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Report by the Board of Directors and President and CEO

It is the opinion of the Board of Directors and the President and CEO of Ossur hf., that these Financial Statements present the
necessary information to evaluate the financial position of the Company at year-end, the operating results for the year and
financial developments during the year 2002.

Ossur hf. designs, manufactures and sells prosthetic and orthotic solutions. The Company’s headquarters are located in
Iceland, but the Company owns and operates subsidiaries in the United States and Europe. The Company sells its products all
over the world, but the principal market areas are the United States, Western Europe and Japan. In the year 2002, Ossur
Consolidation consisted of Ossur hf. in Iceland, the Ossur Holdings, Inc., Consolidation in the United States, the Ossur
Holding, A.B., Consolidation in Sweden, and Ossur Europe B.V. From January 1st. 2002 the company has reported in USD,
which is the functional currency of the Company.

The total sales of the Ossur Consolidation amounted to USD 81.3 million, compared to USD 68.4 million in the preceding
year. This represents an increase in sales of approximately 19%. Net profit amounted to USD 10.1 million compared to USD
8.6 million in 2001. Basic Earnings per Share (EPS) amounted to US cents 3.12 compared to US cents 2.64 in 2001. Earnings
before interests, taxes, depreciation and amortization (EBITDA) amounted to USD 14.3 million. The operating budget of the
Company for 2002 projected sales of USD 78-86 million over the year, and net profit of USD 9.5-11.5 million. Earnings
before interests, taxes, depreciation and amortization were projected at 20% of sales, or approximately USD 15.6-17.2 million.

The total assets of Ossur Consolidation amounted to USD 70.7 million at year-end, liabilities were 30.8 million, and equity
was 39.9 million. The equity ratio at year-end was 56.4%, compared to 52.5% the preceding year.

In the course of the year the Company employed 431 employees, of which 161 were employed by the parent company in
Iceland. Throughout 2001 an average of 392 employees were employed with the Company, of which 129 were employed by
the parent company.

During the year, the Company acquired 5.7 million of its own shares. The shares will be used, among other things, to meet
future stock option obligations to former owners and current executives of the Company. The share price of the Company was
54.0 at year-end, compared to 49.8 at the beginning of the year. The market value of the Company at year-end was ISK 17.7
billion, which corresponds to an increase of ISK 1.3 billion over the year. At year-end, shareholders in Ossur hf. numbered
4,866, compared to 4,918 at the beginning of the year. Two shareholders owned more than 10% of the shares in the Company
at year-end: Mallard Holding SA, with 24.21%, and AB Industriviarden, with 15.83%.

The Board of Directors does not recommend payment of dividends to shareholders in 2003. As regards changes in the equity
of the Company, the Board refers to the Notes attached to the Financial Statements.



Report by the Board of Directors and President and CEO

The Board of Directors and President and CEO of Ossur hf. hereby confirm the Consolidated Financial Statements of Ossur
for the year 2002 with their signatures.

Reykjavik, February 11, 2003

Board of Directors

Pétur Gudmundarson
Chairman of the Board

Ossur Kristinsson Gunnar Stefansson

Heimir Haraldsson Kristjan T. Ragnarsson

Sigurbjorn Porkelsson

President and CEO

Jon Sigurdsson



Financial Ratios

Consolidated statement

2002 2001 2000 1999 1998
Growth
Net sales USD'000 81,283.6 68,3804 45,681.6 17,932.6 14,037.1
EBITDA USD '000 14,310.1 12,9729 89043  3,361.0 2,528.2
Profit from operations usSD'000 11,501.0 10,889.3  7,559.8  2,890.8 2,135.9
Employees Number 431.0 392.0 327.0 122.0 101.0
Net income " USD'000 10,056.0  8,632.1  5,187.5 19252 11,1124
Total assets USD '000 70,682.1 58,201.3 56,851.1 24,307.0 7,361.6
Operational performance
Cash provided by operating activities USD '000 10,502.5 10,359.4 5,796.7 3,2429  1,132.8
- as ratio to total debt % 35.9 36.1 30.0 67.0 24.5
- as ratio to income 1.0 1.2 1.1 1.7 1.0
Working capital from operating activities USD '000 14,661.2 10,770.6 8,556.9  2,5983 1,610.5
- as ratio to long-term debt and stockh. equity % 30.2 27.3 24.6 19.2 30.9
- as ratio to investm., current maturities, divid. 1.7 1.2 0.1 2.7 2.4
Liquidity and solvency
Quick ratio 1.5 1.2 1.1 1.5 1.7
Current ratio 2.3 1.9 1.5 2.2 2.7
Equity ratio % 56.4 52.5 44.6 78.6 35.7
Asset utilization and efficiency
Net sales pr. employee USD '000 188.6 174.4 139.7 147.0 139.0
Total asset turnover 1.3 1.3 1.1 1.1 2.2
Inventory turnover, finished products 53 4.9 8.4 7.0 6.2
Grace period granted Days 44 44 50 40 39
Profitability
Return on capital " % 20.2 19.0 8.2 229 222
Return on common equity % 28.6 324 9.0 447 713
Operating profit as ratio to net sales % 143 15.8 16.5 16.1 14.7
Net income before taxes as ratio to net sales % 14.6 15.1 12.9 16.6 12.5
Net income for the year as ratio to net sales o % 12.4 12.5 11.3 10.7 7.7
Market
Market cap. USD '000 219,584.2 158,491.9 255,928.1 116,850.4
Price/earnings ratio, (P/E) " 21.8 19.4 53.0 60.8
Price/book ratio 5.5 5.2 10.1 6.1
Number of shares Millions 3284 3284 3284 211.9
Earnings per Share, (EPS) ) US Cent 3.12 2.64 1.48 0.91
Diluted Earnings per Share, (Diluted EPS) o US Cent 3.10 2.63
Notes

1. Financial ratios for the year 2000 have been calculated using net income before extraordinary expenses

2. Financial ratios based on financial statements prepared in Icelandic currency prior to 2002 have been translated to
US dollars. Income statement items have been translated at the average exchange rate for each period and balance
sheet items have been translated at the exchange rate at the end of each period.



Auditors’ Report

To the Board of Directors and Shareholders of Ossur hf.

