHF 165,021 100 %
RAV Finance Inc. USA 0 usb 0? 100 %
Australasia
Phonak Pty. Ltd. Baulkham Hills (AUS) 8.5 AUD 750 100 %
Phonak New Zealand Ltd. Auckland (NZ) 6.8 NzD 250 100%
Jordan Hearing Aids
Manufacturing Co. Ltd. Amman (Jordan) 15 JOD 802 100 %
Phonak Middle East FZE Dubai (UAE) 35 AED 1,000 100 %

Y USD 1.00
2 Acquisition as per April 1, 2002

The investments are reported at acquisition cost. The share of Phonak Holding Ltd. in the equity of the above
companies amounted to CHF 150 million at March 31, 2003 (previous year CHF 214 million).



Financial Statements of Phonak Holding Ltd.

3.5 Reserve for treasury shares

A reserve for treasury shares in the amount of CHF 7,257,788 (previous year CHF 3,919,547) was established
equal to the cost price (see note 3.1). The increase in the amount of CHF 3,338,241 was debited to retained
earnings.

3.6 Summary of changes in shareholders' equity

Share General Free Treasury Retained Total
capital legal reserve share  earnings shareholders
1,000 CHF reserve reserve equity
Balance April 1, 2002 3,260 130,804 76,000 3,920 62,810 276,794
Dividend paid (7,811) (7,811)
Capital increases
(incl. share premium)
from conditional capital 9 3,099 3,108
Allocation to free reserve 22,000 (22,000) 0
Allocation to reserve
for treasury shares 3,338 (3,338) 0
Net loss for the year (46,419) (46,419)
Balance March 31, 2003 3,269 133,903 98,000 7,258 (16,758) 225,672

During the financial year 2002/03, an additional 168,000 registered shares with a par value of CHF 0.05 each,
or a total par value of CHF 8,400, were issued from the conditional capital (which was created for the purpose
of a equity participation for key employees of the Phonak Group) for a total net consideration of

CHF 3,108,000. The conditional share capital with a par value of CHF 331,070 (6,621,400 shares) as authorized
by the shareholders on July 5, 2001 decreased by CHF 8,400 (168,000 shares)(previous year CHF 25,890 /
517,800 shares), thereby leaving CHF 296,780 (5,935,600 shares) for disposition.

Based on the remaining conditional capital, a total of 2,018,500 (previous year 1,696,250) employee stock
options were outstanding as of March 31, 2003, which can be exercised through January 2009.
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4. Notes to the income statement

4.1 Investment income
This comprises dividends received from Group companies and other investments.

4.2 Taxes
The tax expense consists of Swiss federal taxes on non-investment income. (The company is exempt from
income taxes in the canton of Zurich.)

Appropriation of Available Earnings

As proposed by the Board of Directors to the General Meeting of July 11, 2003

31.3.2003 31.3.2002
1,000 CHF 1,000 CHF

Carry forward from previous year 32,999 15,463
Release from / (allocation to) reserve for treasury shares (3,338) 49
Net (loss) / profit for the year (46,419) 47,298
(Accumulated deficit) / available earnings (16,758) 62,810
Allocation from / (to) free reserves 25,000 (22,000)
Dividend distribution (7,805)Y (7,811)
Balance to be carried forward 437 32,999

Y If the shareholders’ meeting authorizes the proposed appropriation of available earnings, a gross dividend of CHF 0.12 per registered share

of CHF 0.05 will be paid out.
No dividends will be distributed on treasury shares held by Phonak Holding AG.

PRICEWATERHOUSE(QOPERS

Report of the Statutory Auditors
to the General Meeting of
Phonak Holding Ltd., Stafa

As statutory auditors, we have audited the accounting records and the financial statements (balance sheet, income statement and

notes — pages 54 to 60) of Phonak Holding Ltd. for the year ended March 31, 2003.

These financial statements are the responsibility of the board of directors. Our responsibility is to express an opinion on these finan-
cial statements based on our audit. We confirm that we meet the legal requirements concerning professional qualification and inde-

pendence.

Our audit was conducted in accordance with auditing standards promulgated by the Swiss profession, which require that an audit be
planned and performed to obtain reasonable assurance about whether the financial statements are free from material misstatement.
We have examined on a test basis evidence supporting the amounts and disclosures in the financial statements. We have also
assessed the accounting principles used, significant estimates made and the overall financial statement presentation. We believe that

our audit provides a reasonable basis for our opinion.

In our opinion, the accounting records, the financial statements and the proposed appropriation of available earnings comply with

Swiss law and the company's articles of incorporation.

We recommend that the financial statements submitted to you be approved.

Zurich, May 28, 2003
PricewaterhouseCoopers AG

Stephen W. Williams Patrick Balkanyi
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Corporate Governance

We continue to strive for thorough and transparent reporting in
our Annual Report to shareholders and other stakeholders.

