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Directors’ and Management’s Report
Introduction

The LM group is the world’s leading supplier of blades for wind turbines with operations in seven
countries around the world. The Groups principal activities are development, manufacture, sale,
marketing and service of blades for wind turbines. Development of blades is carried out in Denmark
and Holland. Manufacture of blades is carried out at 5 locations in Denmark, 3 locations in Spain, 1
location in India, 1 location in U.S. and 1 location in China. In addition the Group supplies lightweight
structural composite parts for the rail industry. The latter account for less than 2 per cent of the total
turnover.

Acquisition of the LM Group

On 8 May 2001 certain limited partnerships, for which Doughty Hanson & Co Limited acts as general
partner, certain co-investors and certain members of management acquired the Group using LM
Glasfiber Holding A/S for this purpose.

LM Glasfiber Holding A/S is the parent company for the LM Group. The company was incorporated
on 12 March 2001 and the first accounting year is covering the period 12 March — 31 December
2001. The company’s primary assets are its shareholding of all the share capital in LM Group Hold-
ing A/S.

On 8 May 2001 LM Group Holding A/S purchased directly or indirectly 100 per cent of the share
capital and partnerships in the following entities: LM Glasfiber A/S, Anpartsselskabet af 1/5 1992, LM
Glasfiber Produktion K/S and LM Research & Development K/S. The Accounts for LM Glasfiber
Holding A/S (the parent company) and the Consolidated Accounts for LM Glasfiber Holding A/S in-
clude the investment in the subsidiaries as from the aforementioned date of acquisition, 8 May 2001.
The profit and loss account only reflects income earned after the acquisition date.

On completion of the purchase of the LM group the share capital of LM Glasfiber Holding A/S was
increased from 500,000 shares to 29,825,000 shares by subscription for 28,000,000 ordinary shares
at a subscription price of DKK 10.1607142 for each share of nominal value of DKK 1

and by subscription of DKK 1,325,000 ordinary shares at a subscription price of DKK 10 for each
share of nominal value of DKK 1. The total subscription price of DKK 298,250,000 including the sub-
scription of DKK 500,000 on incorporation was paid in by cash.

Subsequently additional shares were issued amounting to nominal DKK 215,539 and subscribed to
in cash amounting to DKK 2,155,390.

The costs relating to the incorporation of the parent company and the costs relating to increase in
the share capital amounted to DKK 72,500.



Directors’ and Management’s Report
Acquisition of the LM Group (continued)

LM Glasfiber Holding A/S has issued DKK 407,500,000 of unsecured loan notes to the Principal
Shareholders and entered into a credit facility with Dresdner Bank AG. An amount of DKK

692,500,000 was drawn under this facility bringing the total amount borrowed under these two loans
to DKK 1,100,000,000.

Subsequently loan notes of DKK 1,100,000,000 were issued by LM Group Holding A/S.

Market Development

The global market for wind power has grown significantly in 2001. The exact growth rate for the year
has not been published yet. The LM Group has also experienced a high growth rate of 39 per cent
(for full year 2001) compared to the total turnover in the company for 2000 for the group.

Our growth in 2001 was primarily driven by strong demand from the international markets in Ger-
many, Spain and U.S. whereas the demand from the Danish market has decreased significantly.

Our net turnover is segmentet geographically based on the country where the business unit of the
customer receiving the invoice is located. Our customers in 2001 were located in a number of coun-
tries primarily in Western Europe, particularly in Denmark, Germany and Spain.

We cannot accurately segment our turnover on the basis of country of installation. This is because
our customers typically pick up blades directly from our manufacturing facilities and then ship the
blades, without our involvement, for installation in countries other than the one in which they are lo-
cated.

The tabel below shows the net turnover for the accounting year 2001 segmentet geographically ac-
cording to where the business unit of the customer receiving the invoice is located.

% of total
Net turnover MDKK net turnover
Denmark 753 35
Germany 705 32
Spain 489 22
India 81 4
U.S. 55 3
Holland 18 1
China 11 1
Others 52 2
Total 2,164 100




Directors’ and Management’s Report
Market Development (continued)

The product mix of blades sold in each country differs, with the most technically advanced, larger
blades typically being sold first for installation in the more advanced wind power markets, such as
Denmark and Germany. As wind turbine technology evolves, older, smaller blade designs, decline in
importance as a source of turnover in these markets, although they remain significant sources of
turnover in wind power markets at an earlier stage of development, such as India and China.