We have audited the accompanying Consolidated Balance Sheets of Ossur hf. and subsidiaries as of December 31, 2002, and
the related Consolidated Statements of Income and Cash Flows for the year then ended. These Financial Statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these Financial Statements based
on our audit. The Financial Statements of the foreign subsidiaries of Ossur hf. were audited by Deloitte & Touche member
firms.

We conducted our audit in accordance with International Standards on Auditing. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the Financial Statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the Financial Statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall Financial Statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, based on our own audit and the audit reports on the Financial Statements of the foreign subsidiaries of Ossur
hf., the Consolidated Financial Statements give a true and fair view of the financial position of Ossur hf. and subsidiaries as of

December 31, 2002 and of the results of their operations and their cash flows for the year then ended in accordance with
generally accepted accounting principles applied on a consistent basis.

Reykjavik, February 11, 2003

Deloitte & Touche hf.

Heimir Porsteinsson
State Authorized Public Accountant

Porvardur Gunnarsson
State Authorized Public Accountant



Consolidated Income Statements for the Years 2002 and 2001

Consolidated Statements

Notes 2002 2001
YTD YTD

NEt SAIES ....oceiiiirerr s 6 81,283.6 68,380.4
Cost 0f 200dS SOIA ....ouviiiiiiiiiiieeee e (33,433.3) (25,376.3)
(€7 o1 o o7 i | S 47,850.3 43,004.1
(01415 g e TeTe) o o 1R 1,030.5 799.6
Sales and marketing eXPenses ..........cceeceervereerieeeesieeeenieeeenreeneeeeenns (16,927.4) (12,773.0)
Research and development eXpenses ...........cceeeevveeeenreeeenneeeenneennes (7,102.9) (5,101.5)
General and adminisStrative EXPenses .........cceeeverveerverreecveseesseneessenns (13,349.5) (15,039.9)
Profit from operations ..........cccccvririceiieinrcccr e 11,501.0 10,889.3
Interest iINCOME/(EXPENSES) ....vvervrereerreererieereiteereereesreeseesreesseeseesseens 8 181.7 (487.5)
Income from aSSOCIALES .....cc.eeveruierierieiiiieie et 15 154.0 22.4
|2 o] {1 oY= 0] =30 - 11,836.7 10,424.2
TNCOME tAX .eeiiiieiiieiie ettt et e st e e e stee e e e e saaeenes 9 (1,780.7) (1,792.1)
Net profit for the year ........ccccccciiccirrccerrccte e 10,056.0 8,632.1
Earnings per Share 10
Basic Earnings per Share (US cent) ........cocceveriininnenieneiceceeene 3.12 2.64
Diluted Earnings per Share (US cent) ......cccoeceevvvevenievienierieeieneennn 3.10 2.63

All amounts in thousands of USD 6



Consolidated Balance Sheets

Assets
Consolidated Statements
Notes 31.12.2002 31.12.2001
Fixed assets
Intangible assets
Deferred tax asSEt ......vveviveverieeiiieeee et 11 20,189.5 20,562.1
Other intangible asSets .........cccooveerveeeciiereenieeieeeeseeeaeens 12 750.7 301.5
20,940.2 20,863.6
Operating fixed assets 13
Buildings and Sites ........cccceevverienieeiierieeie e 3,066.5 2,943.3
Other operating fixed aSsets .......ccccevveervveerieerienieeeieeiieenns 7,152.9 5,865.7
10,219.4 8,809.0
Investments
Investments in aSSOCIALES .........ccvveeeeuiieeceiieeiie e 15 0.0 127.3
Long-term inVeStMents ..........cceceveeeveerieenvennenieeneeneesneens 16 933.7 1,148.2
933.7 1,275.5
Total fixed assets 32,093.3 30,948.1
Current assets
Inventories 17
Raw materialS .........ccoeoviiiiiieiieeeeeeeee e 5,764.6 3,335.1
WOTK in ProCess ....c.eeeeriieeieieeiieieseeee e 291.7 244.6
Finished products ..........cccceevveieiinieeeeeeeeeere e 6,301.7 6,293.0
12,358.0 9,872.7
Short-term receivables
Accounts receivable ..........cocoooiiiiiiiiieee e 18 12,403.2 9,854.0
Prepaid eXPenses .......c.oecvereeierenieieseeee e 456.3 336.9
Other 1eCeiVabIEs .......oooovveeeiiieeeeeeeeeeeeeeee e 1,105.3 1,192.9
13,964.8 11,383.8
Cash and cash equivalents
Marketable SECUTItIES. ........cooveeeeeieeeieeeeeee e 1,190.2 452.8
CASH ..o 11,075.8 5,543.9
12,266.0 5,996.7
Total current assets 38,588.8 27,253.2
Total assets 70,682.1 58,201.3

All amounts in thousands of USD 7



December 31, 2002 and 2001

Equity and liabilities

Consolidated Statements

Notes 31.12.2002 31.12.2001

Stockholders' equity 19
COMMON STOCK ...eeiiiiiiiieieeiiiiie et 3,122.8 3,141.7
Additional paid-in capital ...........ccccveevieriienienieecieee e 26,167.6 27,258.9
StAtULOTY TESEIVE ..veevvieiieiieeiieeieeriiesreereeteesresreereesseessnesnnas 735.4 146.9
L0 1151S) o<t | 111 ST PSR 9,835.2 0.0
Total stockholders’equity 39,861.0 30,547.5

Liabilities

Long-term liabilities 21
Credit INSHIULIONS .....veeeveeeiieciiieieeieeeee et e e veevee s 12,184.5 9,998.4
Long-term NOtES .....cccueevveerieriiiieeieeienteeeeeee st 21.8 34.8
Other long-term liabilities ...........ccooevveienirieeeeeeeeenn 1,678.0 2,897.6
Total long-term liabilities 13,884.3 12,930.8

Current liabilities

Current MAtULTHIES. ...cvveeveeieeiriecre e e e eee e esreeeeee e 5,132.1 4,907.9
Accounts payable.........cccoeieeerieiiene e 2,926.6 3,448.0
Accrued taxes payable.........ccoocivieiirieereeee e 1,280.0 789.3
Other current liabilities........c.cccvveveeveerieerieeriecee e 7,598.1 5,577.8
Total current liabilities 16,936.8 14,723.0
Total liabilities 30,821.1 27,653.8
Total equity and liabilities 70,682.1 58,201.3

