


Profile

Akzo Nobel is a multicultural organization
serving customers throughout the world with
coatings, chemicals, and human and animal

healthcare products. We employ around
62,000 people in more than 80 countries.

We are a Fortune Global 500 company and
are listed on both the Euronext Amsterdam
and NASDAQ stock exchanges. We are also

Included on the Dow Jones Sustainability

Indexes and the FTSE4Good Index.
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AKZO NOBEL

Our company

Akzo Nobel is a multicultural
company. We are market-driven
and technology-based, serving
customers throughout the world
with healthcare products,
coatings and chemicals.

Akzo Nobel conducts its
diversified activities through
decentralized business units.
We maintain a product portfolio
with leadership positions in
important market segments.

Our commitments

We wiill focus our efforts on
the success of our customers.
We will provide competitive
returns on our shareholders’
investment. We will create an
attractive working environment
for our employees. We will
conduct our activities in a
socially responsible manner.

Our ambition

To be the first choice of
customers, shareholders and
employees, and to be a

respected member of society.

Our people

Akzo Nobel regards its people
as its most important resource.
We foster leadership, individual
accountability, and teamwork.
Our employees are professionals
whose entrepreneurial behavior
is result-oriented and guided by
personal integrity. They strive for
the success of their own units

in the interest of Akzo Nobel

as a global company. In return,
our employees can count on
opportunities for individual

and professional development
in an international working
environment. We offer them
rewarding and challenging
assignments with room

for initiative.
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New IFRS accounting standards * |FRIC 4, Determining whether an Arrangement contains a Lease,
In 2005 and 2006 several new accounting pronouncements were applies to annual periods beginning on or after January 1, 2006.
issued, of which the company assessed that the following have an This Interpretation provides guidance for determining whether
impact on the company’s consolidated financial statements. an arrangement, comprising a transaction that does not take
the legal form of a lease but conveys a right to use an asset
» |FRS 7 Financial Instruments: Disclosures and the Amendment should be accounted for in accordance with IAS 17. The
to IAS 1 Presentation of Financial Statements: Capital standard did not impact the consolidated financial statements.
Disclosures requires disclosures about the significance of
financial instruments for an entity’s financial position and * |FRIC 9 Reassessment of Embedded Derivatives requires that
performance, and qualitative and quantitative disclosures on the only when there are changes to the contract a reassessment
risks arising from financial instruments. The standard becomes should be made of whether embedded derivatives should be
effective from 2007 onwards. The effect on the company’s separated from the underlying host contract. IFRIC 9 becomes
disclosures is expected to be limited. effective for the 2007 financial statements and is not expected

to have any impact on the consolidated financial statements.
< |AS 19 (Amendment), Employee Benefits, is mandatory for

accounting periods beginning on or after January 1, 2006. * |FRIC 10 Interim Financial Reporting and Impairments prohibits
It introduces the option of an alternative recognition approach the reversal of an impairment loss recognized in a

for actuarial gains and losses. It may impose additional previous interim period in respect of goodwill, an investment
recognition requirements for multi-employer plans where in an equity instrument or a financial asset carried at cost.
insufficient information is available to apply defined benefit IFRIC 10 is effective from 2007. It will apply prospectively
accounting. It also adds new disclosure requirements. As the from the date that IFRS was first implemented and does not
company does not intend to change the accounting policy impact the consolidated financial statements.

adopted for recognition of actuarial gains and losses and does
not participate in any multi-employer plans, adoption of this
amendment only impacts the format and extent of disclosures
presented in the consolidated financial statements.

* |AS 39 and IFRS 4 (Amendment), Financial Guarantee Contracts,
applies to annual periods beginning on or after January 1, 2006.
Under this standard, a financial guarantee contract is initially
recognized at fair value and is subsequently measured at the
higher of (a) the amount determined in accordance with |AS 37
and (b) the amount initially recognized less, when appropriate,
cumulative amortization recognized in accordance with IAS 18.
Different requirements apply for the subsequent measurement
of financial guarantee contracts that prevent derecognition
of financial assets or result in continuing involvement.

Financial guarantee contracts held are not within the scope
of the standard.

Summary of significant accounting policies

Financial statements
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Consolidated statement of income for the year
ended December 31

Millions of euros Note 2006 20051
Revenues 13,737 13,000
Cost of sales (7,394) (7,070)
Gross profit 6,343 5,930
Selling expenses (3,436) (3,214)
Research and development expenses (885) (810)
General and administrative expenses (749) (680)
Other operating income 2 189 260

(4,881) (4,444)
Operating income 1,462 1,486
Financing income 3 126 125
Financing expenses 3 (237) (281)
Operating income less financing income and expenses 1,351 1,330
Share in profit of associates 4 89 6
Profit before tax 1,440 1,336
Income taxes 5 (258) (338)
Profit for the period 1,182 998
Attributable to:
Equity holders of the company 1,153 961
Minority interest 29 37
Profit for the period 1,182 998
In EUR:
Basic earnings per share 18 4.02 3.36
Diluted earnings per share 18 4.00 8835

* Reclassified for comparative reasons
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Consolidated balance sheet as of December 31
Before allocation of profit

Millions of euros Note 2006 20051
Assets

Property, plant and equipment 7 3,346 3,432
Intangible assets 8 682 488
Deferred tax assets 10 953 895

Investment in associates i 177 301

Other financial noncurrent assets 9 576 604

Financial noncurrent assets 9 1,706 1,800
Total noncurrent assets 5,734 5,720
Inventories 12 2,042 1,987

Income tax receivable 13 109 137

Trade and other receivables 14 2,810 2,773

Cash and cash equivalents 15 1,871 1,486

Assets held for sale 16 219 322

Total current assets 7,051 6,705
Total assets 12,785 12,425
Equity 17

Issued capital 574 572

Share premium 1,841 1,803

Other reserves 1,729 1,040

Akzo Nobel NV shareholders’ equity 4144 3,415

Minority interest 119 161

Total equity 4,263 3,576
Liabilities

Provisions 19 2,132 2,210

Deferred income 20 7 27

Deferred tax liabilities 10 174 156

Long-term borrowings 21 2,551 2,702

Total noncurrent liabilities 4,864 5,095
Short-term borrowings 22 410 357

Income tax payable 13 321 380

Trade and other payables 23 2,331 2,191

Current portion of provisions 19 571 766

Liabilities held for sale 16 25 60

Total current liabilities 3,658 3,754
Total equity and liabilities 12,785 12,425

1 Reclassified for comparative reasons
Consolidated statement of income for the year

ended December 31
Consolidated balance sheet as of December 31

Financial statements
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Consolidated statement of cash flows for the year

ended December 31

Millions of euros

Profit for the period

Adjustments to reconcile earnings to cash generated from operating activities:
Depreciation and amortization

Impairment losses

Financing income and expenses

Share in profit of associates

Income taxes

Operating profit before changes in working capital and provisions
Changes in trade and other receivables

Changes in inventories

Changes in trade and other payables

Changes in provisions

Other

Cash generated from operating activities

Interest paid
Income taxes paid
Pretax gain on divestments

Net cash from operating activities

Capital expenditures

Investments in intangible assets
Interest received

Repayments from associates

Dividends from associates

Acquisition of consolidated companies?
Proceeds from sale of interests?

Loan to APF?

Other changes in noncurrent assets

Net cash from investing activities

New long-term borrowings
Repayment of borrowings
Issue of shares

Termination of currency swap
Dividends

Net cash from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at January 1
Effect of exchange rate changes on cash and cash equivalents and impact of IAS 32/39

Cash and cash equivalents at December 31

2006 20051
1182 998
552 569
29 132
111 156
(79) 17)
258 338

2,053 2176
22 (169)
(54) 38
122 a7)
(262) (598)
18 28

(154) (818)

1,899 1,358
(213) (220
(366) (391)
(213) (44)

(792) (655)

1,107 703
(529) (514)
12) (67)
112 109
= 27
37 19
(326) (55)
371 64
19 (150)
20 53

(308) (514)
4 3
(83) (269)

40

21 78
(369) (366)

(387) (554)

412 (365)

1,486 1,811

(27) 40

1,871 1,486

* Reclassified for comparative reasons
2 Net of cash acquired or disposed of
2 Akzo Nobel Pension Fund in the Netherlands
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Consolidated statement of changes in equity

Attributable to equity holders of the parent *

Other
Sub- Change in (statutory)
scribed Additional fair value Cumulative reserves and Share-

share paid-in of  translation  undistribu- holders Minority Total
Millions of euros capital capital derivatives reserves ted profits equity interest equity
Balance at December 31, 2004 572 1,803 (20) 250 2,605 140 2,745
Implementation IAS 32 and 39 1 (20) 9 9)
Changes in fair value of derivatives 1 1 1
Changes in exchange rates in respect of
foreign operations 162 162 16 178
Income/(expense) directly recognized in equity 22 162 (20) 164 16 180
Profit for the period 961 961 37 998
Total income/(expenses) 22 162 941 1,125 53 1178
Dividend paid (343) (343) (23) (366)
Equity-settled transactions 28 28 28
Changes in minority interests in subsidiaries 9) 9)
Balance at December 31, 2005 572 1,803 22 142 876 3,415 161 3,576
Changes in fair value of derivatives (24) 2 (26) (26)
Changes in exchange rates in respect of
foreign operations (1120) (110) (20) (220)
Income/(expenses) directly recognized in equity (24) (112) (236) (20) (146)
Profit for the period 1,153 1,153 29 1,182
Total income/(expenses) (24) (112) 1,153 1,017 19 1,036
Dividend paid (344) (344) (25) (369)
Equity-settled transactions 16 16 16
Issue of common shares 2 38 40 40
Changes in minority interests in subsidiaries (36) (36)
Balance at December 31, 2006 574 1,841 2 30 1,701 4,144 119 4,263

! Reclassified for comparative reasons

Consolidated statement of cashflows
Consolidated statement of changes in equity

Financial statements
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Notes to the consolidated financial statements

Unless stated otherwise, all amounts are rounded in millions
of euros.