Results for 2001

The turnover of the Group for the period 8 May — 31 December 2001 amounted to MDKK 2,164.
Operating profit (EBIT) amounted to MDKK 197 for the Group and MDKK —22 for the parent com-
pany. The operating result is influenced positively by efficiency improvement in production and better
utilisation of our facilities. These results are in line with our expectations and considered to be satis-
factory.

Shareholders equity as per 31 December 2001 amounted to MDKK 259 and total assets amounted
to MDKK 3,921 for the Group and MDKK 1,450 for the parent company.

Special Accounting Items

For the Group an amount of MDKK 57 has been expensed in 2001 as “special items”. Special items
are defined as costs that are not directly attributable to the normal running of the LM Group including
costs arising from closure of production facilities, specific warranty provisions taken for certain defec-
tive blades and fee’s paid to professional advisers in connection with a proposed listing of the com-
pany in autum 2001.

In connection with the acquisition of the LM Group goodwill amounting to MDKK 2,103 was calcu-
lated. The result of the Group for 2001 is influenced by goodwill amortization amounting to MDKK
70. In the following years goodwill amortization will amount to MDKK 105 on a full year basis.

Tax on profit for the period is amounting to MDKK 101 or 165 percent of profit before tax. The high
tax rate is due to the fact that for 2001 LM Glasfiber Holding A/S and LM Group Holding A/S are not
included in joint taxation with other Group companies and the possibility for deducting interest for
taxation purposes on acquisition debt in the holding companies is therefore limited. For 2002 we do
not expect this limitation to apply. Besides this amortization of goodwill is not tax deductable.

In the following years our effective tax rate is expected to be higher than a combination of the corpo-
rate tax rates for the Group, as amortization of goodwill will not be tax deductable.



Directors’ and Management’s Report
Warranty Provisions

The general warranty provisions, as in previous years, have been sufficient to cover usual warranty
commitments.

In 1999 and 2000, we experienced defects in certain blades due to design errors, which required
retro-fitting. In addition to the general warranty provision we made a specific provision for the retrofit
totalling MDKK 116 at the end of 2000. This provision only included direct costs.

In the Sale and Purchase Agreement, by which the business was acquired in May 2001 the former
owner of the business indemnified the Group against losses that might be incurred due to defects on
blades sold and delivered between 1 January 1998 and 8 May 2001. According to this clause an ex-
pected claim against the former owner of MDKK 78 is included in other debtors and the specific pro-
vision has been increased with the same amount in the balance sheet of the Group.

The increase in costs relates primarily to direct overhead costs not included in the provision as per
31 December 2000, scrapping of blades not suited for retrofit and increased expenses for cranes in
connection with replacement of blades caused by higher towers. At the end of 2001 the specific pro-
vision amount to MDKK 125.

The retrofit program is progressing according to plan and the specific retrofit provision is expected to
be utilised by the end of 2002. The specific provision together with the indemnities referred to above
will be sufficient to cover the costs associated with the retro fitting of these blades.

Global Presence

During 2001 we have expanded our production facilities in India from 3,000 m2 to 8,000 m2 to be
able to supply blades to local and international customers in the growing market.

In August 2001 a new 3,800 m2 factory was completed in Tianjin in China. The Chinese market has
a tremendous growth potential and the investment is aimed at positioning the LM group on the mar-
ket in due time.

Product Development

Our R&D activities have had a satisfactory result in 2001. During the year new blade testing facilities
were completed in Denmark and we received accreditation of the testing facilities. This enables us to

do all testing in-house and the benefit is reduced time for testing and reduced costs for testing.

We continued our “Future Blade project”. The goal of the project is:

o Reduce manufacturing costs by increased automation and effiency in handling of materials
used in the manufacturing process.



Directors’ and Management’s Report
Product Development (continued)

o Development of lighter moulds that requires less space. We expect to obtain this by using
new materials in mould construction.

° To optimise the blade structure. The aim is to reduce the weight with 30 percent using new
structures and materials.

The activity level for the R&D department is expected to increase in 2002. Besides further results
from the “Future Blade project” including the first blade prototype several new blades will be
launched.

Expected development

Our expectations for 2002 are positive. We expect an increase in turnover in line with the develop-
ment in the market and an improved margin before tax, interest, amortization and depreciation
(EBITDA). This is based on our order book at the end of 2001 and known projects in 2002.

Equity Bridge loans of MDKK 690 has to be repaid in 4 Q 2002. The Principal Shareholders have
entered into a mutual agreement which commits them to support the company with the necessary
capital.

Subsequent Events

Subsequently to the balance sheet date it has been decided to merge the US subsidiaries LM Glas-
fiber (ND) Inc. and LM Glasfiber (GF) Inc.