All amounts in thousands of USD 8



Consolidated Statements of Cash Flows
for the Years 2002 and 2001

Consolidated Statements

Notes 2002 2001
YTD YTD
Cash flows from operating activities
Net profit for the year ........cccccecveneneniieininccceeceee 10,056.0 8,632.1
Adjustments for:
Depreciation and amortization.............eceeeeveeereereenveennennns 12,13 2,809.1 2,061.7
Indexation and foreign exchange rate differences.............. (63.6) 663.6
Calculated inflation adjustment............cccceevveecrieneeneennnnns 0.0 (874.0)
Deferred iNCOME taX.....coouvvieiieierieeeieieeeee e e e eeennes 1,988.8 1,252.6
Income from assoCiates.......ccuverveerueerieenieeieeieesee e eieenes 15 (154.0) (22.4)
Other non-cash itemS.........cceevveriveeiieeiierieeie e 24.9 (943.0)
Working capital from operating activities 14,661.2 10,770.6
Changes in operating assets and liabilities
INVENLOTIES, INCIEASE. ..c.veerereeereerieeieriee et erreeieesreeaeeieenes (1,582.2) (2,746.0)
Accounts receivable, iINCTease.........occvvevveervereeeveereenieennn. (1,831.6) (4,959.8)
Current liabilities, (decrease) inCrease..........ceeveeveeveennen. (744.9) 7,294.6
Net cash provided by operating activities 10,502.5 10,359.4
Cash flows from investing activities
Purchase of fixed assets ........cccceevveevieecieeciierieeieeee e (3,571.9) (2,694.5)
Proceeds from sale of fixed assets ........ccccevvevveecrienieiveeieennen, 85.8 157.8
Share INVEStMENES ........cecueruirierieieeiereeeeie e 0.0 (961.9)
Long-term securities and other receivables, changes ............. 430.5 482.2
Sale of shares in other cOMPANIEs .......c.ccoveveerererienveneenencnn 174.3 0.0
Net cash used in investing activities (2,881.3) (3,016.4)
Cash flows from financing activities
Borrowing of long-term liabilities ...........cccovveeverrerievrenrieneennn. 5,226.9 0.0
Repayments of long-term 1iabilities ..........cccccevervevrerreevennne. (5,549.3) (5,824.6)
Purchases of treasury stock ..........cccevvevirveereieecienesiereeeene (2,960.6) (2,711.4)
Sales of treasury StoCK ........ccoevevieviiierienieieeeeeeese e 1,589.4 0.0
Exercised share options ..........ccecceeeveeiieienieneecienieeeeeeere e 51.7 486.9
Net cash used in financing activities (1,641.9) (8,049.1)
Net change in cash and cash equivalents ...................... 5,979.3 (706.1)
Cash from purchased subsidiaries .........c.ccccviiiinriiinennn. 0.0 253.8
Effects of foreign exchange adjustments ....................... 290.0 (674.6)
Cash and cash equivalents at beginning of year ........... 5,996.7 7,123.6
Cash and cash equivalents at end of year ...................... 12,266.0 5,996.7
Notes: Statement of cash flows ........ccccoocririniiinnnen, 22

All amounts in thousands of USD 9



Notes to the Financial Statements

Operations

Ossur hf. designs, manufactures and markets prosthetic and orthotic solutions. The principal products manufactured
by the Company include liners, sockets, prosthetic feet, prosthetic knees and various components used for the
manufacture of artificial limbs. The principal market areas of the Company are North America, Western Europe
and Japan, which are served by companies in the United States, Sweden and the Netherlands, in addition to the
Iceland-based parent company.

The production and assembly of the Company’s products was conducted in four places during the period: at Ossur
North America, Inc., in Aliso Viejo, California, which assembles prosthetic feet; at Ossur Engineering, Inc. in
Albion, Michigan, which manufactures prosthetic knees, at Mauch, Inc. in Dayton, Ohio, which manufactures
components for prosthetic knees and implants, and at Ossur hf. in Iceland, which manufactures sockets, prosthetic
feet and components. Orthotic devices are manufactured at Ossur Nordic, A.B. in Uppsala, Sweden, and the parent
company operates a prosthetic workshop in Iceland.

Sales, distribution and services in North America were handled by Ossur North America, Inc., Western Europe by
Ossur Europe B.V., the Nordic countries by Ossur Nordic, A.B., while other markets were mostly serviced by
Ossur hf. in Iceland and Ossur North America, Inc. In 2001, the company’s sales strategy was changed both in
Europe and the United States, and products are now sold directly to customers rather than through distributors.

A new structure for operating the consolidated companies took effect in 2002. The Technical division controls all
R&D and manufacturing. The Prosthetic division handles international marketing, product management and sales
to international markets other than North America and Europe. Localized marketing, sales distribution and services
is handled by three independent sales companies, Ossur North America, Inc., California, Ossur Europe, B.V.,
Netherlands, and Ossur Nordic, A.B., Sweden.

Changes in Accounting Policies

By legislation of a change in Icelandic Act no. 144/1994 on Financial Statements, the effects of general price level
changes on the operation and financial position of the Icelandic reporting entities will cease to be reported,
effective January 1, 2002. Accordingly the Consolidated Financial Statements do not report the effects of general
price level changes since January 1, 2002. Comparative figures for the previous period have not been changed. If
the effects of general price level changes had not been reported for the previous year, net income would have been
USD 7,771 thousand.

In periods prior to 2002 the effects of general price level changes on the operation and financial position were
calculated in preparation of the Consolidated Financial Statements. Accordingly the income statement in prior
period's Consolidated Financial Statements indicated figures stated at the average price level of the year, but figures
in the balance sheet were stated at year-end price level. Price level changes were measured in accordance with
changes in the consumer price index. Fixed assets were revalued by adjusting their total value and depreciation to
year-end. Those fixed assets, which were bought or sold during the period, were revalued according to the period
of ownership. The effects of changes in general price level on monetary assets and liabilities as they were at
beginning of the year and changes in that position during the year were calculated and created revenue (expense)
entry called "Purchasing power loss on net monetary items" (calculated inflation adjustment). Revaluation of fixed
assets and Purchasing power loss on net monetary items were posted to the revaluation equity account in the
balance sheet.