This year, for the first time, we include a detailed section entitled
"Corporate Governance” This disclosure complies with the
Corporate Governance Guidelines published by the SWX Swiss
Exchange, which entered into force on July 1, 2002 and apply to
annual reports for financial years beginning on January 1, 2002
or later. Although much of this information has been presented in

Group Structure and Shareholders

Corporate Governance

prior years throughout the Annual Report, we have summarized
all of this information into a separate section.

This Corporate Governance section presents the principles of
management and control within the Phonak Group as well

as background information on the Group’s governing bodies and
management. The general rules on Corporate Governance are
part of the Company’s Articles of Incorporation and the
Organizational Regulations. These documents serve as the basis
for the following information.

Phonak Holding AG
Board of Directors

Phonak Group
Group Executive Management

Phonak Hearing Systems

Wireless Communication

Unitron Hearing Systems
Yy

Phonak Ltd. Phonak AB

Stafa, Switzerland Stockholm, Sweden
Phonak Ltd. - Switzerland Phonak AS
Bubikon, Switzerland Oslo, Norway
Phonak GmbH Phonak LLC

Stuttgart, Germany Warrenville, USA

Hansaton Akustische Gerate GmbH  Phonak Canada Ltd.

Wals-Himmelreich, Austria

Phonak France SA
Bron (Lyon), France

Phonak Italia Srl
Milan, Italy

Lapperre BHAC NV
Groot-Bijgaarden, Belgium

Phonak B.V.
Nieuwegein, The Netherlands

Phonak UK Ltd.
Warrington, United Kingdom

Phonak Laem SA
Alicante, Spain

Phonak Danmark A/S
Frederiksberg, Denmark
Middelfahrt, Denmark

Mississauga, Canada

Phonak Pty. Ltd.
Baulkham Hills, Australia

Phonak New Zealand Ltd.

Auckland, New Zealand

Phonak Tokyo Office
Tokyo, Japan

Phonak Middle East FZE
Dubai

Jordan Hearing Aids
Manufacturing Co. Ltd.
Amman, Jordan

THC Finance Limited, Bermuda

RAV Finance Inc., USA

HIMSA, Hearing Instrument

Software Association

Phonak Communications Ltd.
Murten, Switzerland

Unitron Hearing Ltd.
Kitchener, Canada

Unitron Hearing Ltd. - Canada
Cambridge, Canada

Unitron Hearing, Inc.
Plymouth (Minnesota), USA

Unitron Hearing GmbH
Bremen, Germany

Unitron Hearing B.V.
Nieuwegein, The Netherlands
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Legal Structure of the Phonak Group

Concerning the legal structure of the Phonak Group as of March
31, we refer to note 36 of the Notes to the Consolidated Financial
Statements within this report on page 51. Other than Phonak
Holding Ltd., there are no other companies belonging to the
consolidated Phonak Group whose equity securities are listed on
a stock exchange.

Shareholders

As of March 31, the shareholders of Phonak Holding Ltd. were the
following:

Outstanding 2003 2003 2002
shares amount in % in %
Pioneers

- Andy Rihs 9,379,100 14.35 145
- Beda Diethelm 8,410,000 12.87 129
- Hans-Ueli Rihs 6,571,604 10.05 14.7
Public shareholders 41,011,496 62.73 57.9
Total share capital 65,372,200 100 100

= The pioneers are those who were already shareholders before
the Initial Public Offering of November 1994.

= As announced April 9, 2003, Hans Ueli Rihs has reduced his
shareholdings to 9.3% as of April 7, 2003.

= No public shareholder owns more than1.3% (previous year
1.3%) of the outstanding shares.

= As of March 31, 2003, a total of 18,080 (previous year 15,402)
shareholders were entered in the share register of Phonak
Holding Ltd., of these 1,333 (previous year 1,103) were non-
Swiss nationals who held a total of 6.1% (previous year 8.1%) of
the outstanding shares.
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Capital Structure

As of March 31, the capital of Phonak Holding Ltd. comprised the
following:

2003 2002 2001"
Share capital ~ CHF 3,268,610 CHF 3,260,210 CHF 12,937,280
Total shares? 65,372,200 65,204,200 646,864
Conditional
capital CHF 296,780 CHF 305,180 CHF 1,324,280
Conditional
shares? 5,935,600 6,103,600 66,214
Authorized
capital CHF O CHF 34,610 CHF 138,440
Authorized
shares? 0 692,200 6,922

Y Number not adjusted to capital reduction and repayment of CHF 15 as well as 1:100
share split approved by the Shareholders’ Meeting of July 5, 2001.
2 For 2003 and 2002, each of CHF 0.05 par value; for 2001, each of CHF 20 par value.

Phonak Holding Ltd. registered shares have been quoted on the
Swiss stock exchange since December 1, 1994. The Shareholders’
Meeting of July 5, 2001 approved a capital reduction and
repayment of CHF 15 on the par value per share. At the same
time, shareholders approved 1:100 share split. This reduced the
par value of Phonak registered shares from CHF 20 to CHF 0.05.