Subsidairies and associated companies

A list of subsidairies and associated companies, drawn up

in conformity with sections 379 and 414 of Book 2 of the
Netherlands Civil Code, has been filed with the Trade Registry
of Arnhem.

Changes in consolidated interests
In August 2006 Akzo Nobel acquired the Flood Company to
strengthen its position in the North American wood coatings
market. The purchase price amounted to EUR 31 million and
included EUR 11 million for goodwvill.

In June 2006 Akzo Nobel acquired Sico Inc., active in the
architectural coatings market, for an amount of EUR 210 million,
including EUR 118 miillion for goodwill.

In February 2005, Akzo Nobel announced it would focus its
Chemicals portfolio on five strategic areas with clear prospects for
profitable leadership. As a consequence of the strategic review,
businesses with total 2004 revenues of around EUR 700 million
were to be divested. The processes to realize these divestments
are near to completion. The divestment process for a number of
these activities is at such a stage that the assets and liabilities
thereof qualify as held for sale. See note 16. Given their relatively
limited size, none of these divestments meet the criteria for
discontinued operations.

During 2006 and 2005, Akzo Nobel acquired several other
businesses in strategic markets and geographic areas. Also a
number of other activities were divested in 2006 and 2005. None
of these were significant to the consolidated financial statements.

All acquisitions were accounted for on the basis of the purchase
accounting method.

The acquisitions in 2006 contributed EUR 202 million to revenues.
If all acquisitions had occured on January 1, 2006, additional
revenues would have been EUR 132 million. The acquisitions in
2006 only had a marginal contribution to net income, even if all
acquisitions had occurred on January 1, 2006.

The acquisitions in 2006 (at acquisition date) had the following
effect on Akzo Nobel’s assets and liabilities:

Recognized values

Property, plant and equipment 63
Intangible assets 102
Other fixed assets 12
Cash acquired 4
Inventories 68
Trade and other receivables 74
Provisions (65)
Long-term borrowings (58)
Trade and other payables 44)
Net identifiable assets and liabilities 156
Goodwill on acquisitions 174
Consideration paid 330
Cash acquired (4)
Net cash outflow 326

Segment information

Segment information is presented in respect of the company’s
business and geographical segments. The primary segment
reporting is based on the business segments, which also forms
the basis for the company’s management and internal reporting
structure. The secondary segment reporting is based on the
geographical areas in which the company operates, whereby
segment revenue is based on the geographical location of
customers and segment assets are based on the geographical
location of the assets.

Segment results, assets, and liabilities include items directly
attributable to a segment as well as those that can be allocated
on a reasonable basis.
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Akzo Nobel
Share in Depreciation
Revenues to Group Operating profit of and
third parties revenues income associates amortization
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
Organon 2,589 2,404 2,611 2,425 354 415 2 2 121 126
Intervet 1,125 1,094 1,125 1,094 219 238 59 54
Coatings 6,203 5,541 6,209 5,555 604 384 1) @ 140 135
Chemicals 3,791 3,867 3,809 3,890 362 312 41 23 221 241
Other 29 94 63 117 77) 137 47 (18) 11 13
13,737 13,000 13,817 13,081 1,462 1,486 89 6 552 569
Intersegment revenues (80) (82)
13,737 13,000
Total Investment Capital Impairment
Total assets liabilities in associates expenditures losses
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
Organon 2,074 2,262 644 677 6 5 103 95 73
Intervet 1,153 1,082 270 245 55 54
Coatings 3,821 3,328 1,524 1,360 6 1 135 112 5) 10
Chemicals 2,549 2,946 895 1,003 128 263 231 252 24 49
Miscellaneous and eliminations, including
cash and cash equivalents, and borrowings 3,011 2,506 5,189 5,564 37 22 5 1
Investment in associates 177 301
12,785 12,425 8,522 8,849 177 301 529 514 29 132
Revenues by
country of Capital
destination Total assets expenditures
2006 2005 2006 2005 2006 2005
The Netherlands 915 862 3,165 3,061 179 179
Germany 1,209 1,238 696 750 24 25
Sweden 523 516 863 863 78 65
United Kingdom 781 809 664 690 20 31
Other European countries 4,245 4,075 2,266 2112 85 81
United States and Canada 2,711 2,400 2,093 1,959 70 51
Latin America 924 830 610 619 23 42
Asia 1,755 1,590 940 1,017 43 32
Other regions 674 680 252 329 7 8
13,737 13,000 11,549 11,400 529 514
Eliminations and cash and cash equivalents 1,059 724
Investment in associates 177 301
12,785 12,425

Notes to the consolidated financial statements

Financial statements
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Notes to the consolidated financial statements

Note 1

Incidentals

Incidentals are special benefits, results on divestments,
restructuring and impairment charges, and charges related
to major legal, antitrust, and environmental cases.

Incidentals incuded in the statement of income are as follows:

2006 2005
Special benefits 55 571
Results on divestments 213 44
Restructuring and impairment charges (112) (269)
Charges related to major legal, antitrust,
and environmental cases (4) (112)
152 334
The incidentals are included in the following cost lines:
2006 2005
Cost of sales (39) (a5)
Selling expenses 2) 83
Research and development expenses 24
General and administrative expenses 24
Other operating income/(expenses) 193 218
152 334

In 2006, the special benefits of EUR 55 million were mainly
attibutable to the transition to a defined contribution scheme for
certain U.S. pension plans and a change of the U.S. postretirement
healthcare plan.

In 2005, the special benefits mainly related to the termination

of the Risperdal® copromotion (EUR 149 million), the settlement
with Duramed/Barr on Mircette (EUR 109 million), the release of
provisions due to termination of the postretirement healthcare
plan in the Netherlands, and the change to a defined contribution
plan in the Netherlands (EUR 283 million).

Results on divestments of EUR 213 million in 2006 were derived
mainly from the sale of a Coatings plant near Barcelona and the
profits from the Chemicals divestment plan.

Results on divestments in 2005 mainly concerned the divestment
of Intervet’s feed additives business BioVet and the divestment of
the company’s interest in Svensk Ethanolkemie AB.

The following restructuring and impairment charges were
recognized:

2006 2005
Asset impairments at:
— Organon (67)
— Coatings (5) (5)
— Chemicals (24) (49)
Restructurings at:
— Organon (8) (3)
— Coatings (34) (31)
— Chemicals (40) (24)
— Other @)

(112) (169)

In 2006, the asset impairments mainly related to some smaller
impairments at Chemicals and Coatings. Of the total impairment
charges of EUR 29 million, EUR 1 million relates to goodwill,

EUR 19 million to property, plant and equipment, while EUR 9
million of impairments relate to other assets, which after
impairment were included under assets held for sale.

In 2005, the asset impairments mainly related to Organon’s active
pharmaceutical ingredients activities and the McCook plant of
Chemicals in the United States. Organon’s active pharmaceutical
ingredients activities were under pressure from difficult market
circumstances, leading to a pretax impairment charge of EUR 67
million. The impairment of the McCook plant was the result of
restructuring of the production capacity in order to address the
more competitive environment in which the Surfactants business
operates. In addition, some smaller impairments at Chemicals
and Coatings were recognized.

Both in 2006 and 2005, restructuring charges relate to

several relatively smaller plans within the company and comprise
accruals for employee benefits and for costs directly associated
with plans to exit specific activities and to close down facilities.
For all restructurings a detailed formal plan exists and the
implementation of the plan has started or the plan has

been announced.