By legislation of a change in Icelandic Act no. 144/1994 on Financial Statements, Icelandic legal entities were

permitted to report the results of their operations and financial position in foreign currencies. Accordingly, the
board of Ossur hf. has decided to report in US dollars, which is the consolidated companies” functional currency.

10



Notes to the Financial Statements

Summary of Significant Accounting Policies

The Consolidated Financial Statements are based on historical cost in accordance with Icelandic law and generally
accepted accounting principles. In all material respects the statements are consistent with the statements of the
preceding year except for the abovementioned changes.

Basis of consolidation

The Consolidated Financial Statements incorporate the financial statements of the Company and enterprises
controlled by the Company (its subsidiaries) December 31, each year. Control is achieved where the Company has
the power to govern the financial and operating policies of an investee enterprise so as to obtain benefits from its
activities.

The Consolidated Financial Statements have been prepared using the purchase method of consolidation accounting.
When ownership in subsidiaries is less than 100%, the minority interest in the subsidiaries' income or loss and
stockholders equity is accounted for in the calculation of the consolidated income or loss and the consolidated
stockholders equity. Immaterial minority interest is not accounted for in the Consolidated Financial Statements.

One purposes of Consolidated Financial Statements is to show only the net external sales, expenses, assets and
liabilities of the consolidated entities as a whole. Hence, intercompany transactions have been eliminated within
the consolidated businesses in the presentation of the Consolidated Financial Statements. Unrealised gain in
inventories resulting from intercompany transactions has been eliminated and calculated income tax in the
Consolidated Financial Statements adjusted accordingly.

Investments in associates

An enterprise over which the consolidation is in a position to exercise significant influence, but not control, through
participation in the financial and operating policy decisions of the investee is an associate.

The results and assets and liabilities of associates are incorporated in these financial statements using the equity
method of accounting. Investments in associates are accounted for as the consolidation's share in the associated
company's equity.

Revenue recognition

Sales of goods are recognised when goods are delivered and title has passed.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and
rewards of ownership to the lessee. All other leases are classified as operating leases. Assets held under finance
leases are recognised as assets at their cost value at the date of acquisition. The corresponding liability to the lessor
is included in the balance sheet as a finance lease obligation.

Foreign currencies

Transactions in currencies other than USD are initially recorded at the rates of exchange prevailing on the dates of
the transactions. Monetary assets and liabilities denominated in such currencies are retranslated at the rates
prevailing on the balance sheet date. Profits and losses arising from exchange rate changes are included in net
profit or loss for the period.

For consolidation purposes, the assets and liabilities of the consolidation's overseas operations are translated at

exchange rates prevailing on the balance sheet date. Income and expense items are translated at the average
exchange rates for each quarter. Translation differences from foreign companies are posted to other equity.

11



Notes to the Financial Statements

Taxation

The income tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the income statement because it excludes items of income or expense that are taxable or deductible in
other years and it further excludes items that are never taxable or deductible. The consolidated company's current
tax liability is calculated using the tax rates for each country.

Deferred tax asset is due to, on the one hand, tax benefits from the purchase of shares in other companies for a price
in excess of the recorded book value of stockholders' equity and, on the other hand, by income tax loss carryforward
due to operating losses.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amount of assets
and liabilities in the financial statements and the corresponding tax basis used in the computation of taxable profit.
Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profits will be available against which deductible temporary
differences can be utilised. Deferred tax assets and liabilities are offset when they relate to income taxes levied by
the same taxation authority and the Group intends to settle its current tax assets and liabilities on a net basis.

In the preparation of the Consolidated Financial Statements, accumulated gains in inventories from intercompany
transactions are eliminated. This has an effect on the income tax expenses of the consolidated companies and an
adjustment is included in the deferred tax asset. Income tax expense is calculated in accordance with tax rates in
the countries where the inventories originate.

Other intangible assets

Other intangible assets consist of capitalized research and development expenses from previous years and the cost
of obtaining patents. These assets are amortized by 10-20% annually. Purchased production know-how and
technical solutions have been capitalized as intangible assets. All research and development costs and costs relating
to patents incurred during the period are expensed.

Other operating fixed assets

An operating fixed asset is recognised as an asset when it is probable that future economic benefits associated with
the asset will flow to the enterprise and the cost of the asset to the enterprise can be measured in a reliable manner.

An operating fixed asset which qualifies for recognition as an asset is initially measured at cost.

The cost of an operating fixed asset comprises its purchase price and any directly attributable cost of bringing the
asset to working condition for its intended use.

The depreciable amount of an operating fixed asset is allocated on a straight-line basis over its useful life. The
depreciation charge for each period is recognised as an expense, on the following bases:

BUILAINGS. ...ttt ettt et e et e et esab e s ebesseesbeestesbe e beenbeeneenseenbeenbeenbenseensenntens 5%
FIXtUIES @nd FUIMITUTE. .....ooiiviiiiieeie ettt ettt e e et e e ettt e e eenteeesenaeeessaasessenteeesenneseesnseessnnes 10-34%
AUTOIMIODILES. ...ttt e et e et e e e et eeeae e e e etae e e eaae e e e ateeeeeateeeeeareeeetaeeeeaaees 10-32%

Machinery and equipment 12-20%

The gain or loss arising on the disposal or retirement of an asset is determined as the difference between the sales
proceeds and the carrying amount of the asset and is recognised in the income statement.

Long-term investments

Long-term investments consist of receivables and securities which are intended to be held for the foreseeable future.
Long-term investments are valued at cost, less an allowance for estimated irrecoverable amounts. If market value is
known then the difference between market value and cost value is provided for when market value is lower.

12



Notes to the Financial Statements

Inventories

Inventories are stated at the lower of cost or net realisable value, after taking obsolete and defective goods into
consideration. Cost comprises direct materials and, where applicable, direct labor costs and those overhead
expenses that have been incurred in bringing the inventories to their present location and condition.