Ordinary share capital

As of March 31, 2003, the total number of issued shares had risen
to 65,372,200 from 65,204,200 (previous year) and the share
capital increased to CHF 3,268,610 from CHF 3,260,210 as a result
of exercised employee options. This resulted, on the other hand, in
a corresponding decrease in the conditional capital.

The share capital is fully paid up. With the exception of the shares
held by the Company itself, each ordinary share bears one voting
right at the Shareholders’ Meeting of shareholders and is entitled
to dividend payments. As of March 31, 2003, the company held
330,610 own shares.



Conditional capital

The conditional capital was created with the purpose of offering
Phonak shares, through an option program, to key employees of
the Phonak Group. From a maximum of 8,000,000 approved shares
with a par value of CHF 0.05, 168,000 shares, have been issued
during the reporting period, reducing the maximum conditional
capital as at March 31, 2003, to 5,935,600 (previous year 6,103,600).

During the reporting period, a total of 875,250 options (previous
year 519,050) were granted as part of the Phonak Key People
Program.

At March 31, 2003 a total of 2,003,000 (prior year 1,696,250)
options were outstanding. Each of these options entitles the holder
to purchase one registered share, with a par value of CHF 0.05,
generally after a period of two years.

Authorized capital

At the extraordinary Shareholders’ Meeting held on December 7,
2000, shareholders approved the creation of authorized capital of
2,000,000 shares with a par value of CHF 0.05. 1,307,800 of these
shares were used in the years 2000 and 2001 for the acquisitions
of Unitron and Hansaton. The remaining 693,200 shares of
authorized capital expired on December 7, 2002 and were therefore
dissolved during the reporting period.

Restrictions on transferability

See the chapter below entitled "Voting-rights restriction and
representation”

Corporate Governance

Board of Directors

The Articles of Incorporation of Phonak Holding Ltd. states that
the Board of Directors must consist of at least three and at most
of nine members.

The primary duties of the Board of Directors of Phonak Holding
Ltd. are defined in the Swiss Code of Obligations, the Articles of
Incorporation as well as the Organisational Regulations and
include:

 Strategic direction and management of the Corporation;
= Approval of the policy and the strategy of the Group;

 Establishment of the organization and enactment of
management regulations;

 Structuring of the accounting, financial controlling as well as
financial planning;

e Appointment and removal of the Group Executive Management
and other key Executives;

< Ultimate supervision of the operational management entrusted
with the management; and

« Establishment of the business report as well as the preparation
of the Shareholders' Meeting and the carrying out of its
resolutions.

= Notification of the judge in case of overindebtedness.

During the reporting period, the Board of Directors held five
meetings, one of which was a two-day strategy workshop. In
addition, telephone conferences were organized in response to
time-sensitive business issues.

The Board receives consolidated financial statements (balance
sheet, profit and loss as well as cash flow statements) on a
quarterly, semi-annual and annual basis. In addition, the Board
receives monthly consolidated sales reports, providing turnover,
units and average selling prices for each business segment,
major products, subsidiary and market.
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The Board of Directors approves resolutions and holds elections with the majority of its members present at the meeting. In the event

of an equal number of votes, the Chairman has the casting vote.

Overview of Board Members

Name Position Nationality Born First election  Current Board
to the Board term ends
Andy Rihs Chairman, co-founder, Swiss 1942 1985; AGM 2003
non-executive Chairman since 1992
Dr. Alexander Krebs Vice-Chairman; Swiss 1957 1993; AGM 2003
non-executive Vice-Chairman since 1999
Dr. h.c. Daniel Borel Non-executive member Swiss 1999 AGM 2005
Heliane Canepa Non-executive member  Austrian-Swiss 1948 1999 AGM 2005
Beda Diethelm Co-founder; Swiss 1941 1985 AGM 2003
non-executive member
Hans-Ueli Rihs Co-Founder; Swiss 1944 1985 AGM 2003

non-executive member

Dr. Ernst Thomke retired from his position as Phonak Board
member as of July 11, 2002.

Audit Committee

The Board of Directors has established an Audit Committee.
Current members of this Committee are Dr. Alexander Krebs
(Chairman), Heliane Canepa, and Hans-Ueli Rihs.

Within the context of the external audit, the primary task of the
Audit Committee is to review and approve the audit plan and
the subsequent audit report prepared by the statutory auditors
prior to the approval of the accounts by the Board of Directors.

The Audit Committee meets at least twice annually, but as often
as required. In the reporting period, the Committee met three
times.