Charges related to major legal, antitrust, and environmental cases
for 2006 amounted to EUR 21 million for antitrust cases and a
reversal of EUR 17 million for environmental risks at derelict sites
of companies acquired in the past. In 2005, these charges related
to antitrust (EUR 39 million), Remeron® cases (EUR 64 million) and
environmental cases (EUR 9 million).
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Note 2
Other operating income

2006 2005
Incidentals 193 218
IAS 39 fair value adjustments a7) 26
Results on sale of redundant assets 9 5
Currency exchange differences 3 5
Other items 1 6

189 260
Note 3
Financing income and expenses

2006 2005
Interest income 126 125
Interest expenses (221) (240)
Interest on discounting of provisions
and other long-term receivables (16) (41

(112) (156)

Included in the interest expenses was a reduction of EUR 4 million
(2005: EUR 3 million) due to the capitalization of financing
expenses of capital investment projects under construction.

The average interest rate used for capitalization of borrowing cost
was 4%.

Note 4

Share in profit of associates

The 2006 share in profit of associates amounted to EUR 85 million
net of a tax charge of EUR 4 million (2005: EUR 4 million net of a
tax charge of EUR 2 million). The operational performance of
associates improved, mainly due to improved results for Flexsys.
The 2006 earnings include net incidental profits of EUR 39 million,
mainly related to Acordis. In 2005, the net incidental losses of
EUR 37 million mainly related to the closure of Methanor and
guarantees for environmental costs at Acordis.
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Note 5

Income taxes

Pretax income (including the share in profit of associates)
amounted to EUR 1,440 million (2005: EUR 1,336 million).

Tax (charges)/benefits are included in the statement of income
as follows:

2006 2005
Tax on operating income less financing
income and expenses (254) (336)
Tax on share in profit of associates 4) 2
(258) (338)

The classification of current and deferred taxes is as follows:

2006 2005
Current tax:
— for the year (487) (418)
— adjustments for prior
years 141 31
(346) (387)
Deferred tax for:
— origination and reversal
of temporary differences 109 60
— changes in tax rates (15) (©)]
— tax losses recognized (6) 2
88 49
(258) (338)

The reconciliation of the corporation tax rate in the Netherlands to
the effective consolidated tax rate is as follows:

2006 2005

Corporate tax rate in the Netherlands 30 32

Effect of lower tax rates in certain countries 2) (6)
Tax-exempt income/nondeductible expenses @) 2

Nontaxable income from investment in

associates @) @
Changes in enacted tax rates 1 -

Under/(over)provided in prior years 9) 2

18 25

Notes to the consolidated financial statements

Financial statements
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Notes to the consolidated financial statements

In 2006, the effective consolidated tax rate is affected by a
change in the geographical mix of taxable income and by a one-
time benefit of around EUR 125 million. This benefit is attributable
to an agreement with tax authorities in several countries on
transfer pricing issues related to the company’s corporate income
tax filings, covering a period of almost ten years. Also the enacted
tax rates in several jurisdictions decreased. The main changes
include the decrease of the tax rate in the Netherlands from
29.6% (2006) to 25.5% (2007), and a decrease of the tax rate

in Spain from 35% to 32.5% (2007) and to 30% (2008).

In 2006, the aggregate amount of current and deferred taxes
relating to items directly recognized in equity is a credit of

EUR 46 million and relates to cashflow hedge accounting, share-
based payments, and intercompany loans of a permanent nature.
In 2005, this was a charge of EUR 51 million.

Note 6
Salaries, wages, and social charges

2006 2005

Salaries and wages 2,543 2,402
Pension and other postretirement cost 316 304
Other social charges 499 515
3,358 3,221

Pension and other postretirement cost exclude the special benefits
of EUR 55 million, mainly related to the changes in the pension
and postretirement plans in the United States (2005: EUR 283
million related to changes in the pension and postretirement plans
in the Netherlands). Charges recognized in the statement of
income for share-based compensation are included in salaries and
wages (2006: EUR 16 million; 2005: EUR 12 million). For more
details on share-based compensation see note f to the balance
sheet of Akzo Nobel NV.

Employees
Average number of employees 2006 2005
Organon 14,000 14,200
Intervet 5,300 5,300
Coatings 30,700 29,000
Chemicals 10,500 11,600
Other units 1,400 1,300
61,900 61,400
Number of employees at December 31 61,900 61,300

The average number of employees working outside the
Netherlands was 50,500 (2005: 50,000).
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Note 7
Property, plant and equipment

Construction

in progress Assets not

Plant equip- and pre- used in the
Buildings ment and Other payments production
Total and land machinery equipment  on projects process
Balance at January 1, 2005
Cost of acquisition 9,141 2,576 5,186 830 382 167
Depreciation/impairment (5,606) (@,209) (3,753) (626) (218)
Carrying value 3,535 1,467 1,433 204 382 49
Changes in carrying value:
Acquisition through business combinations 18 6 10 2
Divestitures @ @
Capital expenditures 514 96 365 84 (33) 2
Transfer between categories (38) 31 62 (54) @
Disinvestments (a3) 8) 2 @ 2
Depreciation (528) (205) (339) (81) (3
Impairment 97) (35) (57) (3) 2
Transfer to noncurrent assets held for sale (264) (41 (74) 43) (6)
Changes in exchange rates 168 72 77 8 9 2
Total changes (203) (53) 10 28 (84) 4)
Balance at December 31, 2005
Cost of acquisition 9,419 2,665 5,386 890 298 180
Depreciation/impairment (5,987) (2,251) (3,943) (658) (a35)
Carrying value 3,432 1,414 1,443 232 298 45
Changes in carrying value:
Acquisition through business combinations 63 37 23 3
Divestitures (25) a8) (7)
Capital expenditures 529 97 318 87 18 9
Transfer between categories 26 (7) 17 (35) @
Disinvestments (45) (23) (7) a2 2 @
Depreciation (501) (ao7) (310) (82) 2
Impairment (29) (6) a2) @
Reversal of impairments 2 2
Transfer to noncurrent assets held for sale (27) (a3) (1) @ 2
Changes in exchange rates (63) (30) @a7) (©)] @ (6)
Total changes (86) (35) (30) 3 (22) 2
Balance at December 31, 2006
Cost of acquisition 9,179 2,671 5176 896 276 160
Depreciation/impairment (5,833) (a,292) (3,763) (661) (217)
Carrying value 3,346 1,379 1,413 235 276 43
If an impairment indicator exists, an impairment calculation is The 2006 impairment charges relate to several smaller
performed. In cases where the carrying value of an asset exceeds restructurings.
the recoverable amount, an impairment charge is recognized in the
statement of income. In 2006, EUR 19 million impairment charges In 2005 the asset impairments mainly related to Organon’s active
were recognized (2005: EUR 97 million), while EUR 2 million pharmaceutical ingredients activities and the Chemicals McCook
impairment charges were reversed. Both the impairment charges plant in the United States. The impairment of Organon’s active
and the reversal of impairments were recognized in cost of sales. pharmaceutical ingredients activities was due to difficult market

Notes to the consolidated financial statements

Financial statements
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Notes to the consolidated financial statements

circumstances. The recoverable value of the business was
calculated by determining the value in use, using a pre-tax discount
rate of 16%. The impairment of the McCook plant was due to the
restructuring of the production capacity in order to address the
competitive environment in which the Surfactants business
operates. The recoverable value of the plant was based on the
value in use of the plant, assuming the plant will shut down in
2007 and using a discount rate of 8% after tax. In addition, several
smaller impairments at Chemicals and Coatings were recognized.

The carrying value of property, plant and equipment financed by
hire purchase and leasing, and not legally owned by the company

Note 8
Intangible assets

was EUR 54 million at December 31, 2006 (at December 31, 2005:
EUR 61 million). Of this amount EUR 39 million relates to buildings
and land, EUR 3 million to plant equipment and machinery and
EUR 12 million to other equipment.

Purchase commitments for property, plant and equipment totaled
EUR 96 million at December 31, 2006. At December 31, 2005,
these commitments totaled EUR 76 million.

At December 31, 2006, and December 31, 2005, no items of
property, plant and equipment were registered as security for
bank loans.

Licenses, knowhow,
brand names, customer

relationships and

Total Goodwill intellectual property rights Development costs
Balance at January 1, 2005
Cost of acquisition through business combinations 628 342 286
Cost of internally developed intangibles 13 13
Amortization/impairment (293) (65) (223) 5)
Carrying value 448 277 163 8
Changes in carrying value:
Acquisitions through business combinations 36 13 23
Other investments — including internally developed 67 5 59 3
Divestitures )] 2
Amortization (42) (38) (3)
Impairments (35) (21) (24)
Changes in exchange rates 15 13 2
Total changes 40 8 32 -
Balance at December 31, 2005
Cost of acquisition through business combinations 722 348 374
Cost of internally developed intangibles 16 16
Amortization/impairment (250) (63) @79) 8)
Carrying value 488 285 195 8
Changes in carrying value:
Acquisitions through business combinations 276 174 102
Other investments — including internally developed 12 1 1
Transfer between categories (3) 3
Amortization (51) 47) 4)
Impairments @ @
Transfer to noncurrent assets held for sale (26) (26)
Changes in exchange rates (26) (29) (7)
Total changes 194 135 62 (3)
Balance at December 31, 2006
Cost of acquisition through business combinations 930 467 463
Cost of internally developed intangibles 17 17
Amortization/impairment (265) 47) (206) 22
Carrying value 682 420 257 5
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The amortization and impairment charges have been recognized
on the following line items in the statement of income:

2006 2005

Cost of sales 23 29
Selling expenses 9 8
Research and development expenses 12 6
General and administrative expenses 7 9
Restructuring and impairment charges 1 24
52 76

An impairment test is performed for goodwill at balance sheet
date, or whenever there is an indication for impairment. For all
other intangible assets an impairment test is performed whenever
an indicator for impairment exists.