Accounts receivable

Accounts receivables are valued at nominal value less an allowance for doubtful accounts. The allowance is
deducted from accounts receivable in the balance sheet and does not represent a final write-off. Accounts
receivables in other currencies than USD, have been entered at the exchange rates prevailing on the balance sheet
date.

Marketable securities

Marketable securities consist of mutual fund shares and liquidable securities and are valued at the year-end market
price. No restrictions apply to the securities' liquidation. Unrealised and realised gains and losses are included in
the income statement as interest income / expenses.

Stock option contracts and obligations to increase share capital

The consolidated companies have made stock option agreements with directors, employees and other parties
relating to operations. Furthermore, a portion of the purchase price of companies purchased by the consolidation is
contingent upon the achievement of specified operating results. These agreements represent an obligation to
increase share capital in the future.

The difference between market price and exercise price on the contract date is entered as an increase in the
acquisition price of the companies acquired by Ossur hf., or charged proportionally to expense over the remaining
term until the first exercise date of the contract. Where the market price on the contract date is equal to or lower
than the exercise price, no entry has been made.

Long-term liabilities

Long-term liabilities are valued at nominal value less payments made and the remaining nominal balance is
adjusted by exchange rate or index, if applicable. Long-term liabilities in other currency than USD, are recorded at
the exchange rates prevailing on the balance sheet date. Interest expense is accrued on a periodical basis, based on
the principal outstanding and at the interest rate applicable. Borrowing fees are expensed in the period they are
incurred.

Accounts payable

Accounts payable are valued at nominal value and accounts payable in other currencies than USD have been
booked at the exchange rates prevailing on the balance sheet date.

Comparison to the previous year

In order to disclose comparison between periods, comparative figures for periods prior to 2002, which were
originally stated in Icelandic krona, have been translated from Icelandic krona to US dollars. Income statement
items have been translated at the average exchange rate for the year 2001 and balance sheet items have been
translated at the year-end exchange rate 2001.

13



Notes to the Financial Statements

Quarterly statements

Ql Q2 Q3 Q4 Total
1.1.-31.3. 1.4.-30.6. 1.7.-30.9. 1.10.-31.12. 1.1.-31.12.
Net sales .....cooeveeerieceneeenne, 18,593.0 21,223.1 21,390.6 20,076.9 81,283.6
Cost of goods sold .........cceeuee (7,494.9) (8,594.7) (8,304.7) (9,039.0) (33,433.3)
Gross profit .......ccceevceucececnene 11,098.1 12,628.4 13,085.9 11,037.9 47,850.3
Other income .........cccceeeveeveennenne. 222.4 107.0 165.5 535.6 1,030.5
Sales and marketing exp. ........... (4,197.4) (4,891.3) (3,748.2) (4,090.5) (16,927.4)
Research and develop. exp. ....... (2,018.6) (1,556.6) (1,675.8) (1,851.9) (7,102.9)
General and admin. exp. ............ (3,562.1) (3,298.3) (3,137.0) (3,352.1) (13,349.5)
Profit from operations ............ 1,542.4 2,989.2 4,690.4 2,279.0 11,501.0
Interest income/(expenses) ........ (323.3) 338.6 (151.1) 317.5 181.7
Income from associates ............. 56.0 (17.9) 1.7 114.2 154.0
Profit before tax ........ceceveucene. 1,275.1 3,309.9 4,541.0 2,710.7 11,836.7
Income tax .......cccvevveveenierieninnnns (244.4) (720.3) (891.9) 75.9 (1,780.7)
Net profit for the year ............. 1,030.7 2,589.6 3,649.1 2,786.6 10,056.0
EBITDA ..o 2,127.3 3,604.3 5,395.1 3,1834 14,310.1
Net sales
Net sales are specified as follows according to markets in thousands of USD:
2002 2001
Ao N 0 1<) o (o APPSR 46,166.0 38,230.9
BUTOPC. .ttt ettt et sttt st 30,328.3 23,723.9
(011515 g 0T:1 < £~ JR T PSRRI RTP 4,789.3 6,425.6
81,283.6 68,380.4
Net sales are specified as follows according to product lines in thousands of USD:
2002 2001
PrOSTIETICS. ..ttt ettt e ettt e e et e e st e e e eaeteeesaareesennaeesennneas 72,899.4 62,145.6
() 41110 5 1o RPN 4,529.2 3,315.9
Other PIOAUCES. ...ttt sttt ne et neene e e eneeneeneas 3,855.0 2,918.9
81,283.6 68,380.4
Salaries
Salaries and salary-related expenses paid by the consolidation are specified as follows in thousands of USD:
2002 2001
SALATIES ..vvvieiereee ettt ettt e e et e e et e e ee vt e e e ateeeeeaareeeeaaeeeeeteeeeeareeeeareeean 18,479.4 18,291.7
Salary-related EXPENSES ........coverueierierierieneeeesterteeee ettt ettt ettt e esae st e e e 6,372.2 6,095.5
24,851.6 24,387.2
Average NUMDET Of POSITIONS ...eeuvieiereieiieieiieritete ettt ettt s re e ebeeene e 431 392
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Salaries and salary-related expenses, classified by operational category, are specified as follows:

2002 2001

COSt OF ZOOAS SOIA ..eveeiiiieiieiieeeee ettt et e esaeenbe e 9,364.1 7,622.7
Sales and MArkEting ..........ccoecverieiierieriereere ettt eae e 7,582.5 6,846.4
Research and deVeloPmMENnL. ..........cccveeieriieiiiiieeieieeie et 3,139.4 2,421.2
General and adminiStratiVe.........cc.eeveeuieiieiiieieeiere ettt sreeae e e sreene e 4,765.6 7,496.9
24.851.6 24,387.2

The total fees and salaries to the Board of Directors and the President and CEO of the consolidated companies
amounted to 437.2 thousand USD in 2002. These persons have entered into stock option contracts granting them
the right to purchase 3,050,000 shares at ISK 73.70 per share. The stock options are exercisable in 2005 if
specified conditions are met. No dividends, loans or commitments have been extended to these persons.