Board Member Biographies

Andy Rihs is one of the founders of the Phonak Group, together
with his partner, Beda Diethelm, and his brother Hans-Ueli Rihs.
Andy Rihs led the Phonak Group as CEO until April 2000 and,

as interim CEO, from April to September 2002. He has been
Chairman of Phonak Holding Ltd. since 1992, a function which he
continues to hold today. Andy Rihs is the owner of ARcycling Ltd.
— the company that runs the Phonak Cycling Team — with whom
Phonak Ltd. has entered into a sponsorship agreement effective
until December 31, 2004.
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In 1966, Andy Rihs joined Beda Diethelm who came to Phonak a
year earlier as technical manager. Andy Rihs began to build up
the marketing and commercial aspect of the Company. He first
established a sales organisation for Switzerland, followed by the
international export sales activity. Under his leadership, the
Company grew continuously and succeeded in establishing an
outstanding brand image for Phonak — known for products of

the highest technological standard and reliability.

Andy Rihs completed his education and business training primarily
in Switzerland and France.

Dr. Alexander Krebs is co-founder and partner of CapVis Equity
Partners Ltd., a company active in the private equity business and
the successor organisation to SBC Equity Partners Ltd. He is also
the Vice-Chairman of the Board of Tobler Management Holding
Ltd. and a member of the Board of Swiss Private Equity & Venture
Capital Association SECA.

Alexander Krebs has led various clients through Management-
Buy-Out and Initial Public Offering (IPO) transactions. In fact,
Alexander Krebs assisted Phonak in the process leading up to the
completion of its IPO in 1994. He began his career working in the
auditing division of Ernst & Young.

Alexander Krebs studied Economics at the University of St. Gallen
and holds a doctorate in Political Science from the University of
Basel.
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From left to right: Hans-Ueli Rihs, Dr. Alexander Krebs, Heliane Canepa, Andy Rihs, Beda Diethelm and Dr. Daniel Borel

Dr. h.c. Daniel Borel co-founded Logitech in 1981 and served on
the company's Executive Management Team until 1998, when he
assumed his current position as Chairman of the Board. Daniel
Borel is a member of the Board of Julius Baer Holding Ltd.

From 1982 to 1988, Daniel Borel served as CEO & President of
Logitech S.A. in Romanel-sur-Morges, Switzerland. During this
time, Daniel Borel was instrumental in growing Logitech around
the world and establishing the company's high-volume manufac-
turing capability in Asia. In 1988 he took the Logitech Group
public on the SWX Swiss Exchange and became Chairman. As of
1992, he moved to the USA and assumed the position of Chairman
and CEO of the Logitech group. He took Logitech public on Nasdaq
in 1997.

Mr. Borel holds an engineering degree from the Swiss Federal
Institute of Technology Lausanne (Switzerland) and a master's
degree in Computer Science from Stanford University. He was
awarded an h.c. doctorate from Lausanne’s Federal Institute of
Technology in 1992.

Heliane Canepa is President and CEO of Nobel Biocare Holding
AB, Sweden, a company primarily engaged in dental implants. In
2002, she also became CEO of the newly established group parent
company, Nobel Biocare Holding Ltd. She is also a member of the
Board of Entific Medical Systems.

Before joining Nobel Biocare, Heliane Canepa acted as CEO of the
medical technology company Schneider Worldwide. In 1984,
Schneider was sold to Pfizer Inc., which resold the entity to Boston
Scientific in 1998. Because Boston Scientific already had an
European production site in Ireland, the location in Bilach,
Switzerland, was closed. Heliane Canepa earned special merit for
her work in assisting employees to find new employment
opportunities. Heliane Canepa became Entrepreneur of the year
in Switzerland in 1999.

Heliane Canepa completed Business school in Dornbirn, Austria,
West London College in London, Sorbonne, Université de Paris,
and the Foreign Executive Development Program at Princeton
University.

Beda Diethelm is one of the founders of the Phonak Group,
together with his partners, Andy Rihs and Hans-Ueli Rihs. Beda
Diethelm led the Phonak Group as Technical Director until April
1997.

He joined Phonak in 1965 and began developing the technical
strengths of the Company. Under his leadership, the Company
succeeded in introducing a series of innovative technology
standards into the market, underscoring the company’s image as
a technology leader. Also under his leadership, Phonak has become
a world leader in wireless communication systems.

Beda Diethelm studied radio technology and worked in several
related companies before starting his own business to develop
and manufacture hearing instruments, which later evolved into
Phonak.

Hans-Ueli Rihs is one of the founders of the Phonak Group,
together with his partners Andy Rihs and Beda Diethelm. For
almost 25 years, until 2000, he led the international export sales
activity for Phonak.

Hans-Ueli Rihs was highly recognised as the ambassador of the
Phonak philosophy in terms of professionalism, quality and cus-
tomer relationships. Hans-Ueli Rihs obtained his first practical
business experience in the orthopaedic field, developing the
European export markets for a German company.