The annual impairment test compares the carrying value and the
recoverable amount of the cash-generating unit. The recoverable
amount is determined based on a calculation of the value in use
and, where possible, compared to multiples of recent transactions
to estimate the net selling price. Those calculations use cash flow
projections based on actual operating results and the three-year
operational plan as approved by the Board of Management.
Projections are extrapolated beyond this three-year period using an
appropriate perpetual growth rate that is consistent with the long
term average market growth rate and that typically does not
exceed 3%. The estimated post-tax cash flows are discounted to
their present value using a post-tax weighted average cost of

Note 9
Financial noncurrent assets
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capital (WACC). A post-tax WACC is used because this is readily
available in the financial markets. Calculating the recoverable
amount on a post-tax basis using a post-tax WACC should lead to
the same results as pre-tax calculations. The company often uses
the WACC as starting point for the discount rate, which is adjusted
to reflect the current market assessments of the time value of
money and, if appropriate, the risks specific to the asset. The post-
tax WACC used is 8%.

The key assumptions used in the predictions are:

* Revenue growth: based on actual experience, an analysis of
market growth and the expected development of market share

» Margin development: based on actual experience and
managements long term projections.

The impairment test carried out in 2006 showed that in the
majority of cases the recoverable amount for each Cash-
Generating Unit exceeds the carrying amount. Impairment charges
of EUR 1 million were recognized. In 2005, the impairment charges
were EUR 35 million, mainly related to Organon’s active
pharmaceutical ingredients activities and Ink and Adhesive Resins.
The estimates of the recoverable amounts were based on value in
use, using after-tax discount rates of 8% to 10%.

Both at December 31, 2006 and December 31, 2005, there were

no purchase commitments for intangible assets. Neither were there
any intangible assets registered as security for bank loans.

Investment in associates

Deferred Share in
Total tax assets capital Loans Other
Balance at December 31, 2005 1,800 895 285 16 604
Acquisitions/loans granted/investments 197 (3) 6 52 142
Divestitures/repayments (223) (49) 5) (69)
Withdrawals (46) (46)
Amounts recognized as income/(expense) 197 102 79 16

Dividends received (37) (37)
Fair value adjustments (72) (26) (45)
Unwind of discount 4 4

Transfer to noncurrent assets held for sale (230) (230)
Change in Medicare receivable (a3) (a3)
Changes in exchange rates (72) 41 (a4) a7)
Balance at December 31, 2006 1,706 953 140 37 576

Other financial noncurrent assets

Other financial noncurrent assets at December 31, 2006, include
the subordinated loan of EUR 89 million granted to the Akzo Nobel
Pension Fund (APF) in the Netherlands, which was recognized at
inception at its fair value of EUR 87 million and, subsequently
accounted for at amortized cost, using the effective interest
method. Also included is a loan to APF of EUR 21 million. Other
long-term receivables related to the sale of the Sant Adria site

(Barcelona), which amounted to EUR 81 million, and are included
under other financial noncurrent assets as well.

Deferred tax assets
For details on deferred tax assets, see note 10.

Investment in associates
For details on investment in associates, see note 11.

Notes to the consolidated financial statements
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Note 10 projected future taxable income, and tax planning strategies in
Deferred tax assets and liabilities making this assessment. The amount of the deferred tax assets
In assessing the valuation of the deferred tax assets, management considered realizable, however, could change in the near term if
considers whether it is probable that some portion or all of the future estimates of projected taxable income during the
deferred tax assets will be realized. The ultimate realization of the carryforward period are revised.

deferred tax assets is dependent upon the generation of future

taxable income during the periods in which those temporary Deferred tax assets and liabilities relate to the following balance
differences become deductible. Management considers the sheet items:

scheduled reversal of deferred tax liabilities,

2006 2005
Assets Liabilities Assets Liabilities
Intangible assets 100 33 139 12
Property, plant and equipment 58 118 71 158
Inventories 45 26 25 14
Trade and other receivables 55 82 29 32
Provisions:
— pensions and other postretirement benefits 291 1 347 27
— restructuring 20 1 30 1
— other provisions 331 43 399 48
Other items 104 80 75 194
Net operating loss carryforwards 192 145
Deferred tax assets not recognized (33) (35)
Tax assets/liabilities 1163 384 1,225 486
Set-off of tax (210) (210) (330) (330)
Net deferred taxes 953 174 895 156

Deferred tax assets and liabilities are offset only when there is a legally enforceable right to set off tax assets against tax liabilities and
when the deferred tax assets and liabilities relate to the same tax authority. From the total amount of recognized deferred tax assets of
EUR 953 million an amount of EUR 148 million is related to entities that have suffered a loss in either 2006 or 2005 in the tax jurisdiction
to which a deferred tax asset relates, and where utilization is dependent on future taxable profits in excess of the profits arising from the
reversal of existing taxable temporary differences.

The movement in temporary differences during the year is as follows:

Net balance Changes in Acquisitions/ Recognized Recognized Net balance
January 1, 2005 exchange rates divestitures in income inequity  December 31, 2005
Intangible assets 41 7 79 127
Property, plant and equipment (209) 5) 27 (87)
Inventories (5) 1 15 1
Trade and other receivables 8 1 a2) (3)
Provisions:
— pensions and other postretirement benefits 534 14 (228) 320
— restructuring 34 2 (7) 29
— other provisions 291 22 38 351
Other items (210) 2 100 (7) (219)
Net operating loss carryforwards 119 1 15 145
Deferred tax assets not recognized (53) 4) 22 (35)

Tax assets/liabilities 650 47 - 49 (7) 739
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Net balance Changes in Acquisitions/ Recognized Recognized Net balance
December 31, 2005 exchange rates Divestitures in income in equity December 31, 2006

Intangible assets 127 (6) (30) (24) 67
Property, plant and equipment (87) 2 7 18 (60)
Inventories 1 @ @) 10 19
Trade and other receivables (3) @ 2 (21) (27)
Provisions:
— pensions and other postretirement benefits 320 (22) 4 (22) 290
— restructuring 29 @ 9 19
— other provisions 351 1) 2 (54) 288
Other items (219) @ 1 133 10 24
Net operating loss carryforwards 145 (6) (4) 57 192
Deferred tax assets not recognized (35) 2 (33)
Tax assets/liabilities 739 (35) (23) 88 10 779
Classification of the deferred tax assets and liabilities, which is Note 11

determined at fiscal entity level is as follows:

2006 2005

Deferred tax assets 953 895
Deferred tax liabilities 174) (256)
779 739

At December 31, 2006, losses carried forward amounted to
EUR 632 million, of which EUR 88 million is not expected to be
recognized. As a result, the deferred tax effect of EUR 32 million
is not recognized in the balance sheet. Of the total losses carried
forward EUR 9 million will expire within one year. For EUR 102
million of losses, there is no expiration date. Of the net deferred
taxes EUR 156 million is expected to reverse in 2007.

The EUR 33 million deferred tax assets not recognized in the
balance sheet relate to the following items:

2006 2005

Deductable temporary differences 1 1
Tax losses 32 34
33 35

For the movement schedule of deferred tax assets see note 9.

Investment in associates
A summary of financial information for the investment in associates
on a 100% basis is given below:

2006 2005
Net revenues 1,668 2,500
Income before taxes 65 74
Net income 36 21
Total share in net income of investment in
associates recognized in the consolidated
statement of income 79 17
Current assets 420 629
Noncurrent assets 625 1,000
Total assets 1,045 1,629
Current liabilities 319 562
Noncurrent liabilities 388 455
Shareholders’ equity 338 612
Total liabilities and equity 1,045 1,629
Investments in and loans to investment in
associates included in the consolidated
balance sheet 177 301

Several Akzo Nobel companies are general partners in a number
of partnerships that are included in the balance sheet under
investment in associates and assets held for sale (Flexsys).

Akzo Nobel’s equity in the capital of these partnerships was

EUR 35 million at year-end 2006 (at December 31, 2005: EUR 55
million). Equity in 2006 earnings was EUR 5 million (2005: loss of
EUR 14 million). At year-end 2006, there were no short-term
receivables from investment in associates related to these
partnerships (at December 31, 2005: EUR 1 million).