Interest income / (expenses)

Interest income and (expenses) are specified as follows in USD thousands:

Income from investments 2002 2001
Interest on bank dePOSILS........ecveeeririeieieieieieiee ettt 75.1 72.1
Loss from 10ng-term INVESTMENTS. .........ccvieeieriereeriieieeeesieenieeteseeenieeseeresseenseensesenes (133.5) 0.0
Profit from marketable SECUIItIES. ........ccieiviiiieieeieie ettt 90.1 291.0
Other INEIESt INCOMIEC. ......eoueiuieiieiieieieierertet ettt ettt ettt e 17.3 30.7
49.0 393.8
Finance costs
Interest on loans from financial INStITULIONS........c.cceerrieirieiieieceeie e (791.8) (1,110.5)
Interest on obligations under finance [€ases..........c.evvervverierieneerienierieieeie e (52.8) (6.8)
Other INTEIESt EXPENSES. .. .eveureuierieuieneenteneetestetesessestestessessesseeseeneeseeseeneeneenseneensensenes (76.6) (267.8)
(921.2) (1,385.1)
Calculated inflation adjuStMENtS. ........ec.eeevireieiieriieieeie ettt ees 0.0 874.0
Exchange rate differences..........ooeoiriieriniieceeee e 1,053.9 (370.2)
181.7 (487.5)
Taxation

Income tax expense in the income statement is shown in the following schedule in USD thousands:

2002 2001

Income tax payable for the period...........cocoieriririiiirieieeeee e 1,540.2 860.4
Amortized tax benefits due to purchase of goodwill..........cccecveveievienienieiiinieieeene 1,325.5 1,327.9
Income tax adjustments due to elimination of unrealized profit in inventory........... (869.5) (389.7)
Changes in calculated tax benefits / tax liabilities during the period....................... (215.5) (6.5)
1,780.7 1,792.1
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10.

11.

12.

Earnings per share

The calculation of Earnings per Share is based on the following data:

2002 2001
Net Profit fOr the YEaT......cciicii i 10,056.0 8,632.1
Total average number of shares outstanding (in thousands)............ccceeevvereencnnncnee 322,668.5 327,229.5
Total average number of shares including potential shares (in thousands).................. 323,875.4 328,432.2
Basic Earnings per Share (US CENt) .......ccveevirierieiieiieiiereeieeeeseeseeie e se e 3.12 2.64
Diluted Earnings per Share (US Cent) ......cccoeivueirenieinieineneenceenieeneneeeseeenaene 3.10 2.63
Deferred tax asset
Deferred tax asset is shown in the following schedule in thousands of USD:
31.12.2002 31.12.2001
Tax benefits due to purchase of OOAWIll .........ccccveviiriiiiiiiieieeeeeeee e 16,237.2 17,562.7
Tax benefits due to loss carry-forward ..........cccooeriririninineeeee e 3,399.5 3,368.2
Tax adjustments due to unrealized intercompany gain in inventories................c........ 1,295.1 425.6
TaX HADIIITIES ..veevvieieiieieeieeiet ettt ettt et e aeste e be e b e esaesaeebeesbessaasseenseenseas (742.3) (794.4)
20,189.5 20,562.1

In the year 2000 Ossur bought all shares in an Californian based Company called Flex-foot Inc. The purchasing
price of the shares was considerable higher than book value of equity, identified as goodwill. The goodwill was
expensed in the income statement in the year 2000 but 3/4 of the tax benefits related to the buying of the goodwill

was capitalized.

According to US tax laws applying to the deal the goodwill is deductible from tax over a period of 15 years. Thus
the subsidiary Ossur Holdings Inc. will have a tax deduction over the next 13 years on profits amounting to USD
52,374.6 thousand. The Company estimates sufficient annual profits to utilize the tax benefits. The amount will be
charged to income tax expense in the income statement over the next 13 years. Accordingly, USD 1,325.5
thousand was charged to income tax expense in the income statement during the period. The remaining balance

amounts to USD 16,237.2 thousand.

Other intangible assets

Other intangible assets are specified as follows in thousands of USD:

2002 2001
CoSt At JANUATY L. c.eeiiiiiiiieiieeee ettt sttt 707.3 747.7
Previously amortized .........c.eecviiierieniieieciesieee et e (405.8) (359.2)
Book value at JAnUAry L. .....occoooiiieiiieieee e 301.5 388.5
Exchange rate difference..........ocevieriieiiiiiinieeeie et 359 (13.6)
AAITIONS. ..ttt ettt et e et ne et n e ne et st e e enean 511.0 9.6
ATNOTTIZATION. 1.1t eeteeeteieete ettt et et et e et e ett et e enteestesaaesseensesaseseeesseensesnsenseenses 97.7) (83.0)
Bo0k value at Year-end..........coccveiririeieieiieieee s 750.7 301.5
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The amortization of other intangible assets, classified by operational category, is specified as follows in thousands

of USD:

2002 2001
Research and development EXPenses. ... .co.uvveuereierinieierienieeneeneneenerese e 82.4 314
General and adminiStrative EXPENSES.......cverrereerrerriereerreenieesieseesreesessesseessessesseens 15.3 51.6
97.7 83.0
13. Operating fixed assets and depreciation
Operating fixed assets are specified as follows in thousands of USD:
Buildings Machinery Fixtures &
and sites  Automobiles & equipment  office equip. Total
Total value January 1. ............... 3,364.2 273.8 7,332.4 4,167.9 15,138.3
Previously depreciated .............. (420.9) (56.0) (3,807.9) (2,044.5) (6,329.3)
Book value January 1. ............... 2,943.3 217.8 3,524.5 2,123.4 8,809.0
Exchange rate difference............ 22.4 0.7 81.1 24.2 128.4
AddItions.........ccccevevrerieieienns 297.3 0.0 2,491.0 1,315.8 4,104.1
Disposals.......ccceeeeeveiieneenienienne 0.0 (69.3) (34.9) (6.5) (110.7)
Depriciation...........ccceeeevvevenennen. (196.5) (36.3) (1,279.4) (1,199.2) (2,711.4)
Book value at year-end............... 3,066.5 112.9 4,782.3 2,257.7 10,219.4
Depreciation, classified by operational category, is shown in the following schedule in thousands of USD:
2002 2001
Cost Of ZOOAS SOIA ...t 1,011.8 743.4
Sales and Marketing EXPENSES ......c.eevveruerrierrrerrerieeiieeieseesteeeesseesteeseesesseensesnsesnnes 91.2 75.9
Research and development EXPENSEs. .......coueruerererererrieieeeeeeieeeeeeeeeeeseesaeseeseens 327.1 257.9
General and adminiStrative EXPENSES .....vevverreerueeriereerieerieeireneenieeresresseessessesseens 1,281.3 901.5
2,711.4 1,978.7
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14. The Consolidation