Hans-Ueli Rihs received his Diploma of Commerce in Zurich.
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Elections and term of office

At the Shareholders’ Meeting, the shareholders elect the Board of
Directors of Phonak Holding Ltd. Each member is normally elected
for a period of three business years. The term ends on the day of
the ordinary Shareholders’ Meeting for the last business year of
the term. If, during a term, a substitute is elected to the Board of
Directors, the newly elected member finishes the term of its pre-
decessor. Re-elections for successive terms are possible. A Board
member who reaches the age of 65 during his or her term must
resign at the next ordinary Shareholders’ Meeting.
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Group Executive Management

According to the Organisational Regulations of Phonak, the Group
Executive Management consists of at least four, and at the most
seven, members. Currently, the Group Executive Management
consists of four people, all appointed by the Board of Directors, as
recommended by the Chief Executive Officer (CEO).

The Group Executive Management is responsible for the operational
management of the Company. Furthermore, it prepares for, and
later executes, the decisions made by the Board of Directors.

Dr. Valentin Chapero Rueda joined

the Company as the new CEO as of
October 2002.

Before joining Phonak, Valentin Chapero
Rueda was CEO of Siemens’ Mobile
Networks Division. Prior to this, between
mid-1996 and the end of 1999, he was
CEO of the Siemens Audiology Group,
the industry’s largest hearing instrument
manufacturer. He led Siemens into the digital age, tripling sales
and, at the same time, dramatically improving profitability.
Valentin Chapero Rueda began his career within the R&D
department of Nixdorf Computer. After the take-over of Nixdorf
Computer by Siemens, he rose rapidly to the top management.
Valentin Chapero, whose parents are Spanish, grew up and
completed his education in Germany. He graduated in Physics at
the University of Heidelberg and was awarded his doctorate
with a thesis in the medicine/physics field.




Corporate Governance

Overview

Name Position Nationality Born Appointment

Dr. Valentin Chapero Rueda CEO Spanish 1956 October 2002

Paul Thompson CFO Canadian 1967 January 2002

Michael Jones CEO Unitron Hearing; American 1949 April 1998
North American Markets

Dr. Herbert Baechler CT0 Swiss 1950 June 2002

Paul Thompson was appointed CFO of the
Phonak Group at the beginning of 2002.
Paul Thompson is the second North
American representative within Phonak’s
top management, a move that further
strengthens Phonak’s truly global
organizational structure.

Since 1998, Paul Thompson acted as CFO,
and later also as COO, of the Unitron Group.
Prior to joining Unitron, between 1987 and 1998, he worked for
Ernst & Young in Canada, first in the auditing division and then in
the management consulting division.

Paul Thompson studied Finance and Economics at University of
Waterloo, Canada. In 1992, Paul Thompson was granted his
Chartered Accountant designation and in 1998, he achieved the
designation of Certified Management Consultant.

Michael Jones was appointed CEO of Uni-
tron Hearing, effective January 2002, and,
within the overall Phonak Group, has
responsibility for North American markets,
that now account for more than 50% of
total sales.

Michael Jones has over 25 years experience
in the hearing instrument industry, working
for a leading US hearing instrument
manufacturer until 1995, where he was instrumental in developing
the company into a successful, international player in the industry.
Michael Jones completed his education with an MBA certificate
from the University of Southern California.

Dr. Herbert Baechler has been a key
member of Phonak’s management team
for the past 22 years. In June 2002, he
was appointed to the position of Chief
Technology Officer (CTO) and member of
the Group Executive Management.
Herbert Baechler is responsible, on a
group-wide basis, for directing the various
research projects including the pursuit of
new technologies and the application to hearing instrument and
related business opportunities. He directed the concept of Phonak’s
first digital hearing system Claro and is currently preparing the
successor generation of technologies.

Herbert Baechler received his diploma in Electronic Engineering in
1973 and his doctoral degree in 1978 from the Swiss Federal
Institute of Technology Zurich.
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Compensation, Shareholdings and Loans

The Phonak Group’s compensation plan contains fixed payments
and an option plan for the Board of Directors. Members of the

Group Executive Management receive a performance-related

compensation package, including basic salary, bonus payments and
option plan. The remuneration of the members of the Board as
well as of the Group Executive Management are determined, and

periodically reviewed, by the Board of Directors.

During the reporting period, there were no honorariums paid for
additional services above the ordinary remuneration nor were
there any loans made, or guarantees given, to Board members,
members of the Group Executive Management or to any closely

linked parties to these governing bodies.

Compensation for members of the Board of Directors and the

Group Executive Management

Total remuneration of the Board of Directors of Phonak Holding
Ltd. and the members of the Group Executive Management in
the financial year 2002/03 amounted to CHF 3.4 million (previous

year CHF 2.9 million). Of this total, CHF 1.0 million (including

CHF 0.6 million in severance payments) was paid to two people
who left their function within the Group Executive Management

and one person who left his function within the Board of Directors
within the reporting period. Of the remainig amount, CHF 1.8 million

was paid to members of the Group Executive Management and
CHF 0.6 million to non-executive Board members.