Notes to the consolidated financial statements
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Note 12 Note 15
Inventories Cash and cash equivalents
2006 2005 2006 2005

Raw materials and supplies 566 616  Short-term investments 1,427 1,144
Semifinished goods 502 401  Cash on hand and in banks 444 342
Finished products and goods for resale 970 963 1871 1486
Inventory prepayments 4 7

2,042 1,987

Of the total carrying value of inventories at December 31, 2006,
EUR 59 million is measured at net realizable value (fair value less
cost to sell). At December 31, 2005 this was EUR 64 million.

In 2006, EUR 36 million was recognized in the statement of
income for the write-down of inventories (2005: EUR 43 million),
while EUR 9 million of write-downs was reversed (2005: EUR 18
million). There are no inventories subject to retention of title clauses.

Note 13

Income tax receivable and payable

Income tax receivable of EUR 109 million (2005: EUR 137 million)
represents the amount of income taxes recoverable in respect of
current and prior periods. Income tax payable of EUR 321 million
(2005: EUR 380 million) relates to the amount of taxes payable for
current and prior periods.

Income taxes receivable and payable have been offset in cases
where there is a legally enforceable right to set off current tax
assets against current tax liabilities and when the intention
exists to settle on a net basis or to realize the receivable and

Short-term investments almost entirely consist of cash loans, time
deposits, marketable private borrowings, and marketable securities
immediately convertible into cash.

At December 31, 2006, the amount of cash and cash equivalents
was freely available.

Note 16

Assets and liabilities classified as held for sale

In February 2005, Akzo Nobel announced it would focus its
Chemicals portfolio on five strategic areas with clear prospects for
profitable leadership. The process to realize these divestments is
nearly completed. The divestment process for a number of these
activities is in such a stage that the assets and liabilities thereof
qualify as held for sale. The following activities are included in the
disposal group: PVC Additives, MACC, Lubricants & Specialties and
our investment in Flexsys.

Assets held for sale include the following:

payable simultaneously.

Note 14
Trade and other receivables

Trade receivables
Non-income taxes
Receivables from associates
Prepaid expenses

Fair value derivatives

Other receivables

Discounted portion

2006 2005
Property, plant and equipment 32 164
Intangible assets 16
Investment in associates 130
Inventories 16 75
Trade and other receivables 25 83
219 322
2006 2005
2,216 2,161
119 108 Liabilities classified as held for sale include the following:
39 63
136 114 2006 2005
10 28  Trade and other payables 25 60
304 319
2,824 2,793
(14) (20)
2,810 2,773

Trade receivables are presented net of impairment losses of
EUR 126 million (2005: EUR 142 million). In 2006, EUR 29 million
of impairment losses were recognized in the statement of income

(2005: EUR 14 million).
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Note 17

Equity

For the consolidated statement of changes in equity see page 89.
For details on Akzo Nobel NV shareholders’ equity see note  to
the balance sheet of Akzo Nobel NV.
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Note 18

Earnings per share

Earnings per common share are calculated by dividing net income
by the weighted average number of common shares outstanding
during the year. The weighted average humbers were as follows:

Changes in fair value of derivatives comprise the effective 2006 2005
portign gf the cumulative net change in the fair yalue of cash flow Issued common shares at January 1 286147.260  286.147.260
hedging instruments related to hedged transactions that have not Issued common shares during the year 732,721
yet occurred. Effect of own shares held (336,267) (374,021)
. . . . Shares for basic earnings per share
Cumulative translation reserves comprises all foreign exchange
. . . . . at December 31 286,543,714 285,773,239
differences arising from the translation of the financial statements o
. - . Effect of dilutive shares:
of foreign operations as well as from the translation of )
. . L — for stock options 1,023,823 658,646
intercompany loans with a permanent nature and liabilities that
. . . . — for performance-related share plan 860,761 519,841
hedge the net investments in a foreign subsidiary.
Shares for diluted earnings per share 288,428,298 286,951,726
Equity-settled transactions include the stock option program and
the performance share plan whereby options or shares are granted
to all members of the Board of Management and other executives.
For details of the stock option plan and the performance share
plan for the Board of Management and other executives, see note f
to the balance sheet of Akzo Nobel NV.
Note 19
Provisions
Pensions
and other
postretirement Restructuring Environmental
Total benefits of activities costs Other
Balance at December 31, 2005 2,976 2,070 199 268 439
Additions made during the year 433 137 109 35 152
Utilization (527) (224) (119) @7) (137)
Amounts reversed during the year (264) (55) (29) (50) (30)
Unwind of discount 22 2 3 12 5
Acquisitions/divestitures 26 12 @ 13 2
Change in Medicare receivable (23) a3)
Changes in exchange rates (50) (42 @ ®)] 5)
Balance at December 31, 2006 2,703 1,888 161 228 426
Non-current portion of provisions 2,132 1,732 48 178 174
Current portion of provisions 571 156 113 50 252
Total 2,703 1,888 161 228 426

Provisions for pensions and other postretirement benefits
Akzo Nobel has a number of defined benefit pension plans.
The benefits of these plans are based primarily on years of
service and employees’ compensation. The funding policy for
the plans is consistent with local requirements in the countries
of establishment.

Obligations under the defined benefit plans are systematically
provided for by depositing funds with trustees or separate
foundations, under insurance policies, or by balance sheet
provisions. Plan assets principally consist of long-term interest-
earning investments, quoted equity securities, and real estate.

Akzo Nobel also provides certain healthcare and life insurance
benefits for most of the company’s retired employees in the
United States and, until the end of 2005, in the Netherlands.
The company accrues for the expected costs of providing such
postretirement benefits during the years that the employee
renders the necessary services.

Notes to the consolidated financial statements
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Valuations of the obligations under the pension and other
postretirement plans are carried out by independent actuaries.

During 2006, the postretirement healthcare and pensions plans in
the United States were adjusted, whereby the benefit levels and
the eligibility to participate in these plans were reduced. This is the
major reason for the curtailment benefit of in total EUR 55 million,
which was recognized. In addition, as a result of a change in
medical provider in the United States, medical costs are expected
to be lower. As a consequence, the defined benefit obligation
reduced substantially in 2006, which resulted in a reduction of
the unrecognized net loss.

During 2005, Akzo Nobel reached agreement with the unions on
a change of its pension plan in the Netherlands, so that, effective
December 31, 2005, it changed from a defined benefit plan to

a defined contribution plan. In connection with this change,

the company paid a one-time nonrefundable contribution of

EUR 151 million and granted a EUR 100 million subordinated loan,
which had a fair value at inception of EUR 87 million. The company

also funded an interest-free loan of EUR 50 million, which will be
redeemed by retaining future employee pension premiums.

The fair value at inception of this loan was EUR 47 million.

In addition, certain changes were made to the early retirement
plan. These changes resulted in a curtailment and settlement of
defined benefit obligations of EUR 4,575 million and of plan assets
of EUR 4,502 million. All in all, the net pretax gain was

EUR 114 million.

Effective December 31, 2005, due to changes in the Dutch
national healthcare system, the company also terminated its
postretirement healthcare plan in that country, except for a
gradually declining transition arrangement until June 30, 2009.
Due to this curtailment, the defined benefit obligation decreased
by EUR 150 million. The net pretax gain on the termination was
EUR 169 million.

The table below shows a summary of the changes in the pension
and the other postretirement benefit obligations and plan assets
for 2006 and 2005.

Pensions Other postretirement benefits
Asset/(liability) 2006 2005 2006 2005
Defined benefit obligation
Balance at beginning of year (5,510) (8,975) (508) (514)
Acquisitions/divestments 12) 4) @)
Settlements/curtailments 3 4,575 79 150
Service costs (82) (209) (13) (21)
Contribution by employees ) (32) )
Interest costs (249) (437) (20) (30)
Benefits paid 322 484 25 23
Actuarial gains/(losses) (197) (747) 93 (59)
Changes in exchange rates (28) (165) 55 (57)
Balance at end of year (5,760) (5,510) (292) (508)
Plan assets
Balance at beginning of year 3,596 6,781 - -
Acquisitions/divestments 1
Settlements 2 (4,502)
Contribution by employer 160 397
Contribution by employees 7 32
Benefits paid (284) (436) - -
Expected return on plan assets 233 461 - -
Actuarial gains 214 736
Changes in exchange rates 18 126
Balance at end of year 3,942 3,596 - -
Funded status (1,818) (2,914) (292) (508)
Unrecognized net loss/(gain) 302 328 9) 89
Unrecognized prior service costs 1 1 (26) 2
Medicare receivable (46) (68)
Net balance pension provisions (1,515) (1,585) (373) (485)
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The defined benefit obligation breaks down as follows:
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2006 2005

Wholly or partly funded plans 4,892 4,663
Unfunded plans 868 847
5,760 5,510

The funded status at the beginning and end of 2004 was as follows:

Pensions Other postretirement benefits

Asset/(liability) December 31, 2004 January 1, 2004  December 31, 2004 January 1, 2004