The Consolidated Financial Statements of Ossur hf. pertain to the following subsidiaries:

Ownership

OSSUT HOIAING, AB......ooviiiieieeiiieiee ettt 100%
OSSUT NOTAIC, AB.....eeeeeeee ettt ee et e s e et s e e e eee s s e eeeesees e eseesenaeen 100%
OSSUL INOTIC, AS..eeeeeeeeeeeeeeeeeeee ettt et et et e e e e e e e et e e e eseee oo eaeerasenaeeseeeseseeeseeseeeees 100%
OSSUr ENGINEETING, AB.....ooovieeeeieeeeeeeeeeeeeeeee ettt enees 100%
PI ProteSindustri, AB....cc.icciiiiiiieieciece ettt ettt et e sttt et ettt e e rbeeaeeeaeenbeenns 100%
PIIMEICAl, APS. ...ttt ettt st a ettt h et sttt b et enan 100%
Mega Hali Med, AB......ccooiiiiiiiiiieineete ettt ettt sttt ettt ene e 100%
PIMEICal, ABh.....eiiiieiieeete ettt ettt ettt b et st neene e 100%
Protese INdustri MEdiCal, AS.........oo oot e e eaeeenneens 100%
OSSUF HOIAINES, I1NC.......ceoveieeeeeeeeeeeeeee ettt esenees 100%
OSSUT ENZINEETING, INC...vvvvoviieieiicee ettt 100%
Century XXIT Engineering, INC........cccieierieriienieeiesieniienieeteeeesteetesvessseseeessesssessnessaessesssesseensens 100%
OSSUL NOTtH AMETICA, INC. ettt ettt e et e et e s ee e ee e e n s s eeneas 100%
MAUCK, INIC..ei i et e et e et e e e e eaae e e eeateeeeeaaaeeeenaeeeeetaeeeenaaeeesenres 100%
OSSUL USA, TIC. ..ottt et e et et e e e e e e e e ee e n e nenenenee e 100%
OR CaPital, INC...ouveeiieiieieeeeie ettt ettt ettt et e et e e st e aeenbessbesseesaensessaesseessaensesnsenseensenns 100%
OSSUT STOBLERKT NE.......vveeeeeeeeeeee ettt n s es s 90%
OSSUL UK L. oottt et ettt ee s e eee e aeaeeeeeeeeseeee et e et et et eeee et eeeneneeeseaeneneeenens 100%
OSSUT BUTOPE, BV .....oiiiiiiiiiciei ettt 100%

During the year Ossur hf. establised a finance branch in Switzerland to govern intercompany long-term liabilities
and investments.

15. Investments in associates

Investments in associates are specified as follows in thousands of USD:

2002 2001
Cost of investment, JANUATY L........ccccveieririiiiiiinieieeie et 94.5 96.9
DISPOSALS. ...ttt ettt ettt e e neneen (94.5) (2.4)
0.0 94.5
Value adjustments, JANUATY 1.......cccevieiiirienieiieieniese ettt 32.8 0.0
Share Of NEt PrOFit........cceeuieiiieieieee e 39.8 224
EXchange differenCes..........ooveiiriieiieniieiieieeeesceie ettt sttt e 27.1 11.2
DISPOSALS. ...ttt ettt eennen (99.7) (0.8)
Value adjustments Year-end...........eecueeverieniieiienieniienieeieseesieeie e seesieeseseesieeneeens 0.0 32.8
Book value at year-end...........cocoeeiiriiiiiiiiiiiceee e e 0.0 127.3
Income from associates is specified as follows in thousands of USD:
Share Of NET PIOTTL.....eevieiiiieriieieeie ettt ettt beenaesaeesaees 39.8 224
Profit from sales 0f @SSOCIALES. .......coueruirireriieiieeeieeee e 114.2 0.0
154.0 22.4
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16.

17.

18.

19.

Long-term investments
Long-term investments are specified as follows in thousands of USD:

31.12.2002 31.12.2001

UNLIStEA SECUITHIES. ...vveuveeereeieiieieeiesteesieeteeteeteestesreesaesteesbeesaesseesseenseensesseenseensensns 380.6 108.4
LIStEd SECUITHIES. ...veevvitiitieieeieeteeeteecte et et e et ete et e eeresteeebeesbeeasesteesbeesseesseesseseenseens 607.4 699.3
Other 1oNg-term INVESTMENLS.......ccveecierieiierieeieeienteeieeteetesreesseeresaeseeesseessesseessees 242.3 423.6
ATIOWANCES. ....enveeeietieeesieett ettt et et e e te st e tesaesse et e eseeseeseeseentensensensensensesessensennes (296.6) (83.1)

933.7 1,148.2
Inventories

In the preparation of the Consolidated Financial Statements, accumulated gains in inventories from intercompany
transactions amounting to USD 4,859.9 thousand were eliminated. This has an effect on the income tax expense of
the consolidated companies, and an adjustment of USD 1,295.1 thousand is made in the Consolidated Financial
Statements to reduce income tax expense to account for this.