Distribution of Profit

The Board of Directors proposes that the loss for the period of KDKK 39,911 is to be covered by
transfer from the share premium account.



Directors’ and Management’s Report
Ownership

According to the Danish Companies Act, section 28b, the following shareholders hold more than 5
percent of the total share capital.

Doughty Hanson & Co lll Limited Partnership No. 1
Doughty Hanson & Co D (Bermuda) L.P.

Lunderskov, 27 February 2002

Board of Directors

Anders Knutsen Ken Terry Lars Rasmussen
(Chairman)
Mark Florman Anders Christensen

Executive Board of Management

Anders Christensen Jagrgen Gade
(Chief Executive Officer) (Chief Financial Officer)

The Parent Company and Consolidated Accounts have been presented and approved at the com-
pany’s ordinary general meetingon /  2002.

Chairman



Auditor’s report

We have audited the consolidated financial statements and the annual financial statements for the
period 12 March - 31 December 2001 for LM Glasfiber Holding A/S as presented by the Board of
Directors and the Management.

Basis of opinion

We have planned and performed our audit in accordance with Danish auditing standards and provi-
sions to obtain reasonable assurance that the financial statements are free of material errors or
omissions. Our audit included, based on an assessment of materiality and risk, an examination of
the basis and evidence supporting the amounts and other disclosures in the financial statements.
Furthermore, we have assessed the accounting policies applied and estimates made by the Board of
Directors and the Management as well as evaluated the overall adequacy of the presentation in the
financial statements.

Our audit did not give rise to any qualifications.

Opinion

In our opinion, the consolidated financial statements and the annual financial statements have been
prepared in accordance with Danish accounting legislation and give a true and fair view of the assets
and liabilities, the financial position and the result for the year of the group and the parent company.

Kolding, 27 February 2002

PricewaterhouseCoopers Grant Thornton-Danmark
Incorporated State Authorized
Public Accountants

Soren Bonde Harald Birkwald Gert F. Tomczyk Per H. Jensen
State Authorised Public Accountants State Authorised Public Accountants



Accounting policies

The Parent and Consolidated Accounts for the period 12 March - 31 December 2001, which consti-
tutes the company’s first financial year, are prepared in conformity with the Danish Company Ac-
counts act of 17 June 1996 with later changes and Danish Accounting Standards 1-15.

Parent and Consolidated Accounts

The Parent and Consolidated Accounts for LM Glasfiber Holding A/S include the investment in LM
Group Holding A/S and its subsidiaries as from the date of acquisition, 8 May 2001. The profit and
loss account only reflects income earned after the acquisition date.

The acquisition of the LM Glasfiber Group has been accounted for using the purchase accounting
method. The resulting goodwill on consolidation is amortised over 20 years in accordance with the
accounting policy of the LM Glasfiber Group.

Minority interests

At the statement of the group result and group shareholders’ equity the part of the result and share-
holders’ equity in the subsidiaries, which relates to minority interests is stated separately.

Translation of foreign currencies

During the year transactions in foreign currencies are translated at the rate of exchange as at the
transaction date.

Debtors, liabilities and other items in foreign currencies which are unsettled on the balance sheet
date are translated at the exchange rate as at the balance sheet date.

Realised and unrealised exchange rate adjustments are included in the profit and loss account un-
der financial items.

The profit and loss accounts of foreign subsidiaries are translated into Danish kroner at the average
exchange rates of the year. Shareholders’ equity in foreign subsidiaries are translated into Danish
kroner at the rate of exchange at the balance sheet date. Exchange rate adjustments arising from
the translation of the shareholders’ equity in foreign subsidiaries at the beginning of the period are
adjusted over shareholders’ equity.



Accounting policies
Profit and loss account
Revenue recognition

The LM Glasfiber Group recognises income when delivery has been effected in accordance with the
sales agreements entered into.

Special items

Special items include costs that are not directly attributable to the normal running of the LM Glasfiber
Group, including certain costs arising from closure of production facilities, special write-downs of as-
sets related to business acquired, specific warranty provisions and other costs associated with the
company’s retrofit of defective blades, remuneration paid to management before the sale of the
business that is over and above remuneration paid in current similar contracts and fees paid to pro-
fessional advisers in connection with the sale of the business and the proposed listing in autumn
2001, as well as any reversal of all before mentioned items.