Defined benefit obligation (8,975) (8,579) (514) (521)
Plan assets 6,781 6,347 - 1
Funded status (2,194) (2,232) (514) (520)

As January 1, 2004 is the transition date for the implementation
of IFRS, this information is not available for earlier years. The
difference between the actual and the expected return on plan
assets was a gain of EUR 214 million in 2006, of EUR 736 million
in 2005, and of EUR 228 million in 2004. The 2006 actuarial
gains and losses on the defined benefit obligation breakdown

In the United States, the Medicare Prescription Drug
Improvement and Modernization Act of 2003 introduced
prescription drug benefits for retirees as well as a federal subsidy
to sponsors of postretirement healthcare plans, which both
began at January 1, 2006. This reimbursement right has been
recognized as an asset under other financial noncurrent assets,

as follows: measured at fair value. At December 31, 2006, this value was
EUR 46 million (December 31, 2005: EUR 68 million).
Gain/(loss) Pensions Other postretirement benefits
Due to experience 2 74 The net periodic pension costs for the defined benefit pension
Due to change in assumptions (299) 19 plans were as follows:
197) 93
Pensions Other postretirement benefits
Charge/(income) 2006 2005 2006 2005
Service costs for benefits earned during the period 82 209 13 21
Interest costs on defined benefit obligations 249 437 20 30
Expected return on plan assets (233) (461)
Amortization of unrecognized losses/(gains) 9 1 @)
Settlement/curtailment gain 4) a32) (52) (269)
103 64 19) (118)

The remaining plans primarily represent defined contribution The weighted average assumptions underlying the

plans. Expenses for these plans totaled EUR 177 million in 2006 computations were:
and EUR 57 million in 2005. This increase to a large extent
concerns the transition in the Netherlands from a defined
benefit pension plan to a defined contribution plan.

Pensions Other postretirement benefits
Percent 2006 2005 2006 2005
Pension benefit obligation at December 31
— discount rate 4.9 4.7 5.8 515
— rate of compensation increase 4.2 3.9
Net periodic pension costs
— discount rate 4.7 4.9 515 54
— rate of compensation increase 3.9 3.2
— expected return on plan assets 6.5 6.7

Notes to the consolidated financial statements
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The assumptions for the expected return on plan assets were
based on a review of the historical returns of the asset classes in
which the assets of the pension plans are invested. The historical
returns on these asset classes were weighted based on the
expected long-term allocation of the assets of the pension plans.

Akzo Nobel’s primary objective with regard to the investment of
pension plan assets is to ensure that in each individual scheme
sufficient funds are available to satisfy future benefit obligations.
For this purpose so-called asset and liability management (ALM)
studies are made periodically at each pension fund. For each of the
pension plans an appropriate mix is determined on the basis of the
outcome of these ALM studies, taking into account the national
rules and regulations.

Pension plan assets principally consist of quoted equity securities,
long-term interest-earning investments, and real estate.

At December 31, 2006 and 2005, plan assets did not include
financial instruments issued by the company, nor any property
occupied or other assets used by it. The weighted average pension
plan asset allocation at December 31, 2006 and 2005, and the
target allocation for 2007 for the pension plans by asset category
are as follows:

Percentage of plan assets at

Target allocation December 31,

Percent 2007 2006 2005
Equity securities 50-55 50 51
Long-term interest

earning investments 35-45 37 36
Real estate 5-10 8 8
Other 0-5 5) 5
Total 100 100

Weighted average assumptions for other postretirement benefits
were as follows:
2006

Percent 2005

Assumed healthcare cost trend
rates at December 31:
— healthcare cost trend rate assumed
for next year 9.0 8.5
— rate to which the cost trend rate is assumed
to decline (the ultimate trend rate) 5.0 5.0
— year that the rate reaches the ultimate
trend rate

2010 2009

In line with plan agreements in place until December 31, 2006,
allowances under the healthcare plan in the Netherlands are
assumed not to increase anymore.

Assumed healthcare cost trend rates have a significant effect on
the amounts reported for the healthcare plans. A one percentage
point change in assumed healthcare cost trend rates would have
the following effects:

1 percentage 1 percentage

point increase point decrease

Effect on total of service and interest cost 7 5)
Effect on postretirement benefit obligations 19 a8)
Cash flows

The company expects to contribute EUR 122 million to its defined
benefit pension plans in 2007. For other postretirement benefit
plans the contribution for 2007 is expected to be EUR 20 million.

The following benefit payments, which take into account the
effect of future service, are expected to be paid:

Other

postretirement

Pensions benefits

2007 296 23
2008 309 21
2009 317 22
2010 326 22
2011 336 24
2012-2015 1,732 141

Provisions for restructuring of activities

Provisions for restructuring of activities comprise accruals

for certain employee benefits and for costs which are directly
associated with plans to exit specific activities and closing down
of facilities. For all restructurings a detailed formal plan exits and
the implementation of the plan has started or the plan has been
announced before the balance sheet date. Most restructuring
activities relate to relatively smaller restructurings and are expected
to be completed within two years from the balance sheet date.
However, for certain plans payments of termination benefits to
former employees may take several years longer.

Provisions for environmental costs
For details on environmental exposures, see note 25.

Other provisions

Other provisions relate to a great variety of risks and commitments,
including provisions for antitrust cases, claims, other long-term
employee benefits like long-service leave, jubilee payments,

and other. The provision for antitrust cases amounted to

EUR 177 million at December 31, 2006 (at December 31, 2005:
EUR 204 million).

For details on antitrust cases, see note 25.
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The majority of the cash outflows related to other provisions are
expected to be within one to five years. In calculating the other
provisions a pretax discount rate of on average 5% has been used.

Note 20

Deferred income

In December 2003, the company received an initial payment of
EUR 88 million from Pfizer for the co-development and co-
marketing agreement for asenapine. Such payments are to be
reported as deferred income and to be recognized as revenue in
subsequent years. For this payment, recognition is based on the
development costs expected for the (remaining) first part of the
development period. At December 31, 2006, the remaining
balance of the deferred amount was EUR 7 million

(2005: EUR 27 million).

Note 21
Long-term borrowings
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Finance lease liabilities are included under other borrowings.
The amounts payable in respect of these finance lease liabilities
are due as follows:

Minimum lease

payments Interest Principal

Within 1 year 10 1 9
Between 1 and 5 years 28 2 26
More than 5 years 1 - 1
39 3 36

The amounts due within 1 year are presented under short-term
borrowings. For details on the company’s exposure to interest rate
and foreign currency risk, see note 24.

Note 22
Short-term borrowings

2006 2005 2006 2005

Debentures: Debt to credit institutions 240 298

—issued by Akzo Nobel NV 2,327 2,368  Borrowings from investment in associates 12 16

—issued by consolidated companies 121 220  Current portion of long-term borrowings 158 43

Debt to credit institutions 18 52 410 357
Other borrowings 85 62
2,551 2,702

At December 31, 2006, the total amount of long-term credit
facilities arranged by Akzo Nobel was EUR 1.5 billion (at December
31, 2005: EUR 1.5 billion) maturing at 2013. At December 31, 2006
and December 31, 2005 the facilities were not used.

During 2006, the average effective interest rate was 4.5%
(2005: 4.2%).

Aggregate maturities of long-term borrowings are as follows:

2008/2011 after 2011
Debentures:
—issued by Akzo Nobel NV 2,327
—issued by consolidated companies 20 101
Debt to credit institutions 9 9
Other borrowings 48 37
2,404 147

For details on debentures issued by Akzo Nobel NV, see note g to
the balance sheet of Akzo Nobel NV.

At December 31, 2006, and December 31, 2005, none of the
borrowings was secured by means of mortgages, etc.

Akzo Nobel has a commercial paper program in the United States,
which at December 31, 2006, as at December 31, 2005, had a
maximum of USD 1.0 billion (year-end 2006: EUR 0.7 billion; year-
end 2005: EUR 0.8 billion), and a Euro commercial paper program,
which at December 31, 2006, as at December 31, 2005, had a
maximum of EUR 1.5 billion. Both at December 31, 2006 and at
December 31, 2005, there was no commercial paper outstanding.

For details on financial instruments, see note 24.

Note 23
Trade and other payables

2006 2005

Prepayments by customers 20 24
Suppliers 1,221 1,180
Debt to associates 3 4
Taxes and social security contributions 171 153
Amounts payable to employees 409 369
Dividends 1 4
Pensions 17 7
Fair value derivatives 13 13
Other liabilities 476 437
2,331 2,191

Notes to the consolidated financial statements
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Note 24
Financial instruments

Foreign exchange risk management

The company enters into forward exchange contracts to hedge

the entire transaction risk on sales, purchases, and financing
transactions denominated in currencies other than the functional
currency of the subsidiary concerned. The purpose of Akzo Nobel’s
foreign currency hedging activities is to protect the company from
the risk that the eventual functional currency net cash flows
resulting from committed trade or financing transactions are
adversely affected by changes in exchange rates. Most forward
exchange contracts outstanding at year-end have a maturity of less
than one year. Where necessary, the forward exchange contracts
are rolled over at maturity. Incidentally, the company may apply
hedge accounting. The company does not use financial
instruments to hedge the translation risk related to equity,
intercompany loans of a permanent nature, and earnings of foreign
subsidiaries and investment in associates. Currency derivatives are
not used for speculative purposes.