Share allotment

The Phonak compensation plan does not provide for the

distribution of shares.

Share ownership

As of March 31, 2003 the members of the Board of Directors and
the Group Executive Management held directly and indirectly
24,400,404 shares (37.3% of total share capital). 24,367,704
of these shares were held by the members of the Board (all

non-executive) and 32,700 were held by the Group Executive

Management.

Options

As of March 31, 2003 the members of the Board of Directors (all

non-executive) and the Group Executive Management held 583,000

options on Phonak stock. Options that were granted before July 5,
2001 were adjusted to the share split 1:100. They were allocated

as follows:

Year Amount granted to the Board of Directors Blocking period Exercise period  Exercise price

(all non-executives) CHF

00/01 120,000 01.09.00 - 31.08.02 01.09.02 - 31.08.03 40.50

01/02 72,000 01.11.01 - 31.10.03 01.11.03 - 31.10.04 56.00

02/03 72,000 01.02.03 - 31.01.05 01.02.05 - 31.01.06 13.00
Total 264,000

Year Amount granted to Blocking period Exercise period  Exercise price
Group Executive Management

00/01 20,000 01.09.00 - 31.08.02 01.09.02 -31.08.03 40.50

01/02 12,000 01.09.01 - 31.08.03 01.09.03 - 31.08.04 56.00

6,000 01.11.01 - 31.10.03 01.11.03 - 31.10.04 56.00

35,000 10.01.01 - 09.01.03 10.01.03 - 10.01.04 56.00

02/03 36,000 01.02.03 - 31.01.05 01.02.05 - 31.01.06 13.00

70,000 01.10.02 -30.09.03 01.10.03 -30.09.05 14.00

70,000 01.10.02 -30.09.04 01.10.04 -30.09.06 14.00

70,000 01.10.02 -30.09.05 01.10.05 - 30.09.07 14.00

Total 319,000
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The options granted in 2002/03 had a value of CHF 2.7 million, as
calculated using the Black & Scholes method. The value of options
granted is not recognized in the income statement.

Highest total compensation

The highest total compensation paid to a member of the Board
of Directors in the year under review amounted to CHF 238,000.
In addition, Phonak Holding Ltd. has granted 12,000 options to
this person in financial year 2002/03. Each of these options pro-
vide the right to purchase one Phonak share at a strike price of
CHF 13 between February 1, 2005 and January 31, 2006.

For one half of the reporting period, the highest total compen-
sation paid to a member of the Group Executive Management
consisted of a base salary of CHF 450,000 as well as a bonus of
CHF 300,000. In addition, Phonak Holding Ltd. has granted
210,000 options to this person in the financial year 2002/03.
Each of these options provides the right to purchase one Phonak
share at a strike price of CHF 14. These options may be exercised

in three groups between October 1, 2003 and September 30, 2007.

Shareholder’s Participation Rights
Voting-rights restriction and representation

To be recognized as a shareholder with comprehensive rights, the
acquirer of shares must place an application for entry in the share
register.

The registration in the share register as a shareholder with voting
rights is limited to 5% of the share capital (Art. 6 par. 2 of the
Articles of Incorporation). Linked parties are considered as one
person. To abolish this regulation, the absolute majority of the
votes represented at the Shareholders’ Meeting is sufficient.

Corporate Governance

In exercising their voting rights, no shareholder may unite, by a
combination of own and represented shares together, more than
10% of the shares of the company (Art. 12 par. 2 of the Articles of
Incorporation).

The restrictions on the voting and representation rights do not
apply to the pioneer shareholders. The Board of Directors may
approve further exceptions with good reason and no special quo-
rum is required for such decisions. During the reporting period, no
exceptions to the above listed rules were granted.

Right to request items on the Shareholders’ Meeting agenda

Shareholders, with the right to vote and representing shares with a
par value of CHF one million, may request items to be included in
the agenda by indicating the motions. The respective requests
must be addressed in writing to the President of the Board of
Directors no later than 30 days before the meeting.

Registering deadlines

In general, the share register will be closed for about 10 days
before the Shareholders’ Meeting for administrative reasons. Dur-
ing this period, an admission card, with corresponding voting
papers, will be sent to shareholders. In case of a partial sale, or
additional purchase within this time, the confirming documents
must be exchanged on the day of the Shareholders’ Meeting at the
information desk.
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Changes of Control and Defense Measures

Public purchase offer

A purchaser of shares is obliged to make a public purchase offer,
when he has more than 49% of the voting rights at his disposal
("opting up”, as per Art. 8 of the Articles of Incorporation).
Clauses on changes of control

There are no agreements in place that, in the event of a change of
control, provide Phonak management or Board members with
abnormally high severance costs or other lucrative benefits.