Accounts receivable
Accounts receivable are specified as follows in thousands of USD:

31.12.2002 31.12.2001

NOMUNAL VAIUE. .....oviiiiiiiiiceiiie ettt et e et e e eeaaeeeeenes 14,132.2 11,074.0
Allowances for doubtful aCCOUNTS.........c.coiiiiieiiieiieieie ettt (1,210.4) (701.4)
AlloWances fOr SAIES TETUITL .......cc.eerueeierieriieieeie et et ete et eseereseaesaeenseenaesseenns (518.6) (518.6)

12,403.2 9,854.0

Stockholders' equity

Common stock is as follows in millions of shares and USD thousands:

Shares Ratio Nominal value
Total common stock at year-end..........cccoeeeeevereereicienieneeieeeennenn 3222 98.1% 3,122.8
Treasury stock at year-end...........coceeeverereneneneeeeeeceeeeeeenes 6.2 1.9% 59.8
328.4 100.0% 3,182.6

Shares issued and outstanding at year-end numbered a total of 328,441,000. The nominal value of each share is one
Icelandic krona. A shareholders meeting has passed a resolution, effective June 6, 2002 changing The articles of
Association which changes the par value of shares from Icelandic currency to being denominated in USD. The
process is ongoing and will be completed when technical problems have been solved in the bank clearing system.
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20.

Changes in stockholders' equity are as follows:

Additional Statutory Other

Common stock paid-in capital reserve Equity Total
Stockholders' equity as of
January 1,2002 ......cccoeveennene. 3,141.7 27,258.9 146.9 0.0 30,547.5
Purchases of treasury stock ......... (55.2) (2,905.4) (2,960.6)
Sales of treasury stock ............... 29.1 1,560.3 1,589.4
Exercised share options ............. 1.9 49.8 51.7
Allocation of treasury stock
to sellers of subsidiaries .............. 53 204.0 209.3
Translation difference of
shares in foreign companies....... 367.7 367.7
Net income for the period........... 10,056.0 10,056.0
Transferred to statutory
TESCTVE..eeiveeerreerreesereenereenereeseens 588.5 (588.5) 0.0

3,122.8 26,167.6 735.4 9,835.2 39,861.0

Stock Option Contracts and Obligations to Increase Share Capital

Following is a schedule of stock option agreements and obligations to increase share capital assuming all

conditions will be fully met:

Number of shares (in Thousands)

Contract rate / conditions 2003 2004 2005 2006 Total
3.125 / conditional..................... 858.0 429.0 0.0 0.0 1,287.0
24.0 / conditional....................... 189.6 189.6 189.6 0.0 568.8
46.0 / conditional....................... 0.0 0.0 0.0 1,000.0 1,000.0
58.5 / conditional....................... 400.0 400.0 400.0 0.0 1,200.0
73.7 / conditional....................... 0.0 0.0 3,550.0 0.0 3,550.0

1,447.6 1,018.6 4,139.6 1,000.0 7,605.8

At year-end 2002, the total outstanding number of shares in Ossur hf. amounted to 328,441,000. The Articles of
Association of the Company authorizes the Board of Directors to issue up to 10,000,000 shares for the purposes of
the above contracts. This authorization is valid until March 24, 2005. The listed market price per share at year-end

2002 was 54.0.

Ossur hf. has contractual obligations from the purchase of Swedish subsidiaries in the year 2000 to issue 1,099,216
shares in the years 2003-2004 to the sellers subject to certain conditions. The Company will utilize treasury shares
to fulfill these agreements. The debt is entered in the accounts of the parent company.
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21. Long-term liabilities
Long-term liabilities are specified as follows in thousands of USD:

Remaining balances
31.12.2002 31.12.2001

Long-term liabilities in foreign currencies:

L0aNS i USD ...cviiiiiiiiiicit ettt ettt ettt et reebeeabesrsesaeeaseeasesrnens 12,675.2 17,030.3
L0ans in EUR .....oooviiiicceee et 6,198.8 0.0
L0ans in ISK .....viiiiiiciie sttt ettt ettt et e et e esbeesebeesnbeessaeensaeas 142.4 808.4

19,016.4 17,838.7
CULTENT MATUTTEICS. ....vevevieeieiieeieeieeeeteeeste e tesaestesteeseesesseeseenesseeseeseensensensesensensensas (5,132.1) (4,907.9)
Long-term liabilities at year-end...........cccoevurrierierienieiiereeieereseese e 13,884.3 12,930.8

Aggregated annual maturities are as follows:

IN 2003 5,132.1 4,907.9
IN 2004t et 9,218.8 4,812.3
IN 2005 ... e 1,105.1 7,733.2
I 2000, et e e 898.1 385.3
LT 2,662.3 0.0

19,016.4 17,838.7

22. Cash flow

The Consolidated Statements of Cash Flows shows the effects of foreign exchange adjustment of the cash flows
statements of foreign subsidiaries, reporting in other currencies than US dollars, as a separate reconciliation item.

Taxes paid during the year amounted to USD 820.4 thousand. Interest expenses in excess of interest income
amounted to USD 751.9 thousand during the year.

Fixed assets in the amount of USD 1,043.2 thousand were purchased during the period, financed in full by lease
agreements. These purchases do not affect cash, and are therefore not included in the Consolidated Statements of
Cash Flows.

23. Insurances

At year-end the official insurance value of the consolidation’s assets is specified as follows in thousands of USD:

Insurance value Book value
Fixed assets and INVENTOTIES .........ccveiiieviiiiiiiieeeieee ettt ecneee e e e esnaeeeseaeeeeenes 30,062.7 22,577.4

The consolidation owns buildings situated in California, USA.

The consolidation has purchased business interruption insurance intended to compensate for temporary breakdown
of operations. The insurance amount is 14,455.9 thousand USD.
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24. Commitments and Mortgages

The terms of loans amounting to 9,248.7 thousand USD include provisions to the effect that the Company shall not,
without consulting the lender, divest itself of a substantial proportion of its fixed assets or substantially alter its
operations. In addition, the loan agreements contain terms on gearing limits.

25. Leases

The remaining balance of the finance leases on the balance sheet date amount to 1,427.3 thousand USD, which is
included in long-term liabilities.

The remaining balance of the operating lease contracts at the balance sheet date amounts to 56.1 thousand USD.
The amount is not included in liabilities, but the lease payments are expensed as the fall due.

Eleven rental agreements are in place for premises in Reykjavik, the Netherlands, Sweden and the United States.
The leases expire in the years 2003-2020. The total amount of rent for the consolidated companies in the year 2002
is 1,431.2 thousand USD.

The Company has pre-emptive purchasing rights to the property at Grjothals 5 in Reykjavik for the duration of the
lease term.

26. Approval of financial statements

The Financial statements were approved by the board of directors and authorised for issue on February 11, 2003.
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