At December 31, 2006, outstanding contracts to buy currencies
totaled EUR 775 million (at December 31, 2005: EUR 1.0 billion),
while contracts to sell currencies totaled EUR 813 million (at
December 31, 2005: EUR 1.0 billion). These contracts mainly relate
to U.S. dollars, Swedish kronor, Norwegian kronor, pounds sterling,
and Japanese yen, all having maturities within one year.

Interest rate risk management

In principle, the company manages interest risk by matching the
duration of assets and liabilities. As a consequence, noncurrent
assets and a certain portion of current assets are financed with
equity, provisions, and long-term borrowings with fixed interest
rates. The remainder of current assets is financed with short-term
debt, including floating rate short-term borrowings. In order to
achieve an appropriate mix of fixed and floating rate exposure
within the company’s policy, a number of swap contracts and
forward rate agreements have been entered into. The company
swapped EUR 250 million fixed rate liabilities with an interest rate
of 5.63% with 3-month floating rate EURIBOR-related liabilities,
maturing in 2009.

In addition, the company swapped EUR 250 million 3-month
floating rate EURIBOR liabilities into USD 223 million 3-month
floating rate LIBOR liabilities, maturing in 2009. The combined
effective interest rate was 5.0%.

The company swapped fixed rate liabilities with an interest rate of
4.25% with 6-month floating rate EURIBOR-related liabilities for an
amount of EUR 650 million, maturing in 2011. The combined
effective interest rate was 3.3%.

The company classifies the interest rate swaps as fair value hedges
and states them at fair value.

The company concluded forward rate agreements whereby interest
on deposits was fixed at 3.0% for a volume of EUR 100 million
during the period January to April. For the forward rate
agreements no hedge accounting is applied.



The table below gives information on the company’s financial instruments that are sensitive to changes in interest rates.
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The principal cash flows and effective interest rates are given.

Expected maturity date

107

Effective Estimated

There- interest  Carrying fair
Millions of euros 2008 2009 2010 2011 after Total rate amount value
Assets
Subordinated loan to Akzo Nobel Pension Fund (200) (200) 51 89 89
Average interest rate 35 85
Liabilities
Long-term borrowings
Fixed Rate (EUR)
Bond loan 98/08 511 511 5.49 513 521
Average interest rate % 5.38 5.38
Bond loan 02/09 1,000 1,000 5.76 1,051 1,030
Average interest rate % 5.63 5.63
Bond loan 03/11 750 750 4.41 763 751
Average interest rate % 4.25 4.25
Fixed Rate (USD)
Bond loan 09 14 14 6.35 14 14
Average interest rate % 6.28 6.28
Bond loan 12 107 107 6.57 107 110
Average interest rate % 6.54 6.54
Interest rate derivatives
Interest rate swaps
Fixed to variable (EUR) 250 250 13 13
Average pay rate % Euribor 3 months + 0.47
Average receive rate % 5.625 5.625
Fixed to variable (EUR) 450 450 4 4
Average pay rate % Euribor 6 months + 0.43
Average receive rate % 4.25 4.25
Fixed to variable (EUR) 200 200 2 2
Average pay rate % Euribor 6 months + 0.445
Average receive rate % 4.25 4.25
Cross currency swap
Variable (EUR) to Variable (USD) 250 EUR/ 223 USD 83 83

Average receive rate %
Average pay rate %

250 EUR Euribor + 0.47
223 USD Libor + 0.439

Forward rate agreements Fixed interest rate on deposits

— 3% (fixed rate) on EUR 100 million maturity 2007

Notes to the consolidated financial statements

Financial statements
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Credit risk management

The company has a credit risk management policy in place to limit
credit losses due to nonperformance of financial counterparties
and customers. The exposure to credit risk is monitored on an
ongoing basis. Credit evaluations are performed on all customers
requiring credit. Generally the company does not require collateral
in respect of financial assets.

Investments in cash and cash equivalents are entered into with
counterparties which have a high credit rating and limits per
counterparty have been set. Transactions involving derivative
financial instruments are with counterparties with sound credit
ratings and with whom the group has contractual netting
agreements. The company has no reason to expect
nonperformance by the counterparties to these agreements.

Due to the geographical spread of the company and the diversity
of its customers, at balance sheet date the company was not
subject to any significant concentration of credit risks.

The maximum exposure to credit risk is represented by the carrying
amount of each financial asset, including derivative financial
instruments, in the balance sheet.

Commodity price risk management

In order to hedge the price risk of natural gas, the company has
entered into swap contracts for the underlying fuels, with an
average volume per month of 36,500 ton for the period of January

Asset/(liability)

Carrying value Estimated fair values

through December 2007, whereby the price is fixed.

The company also concluded futures contracts for the purchase
of 1,966 million m® of gas, reasonably spread over the

period 2007 — 2009.

Furthermore, the company entered into future contracts for
electricity in order to hedge the price risk for the expected use of
electricity by certain subsidiaries over the period 2007-2010, spread
in tranches of three months. For these contracts cash flow hedge
accounting is applied.

Sensitivity analysis

By managing interest rate and currency risks, the company aims
to reduce the impact of short-term fluctuations on the company’s
earnings. Over the longer term, however, permanent changes in
foreign exchange and interest rates would have an impact on
consolidated earnings.

At December 31, 2006, the decrease in the company’s profit
before tax as a result of a general increase of one percentage point
in interest rates would be negligible. Cash and cash equivalents,
short-term borrowings and interest swaps have been included in
this assessment.

Fair value of financial instruments
The carrying values and estimated fair values of financial
instruments are as follows:

December 31, 2006 December 31, 2005

Carrying value  Estimated fair values

Subordinated loan to Akzo Nobel Pension Fund 89 89 87 87
Trade and other receivables 2,810 2,810 2,773 2,773
Cash and cash equivalents 1,871 1,871 1,486 1,486
Interest swap contracts 19 19 81 81
Cross currency swap contracts 83 83 64 64
Forward rate agreements - - - -
Forward exchange contracts:
— asset 10 10 23 23
— liability (13) (13) (11) (11)
Long-term borrowings (2,551) (2,529) (2,702 (2,833)
Short-term borrowings (410) (410) (357) (357)
Trade and other payables (2,331) (2,331) (2,291) (2,191)
Electricity futures 2 2 18 18
Petroleum swaps (16) (16) 4 4
Gas futures @) @) 1 1
(438) (416) (724) (855)

Unrecognized (losses)/gains

22 (131)
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The fair value of foreign currency contracts, swap contracts,
forward rate agreements, petroleum options, and gas futures was
estimated by calculation and obtaining quotes from dealers and
brokers. The fair value of the company’s long-term borrowings
was estimated based on the quoted market prices for the same or
similar issues or on the current rates offered to the company for
debt with similar maturities.

The carrying amounts of cash and cash equivalents, receivables,
short-term borrowings, and other current liabilities approximate
fair value due to the short maturity period of those instruments.

Note 25

Contingent liabilities and commitments

Environmental matters

The company is confronted with substantial costs arising out of
environmental laws and regulations, which include obligations to
eliminate or limit the effects on the environment of the disposal
or release of certain wastes or substances at various sites.
Proceedings involving environmental matters, such as the alleged
discharge of chemicals or waste materials into the air, water,

or soil, are pending against the company in various countries.

In some cases this concerns sites divested in prior years or derelict
sites belonging to companies acquired in the past.

It is the company’s policy to accrue and charge against earnings
environmental cleanup costs when it is probable that a liability
has materialized and an amount is reasonably estimable.

These accruals are reviewed periodically and adjusted, if necessary,
as assessments and cleanups proceed and additional information
becomes available. Environmental liabilities can change
substantially due to the emergence of additional information

on the nature or extent of the contamination, the necessity of
employing particular methods of remediation, actions by
governmental agencies or private parties, or other factors of

a similar nature. Cash expenditures often lag behind the period
in which an accrual is recorded by a number of years.

As stated in note 19, the provisions for environmental costs
accounted for in accordance with the aforesaid policies
aggregated EUR 228 million at December 31, 2006 (at December
31, 2005: EUR 268 million). The provision has been discounted
using an average pretax discount rate of 5.25%.