Auditors

Duration and term of mandate

During the ordinary Shareholders’ Meeting of July 5, 2001 Price-

waterhouseCoopers was elected as auditors of Phonak Holding Ltd.

and the consolidated Phonak Group. The head auditor responsible
for the existing auditing mandate, Mr. Stephen W. Williams, took
office as of July 5, 2001. On July 11, 2002, Pricewaterhouse-
Coopers was re-elected for the 2002/03 fiscal year.

Auditing fees

PricewaterhouseCoopers charged CHF 599,000 for their auditing
services during the year under review. No fees were paid to
PricewaterhouseCoopers for non-audit services during the year
under review.

Supervisory and control instruments

The Audit Committee of the Board of Directors regularly reviews
the performance, compensation and independence of the auditors.

The Audit Committee reports its findings to the Board of Directors.

Information Policy

Today, as in the past, one of our highest priorities is to inform our
investors and business partners as directly, openly and transpar-
ently as possible about the Company’s organization and world-
wide operations. A focus of our efforts is on keeping you informed
about the Group’s performance and its short and medium-term
plans.
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Investor Relations Calendar

July 11, 2003
Shareholders’ Meeting of Phonak Holding Ltd.
at the Kongresshaus Zurich

November 2003
Semi-annual Report per September 30, 2003

June 8, 2004
Media Conference; Presentation to Financial Analysts

June 8, 2004
Mailing of Annual Report

July 8, 2004
Shareholders’ Meeting of Phonak Holding Ltd.

Names and addresses

Phonak Holding Ltd.
Investor Relations
Laubisrutistrasse 28
CH-8712 Stafa
Switzerland

Phone: ++41 1 928 01 01
Fax: ++41 1 928 03 90
E-Mail: ir@phonak.ch
Internet: www.phonak.com

Responsible for investor relations:

Dr. Michael Duringer

Delivery of documents, mailing list, etc.:
Karin Haggenmiiller

Share register

ShareCommService Ltd.

Share Register

Margitta Christe

Kanalstrasse 29

CH-8152 Glattbrugg

Phone: ++41 1 809 58 53
Fax: ++41 1 809 58 59



Other Information for the Investor
Stock exchange information
Share prices of Phonak registered shares in CHF

(historical data adjusted to share split 1:100 of
September 24, 2001)

2002/03 2001/02
High 31.00 62.50
Low 9.35 2555
At March 31 12.05 28.25
Market valuation as of March 31
in million CHF 788 1,842
in % of shareholders’ equity 272% 509%
Price/earnings (ordinary) ratio
as of March 31 27.9x 42.9x
"Ticker" symbols
Security No. 1'254'978
Bloomberg PHBN SW
Reuters PHNZn. S
Telekurs (Investdata) PHBN
Datastream S: PHBN

Corporate Governance

71



72

Companies
in Switzerland

Phonak Holding Ltd.
Laubisritistrasse 28
CH-8712 Stafa

Phone ++41 1 928 01 01
Fax ++41 1 928 03 90
E-Mail: contact@phonak.ch

Phonak Ltd.
Laubisritistrasse 28
CH-8712 Stafa

Phone ++41 1 928 01 01
Fax ++41 1 928 07 07
E-Mail: info@phonak.ch

Phonak Ltd. - Switzerland
Techcenter Schwarz
Tannagertenstrasse 2
CH-8608 Bubikon

Phone ++41 55 253 80 00
Fax ++41 55 253 80 11
E-Mail: info@phonak.ch

Phonak Communications Ltd.

Langgasse 17

CH-3280 Murten

Phone ++41 26 672 96 72
Fax ++41 26 672 96 77
E-Mail: info@phonakcom.ch

Companies
in Europe

Phonak GmbH
Max-Eyth-Strasse 20
D-70736 Fellbach-Oeffingen
(Stuttgart)

Phone ++49 711 51 07 00
Fax ++49 711 51 070 70
E-Mail: info@phonak.de

Unitron Hearing GmbH -
Germany

Stoppelweide 2

D-28307 Bremen

Phone ++49 421 43 87 90

Fax ++49 421 48 81 56

E-Mail: info@unitronhearing.de

Hansaton

Akustische Gerite GmbH
Josef-Lindner-Strasse 4 / Top 4
A-5073 Wals-Himmelreich
Phone ++43 662 451 26 20
Fax ++43 662 451 262 99
E-Mail: office@hansaton.at

Phonak France SA

5, rue Maryse Bastié
F-69500 Bron (Lyon)
Phone ++33 4 72 14 50 00
Fax ++33 4 78 26 98 97
E-Mail: info@phonak.fr

Phonak Italia Srl

Via Jacopo dal Verme, 7
1-20159 Milano

Phone ++39 02 69 00 81 82
Fax ++39 02 69 00 87 84
E-Mail: info@phonak.it

Lapperre BHAC NV
Stationsstraat 22

B-1702 Groot-Bijgaarden
Phone ++32 2 700 77 77
Fax ++32 2 700 77 70
E-Mail: info@Ilapperre.be

Phonak B.V.
Archimedesbaan 19
NL-3430 ME Nieuwegein
Phone ++31 30 600 88 50
Fax ++31 30 600 88 51
E-Mail: info@phonak.nl

Unitron Hearing B.V.
Archimedesbaan 19

NL-3430 ME Nieuwegein
Phone ++31 30 604 93 25

Fax ++31 30 604 45 89

E-Mail: info@unitronhearing.nl

Phonak UK Ltd.