Tax matters

The corporation tax charged to expense relates to the result for the period. That part which relates to
expected tax payable on the taxable income for the period less payments on account made is stated
in the balance sheet under liabilities/debtors, while the part which relates to deferred tax is stated at
the current tax rate in the balance sheet under provisions. If deferred tax is a receivable, the de-
ferred tax is only stated in the balance sheet as a deferred tax asset if it is probable that the asset
can be utilised within the foreseeable future. The current rate of corporate tax is 30% in Denmark.

Deferred tax is provided as the difference between the value for accounting and tax purposes of fi-
xed assets, debtors and provisions, etc at the balance sheet date.

Joint taxation for 2001 will be established between LM Group Holding A/S and the parent company,
LM Gilasfiber Holding A/S. Furthermore joint taxation has been established between the LM Glasfi-
ber A/S and the subsidiaries in Germany and The Netherlands. The tax effect of the joint taxation is
distributed on profit as well as loss-making Danish companies in proportion to their taxable income
(full allocation with refund in respect of tax losses). The jointly taxed companies are registered for
the tax on account scheme.

Balance sheet

Intangible fixed assets

Goodwill on consolidation is stated at cost less accumulated amortisation.

Amortisation is calculated made on a straight-line basis over 20 years. The amortisation period is

based on Managements assessment of the period from which the company will have benefit from
the acquired goodwill.

10



Accounting policies

Tangible fixed assets

Tangible fixed assets are stated at cost less accumulated depreciation and write-downs.

Public grants to fund capital expenditures have not been off set against costs to acquire the assets,
but have been deferred in the balance sheet and amortised as income over the useful life of the as-

sets they relate to.

Depreciation of tangible fixed assets is made on a straight-line basis over the expected useful life,
which on the basis of an individual assessment has been fixed as follows:

Buildings 4% per annum
Leasehold improvements: over the lease period, up to a maximum of 5 years
Fume extraction equipment 4% per annum
Moulds over the expected useful life, 2-3 years
Other assets 20-100% per annum

The ground value of properties is not depreciated.

Assets costing less than DKK 25,000 are charged to expense in the profit and loss account in the
year of acquisition.

Moulds for own use are valued at the cost of direct material and labour.

Financial fixed assets

Investments in subsidiaries in the parent company accounts are stated at net asset value less inter-
company profit and with the addition of the net goodwill represented by the difference between the
net book value and acquisition value at the date of the acquisition.

The share of the ordinary result of subsidiaries is included at the proportionate ownership share in
one line in the profit and loss account of the parent company. The share of tax items is included in

similar items in the parent company.

Other financial fixed assets are valued at the lower of cost less any write-down in value at the bal-
ance sheet date.

Differences related to the acquisition of investments in subsidiaries are stated and treated according
to the methods mentioned under the basis of consolidation.

11



Accounting policies
Stocks

Stocks are valued using the FIFO method at the lower of cost and market value (with addition of indi-
rect production overheads) and net realisable value.

The cost price of goods for resale, raw materials and consumables includes all direct costs to bring
them to their present site including transport administration costs.
Debtors

Debtors are valued at nominal value less individual bad and doubtful debts where required.

Provisions

Warranty provisions are stated for deliveries made in respect of which additional material expenses
are expected at the year-end closing. A general provision has been established on the basis of pre-
viously ascertained warranty costs and expectations of future costs.

Specific provisions have been established to cover retrofits.

Pension commitments not covered by insurance are provided for as on the capitalised value of cur-
rent pension commitments.

Cash flow statement

The cash flow statement is prepared on a group basis only and is prepared according to the indirect
method based on the combined profit/loss.

The cash flow statement shows the LM Glasfiber Group’s cash flows for the year broken down by
operating, investing and financing activities and the impact of these cash flows on cash and cash
equivalents for the year.

Cash flows from operating activities are stated as the consolidated profit/loss adjusted for non-cash
operating items such as depreciation and write-downs, provisions and changes in working capital,

interest received and paid, extraordinary expenses paid and corporation tax paid.

Cash flows from investing activities comprise cash flows from the purchase and sale of intangible,
tangible and financial fixed assets.

Cash flows from financing activities comprise cash flows from the raising and repayment of long-
term loans as well as payments of dividends to shareholders.

Cash and cash equivalents comprise cash and bank and giro deposits plus, liquid assets

12



	Auditor’s report
	
	Basis of opinion
	Opinion
	Parent and Consolidated Accounts
	Minority interests
	Translation of foreign currencies

	Profit and loss account
	Revenue recognition
	Special items
	Tax matters

	Balance sheet
	Intangible fixed assets
	Tangible fixed assets
	Financial fixed assets
	Stocks
	Debtors
	Provisions

	Cash flow statement