Cygnet Court

Lakeside Drive
GB-Warrington WA1 1PP
United Kingdom

Phone ++44 1925 62 36 00
Fax ++44 1925 24 57 00
E-Mail: info@phonak.co.uk

Phonak Laem SA
Urbanizacion El Palmeral
Bloque 9, no. 15-21
E-03008 Alicante

Phone ++34 965 10 91 68
Fax ++34 965 11 16 72
E-Mail: info@phonak.es



Phonak Danmark A/S

Multi Medie Huset

Nitivej 10

DK-2000 Frederiksberg

Phone ++45 38 10 85 86

Fax ++45 38 10 46 86
E-Mail:
info.frederiksherg@phonak.dk

Phonak Danmark A/S
Auris

@stre Hougvej 42 — 44
DK-5500 Middelfart

Phone ++45 64 41 78 87
Fax ++ 45 64 41 79 97
E-Mail:
info.middelfart@phonak.dk

Phonak AB
Hornsbruksgatan 28
S-117 34 Stockholm
Phone ++46 8 442 46 60
Fax ++46 8 429 89 80
E-Mail: info@phonak.se

Phonak AS

Akersgata 8

Postboks 525 Sentrum
N-0105 Oslo

Phone ++47 22 41 66 30
Fax ++47 22 41 66 44
E-Mail: info@phonak.no

Companies
in North America

Phonak LLC

4520 Weaver Parkway
Warrenville, IL 60555-3927, USA
Phone ++1 630 821 5000

Fax ++1 630 393 7400

E-Mail: info@phonak.com

Unitron Hearing, Inc.

2300 Berkshire Lane North
Plymouth, MN 55441, USA

Phone ++1 763 744 3300

Fax ++ 1 763 557 8828

E-Mail: info@unitronhearing.com

Phonak Canada Ltd.

7895 Tranmere Drive, Suite 207
Mississauga, ON L5S 1V9,
Canada

Phone ++1 905 677 1167

Fax ++1 905 677 8425

E-Mail: info@phonak.on.ca

Unitron Hearing Ltd.

20 Beasley Drive, P.0. Box 9017
Kitchener, ON N2G 4X1,
Canada

Phone ++1 519 895 0100

Toll Free ++1 877 492 6244
Fax ++1 519 895 0108

E-Mail: info@unitron.com

Company Information

Unitron Hearing Ltd. - Canada
5 Cherry Blossom Road, Unit 2
Cambridge, ON N3H 4R7,
Canada

Phone ++1 519 650 9111

Toll Free ++1 800 265 8255

Fax ++1 519 650 9562

E-Mail: info@unitronhearing.ca

THC Finance Limited
P.0. Box HM2964
Hamilton HMX
Bermuda
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Companies
in Australasia
and Middle East

Phonak Pty. Ltd.

Level 2, Norwest Quay

21 Solent Circuit

Norwest Business Park
Baulkham Hills NSW 2153,
Australia

Phone ++61 2 8858 1800
Fax ++61 2 9634 8373
E-Mail: info@phonak.com.au

Phonak New Zealand Ltd.
1st Floor, AC Nielson Centre
129-155 Hurstmere Road,
P.O. Box 33-349

Takapuna, Auckland 9

New Zealand

Phone ++64 9 486 1849
Fax ++64 9 486 1895
E-Mail: info@phonak.co.nz

Phonak Japan Co. Ltd.

Kanda Park Plaza Building 9th FI.

2-2-2 Kajichou, Chiyoda-ku
Tokyo 101-0044

Japan

E-Mail: info@phonak.jp

Phonak Middle East

Jabel Amman

across Showman Est.

P.0. Box 2208

11181 Amman

Jordan

Phone ++962 64 611 331
Fax ++962 64 611 332
E-Mail: info@phonak.com.jo

Jordan Hearing Aids
Manufacturing Co. Ltd.
Jabel Amman

across Showman Est.
P.0.Box 2208

11181 Amman

Jordan

Phone ++962 64 611 331
Fax ++962 64 611 332
E-Mail: info@phonak.com.jo



Phonak Holding Ltd.
Laubisritistrasse 28
CH-8712 Stéfa (Switzerland)
Phone ++41 1 928 01 01
Fax ++41 1928 03 90
Internet: www.phonak.com
E-Mail: ir@phonak.ch

This Annual Report is also available in German.
The English version is the governing text.