While it is not feasible to predict the outcome of all pending
environmental exposures, it is reasonably possible that there will
be a need for future provisions for environmental costs which, in
management’s opinion, based on information currently available,
would not have a material effect on the company’s financial
position but could be material to the company’s results of
operations in any one accounting period.
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Antitrust cases

Akzo Nobel is involved in investigations by the antitrust authorities
in the European Union, the United States, and Canada into alleged
violations of the respective antitrust laws for some products in
these jurisdictions. The company is fully cooperating with the
authorities in these investigations. In addition, the company is
defending civil damage claims in relation to some of these alleged
antitrust violations. At December 31, 2005, the company had a
provision for antitrust cases of EUR 204 million. Fines, civil damage
settlements, and legal costs incurred in 2006 in connection with
these cases amounted to EUR 50 million (2005: EUR 12 million).

In March 2006, Akzo Nobel Chemicals International BV entered
into a Plea Agreement with the United States that involved,
among other material terms, an agreement that Akzo Nobel
Chemicals International BV would plead guilty to a one-count
Information charging it with violation of § 1 of the Sherman Act
with respect to the sale of hydrogen peroxide over the period
from July 1998 to December 2001. It also involved an agreement
that the US DOJ would recommend a fine and related payments in
the amount of USD 32 million (EUR 26 million). Pursuant to the
Plea Agreement, on May 17, 2006, Akzo Nobel Chemicals
International BV entered its plea of guilty and was sentenced by
the Federal District Court in San Francisco, California, in
accordance with the recommendation in the Plea Agreement.

In 2006, based on an estimate of probable fines, civil damage
claims, and costs to be paid over a number of years to come —
taking into account legal advice and the current facts and
circumstances — the company added EUR 21 million to the
provision for antitrust cases. At December 31, 2006, the provision
for antitrust cases amounted to EUR 177 million. Included in this
amount are provisions for three cases pending in appeal by the
company with the EU Court of First Instance (EU CFl) against
decisions by the EU Commission to impose fines on the company
for violations of EU competition laws regarding the following
products: choline chloride (EUR 21 million), monochloroacetic acid
(EUR 84 million), and hydrogen peroxides (EUR 25 million). The
company’s appeal against the European Commission’s decision to
fine the company for violation of the European competition laws
regarding sodium gluconates (EUR 10 million) was dismissed by
the EU CFl, which judgment is now under appeal by the company
at the European Court.

Notes to the consolidated financial statements

Financial statements
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It should be understood, however, that in light of possible future
developments such as (a) the outcome of investigations by the
various antitrust authorities, (b) potential additional lawsuits by
(direct or indirect) purchasers, (c) possible future civil settlements,
and (d) rulings or judgments in the pending investigations or in
related civil suits, the antitrust cases are likely to result in additional
liabilities and related costs. The company at this point in time
cannot estimate any additional amount of loss or range of loss in
excess of the recorded amounts with sufficient certainty to allow
such amount or range of amounts to be meaningful. Moreover,
if and to the extent that the contingent liabilities materialize,
they are typically paid over a number of years and the timing of
such payments cannot be predicted with confidence.

The company believes that the aggregate amount of any additional
fines and civil damages to be paid will not materially affect the
company’s financial position. The aggregate amount, however,
could be material to the company’s results of operations or cash
flows in any one accounting period.

With regard to Flexsys, a 50/50 joint venture for rubber chemicals
with Solutia Inc., authorities in the United States, Canada, and
Europe are investigating alleged antitrust violations in the rubber
chemicals industry. We have been informed by Flexsys
management that it is cooperating with the authorities and will
continue to do so and pursuant to this cooperation has been
granted conditional amnesty by the US DOJ, the Canadian DOJ and
the EU Commission. We are aware that Flexsys entered into a
settlement (which in 2005 received final approval by the Federal
District Court in San Francisco, California) with a class of direct
purchasers in the United States. \We are also aware of a number of
purported class actions having been filed against Flexsys in various
state courts (by alleged indirect purchasers) and an individual action
(by an alleged competitor) in federal court in the United States, and
in the province of Quebec, Canada. The company has been named
as codefendant in the federal individual action. Flexsys has
recognized certain provisions for these cases and the company does
believe neither that the plaintiffs will be able to establish liability on
the part of the company nor that it will be liable for funding any
judgments against settlements made by, or related costs incurred
by Flexsys. The carrying value of the company’s investment in
Flexsys, however, may be affected by these cases. Ultimo 2006 the
carrying amount related to the Flexsys investment was EUR 131
million. This amount is included in assets held for sale.

Other Investigations and Litigation

Certain wholly-owned operating subsidiaries of Organon and
Intervet were named in the final report of the Independent Inquiry
Committee into the United Nations’ Oil for Food Program for
humanitarian support to Irag. The report states that these entities
made some improper payments in connection with four contracts
(with a total value of USD 3 million) with the Iraqi Government to
provide pharmaceuticals and vaccines. Akzo Nobel has been
conducting an internal review of this matter and has voluntarily
reported on that review to the U.S. Securities and Exchange
Commission and to the US DOJ. The company is currently working
with these authorities regarding the situation. The company also

had preliminary communication with the relevant Dutch
authorities. While neither of the said authorities has taken any
action against Akzo Nobel or its subsidiaries, this matter could
expose Akzo Nobel and/or its subsidiaries to regulatory and/or
criminal charges and sanctions.

Late January 2006, Akzo Nobel Nederland BV and the

Akzo Nobel Pension Fund in the Netherlands received a summons
from the Association of Retired Akzo Nobel Employees with regard
to the changed financing of the company’s Dutch pension plan.

In January 2007, the court dismissed all claims against Akzo Nobel
Nederland BV and the Akzo Nobel Pension Fund.

In December 2006 Akzo Nobel Nederland BV received a summons
from certain Dutch labor unions, acting on behalf of retired Dutch
Akzo Nobel employees, claiming that Akzo Nobel Nederland BV’s
decision no longer to reimburse part of the health insurance
premiums for those employees over time after a transition period is
in breach of Akzo Nobel’s employment contracts with these
employees. The company is defending its position and based on
legal advice believes that there will be no material liability to it on
this matter.

A number of other claims are pending against Akzo Nobel NV and
its subsidiaries, all of which are contested. The company is also
involved in disputes with tax authorities in several jurisdictions.
While the outcome of these claims and disputes cannot be
predicted with certainty, the company believes, based upon legal
advice and information received, that the final outcome will not
materially affect the consolidated financial position of the company
but could be material to the company’s result of operations or
cashflows in any one accounting period.

Commitments

Purchase commitments for property, plant and equipment
aggregated EUR 96 million at December 31, 2006. At December
31, 2005, these commitments totaled EUR 76 million. In addition,
the company has purchase commitments for raw materials and
supplies incident to the ordinary conduct of business, for a total
of EUR 1.4 billion (2005: EUR 1.5 billion).

Long-term liabilities contracted in respect of leasehold, rental,
operational leases, research, etc., aggregated EUR 776 million at
December 31, 2006 (at December 31, 2005: EUR 822 million).
Payments due within one year amount to EUR 225 million (2005:
EUR 261 million); payments between one and five years EUR 416
million (2005: EUR 441 million) and payments due after more than
five years amount to EUR 135 million (2005: EUR 120 million).

Guarantees related to investment in associates totaled EUR 5
million (at December 31, 2005: EUR 3 million). As general partners
in several partnerships, Akzo Nobel companies are liable for
obligations incurred by these partnerships. At December 31,
20086, the risk ensuing from these liabilities was EUR 93 million

(at December 31, 2005: EUR 113 million).
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Note 26

Related party transactions

Akzo Nobel purchases and sells goods and services to various
related parties in which Akzo Nobel holds a 50% or less equity
interest (investment in associates). Such transactions were not
significant on an individual or aggregate basis. These transactions
were conducted at arm’s length with terms comparable to
transactions with third parties.

In the ordinary course of business the company has transactions
with various organizations with which certain of its members of
the Supervisory Board or Board of Management are associated,
but no transactions responsive to this item were conducted in
2006. Likewise, there have been no transactions with members of
the Supervisory Board or Board of Management, any other senior
management personnel or any family member of such persons.
Also no loans have been extended to members of the Supervisory
Board or Board of Management, any other senior management
personnel or any family member of such persons. For details on
the remuneration of the Supervisory Board and Board of
Management, see note b to the balance sheet of Akzo Nobel NV.

Notes to the consolidated financial statements

Financial Statements
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Akzo Nobel NV statement of income

Millions of euros Note 2006 2005
Net income from subsidairies and associated companies a 1,150 1,002
Other net income 3 (42
Net income 1,153 961

Akzo Nobel NV balance sheet

Before allocation of profit

Millions of euros, December 31 [\[o] {] 2006 2005"
Assets

Financial noncurrent assets c 10,088 9,318

Total noncurrent assets 10,088 9,318
Trade and other receivables d 71 80

Cash and cash equivalents e 1,182 1,034

Total current assets 1,253 1114
Total assets 11,341 10,432
Equity f

Subscribed share capital 574 572

Additional paid-in capital 1,841 1,803

Statutory reserves 200 209

Cumulative translation differences 30 142

Other reserves 432 (286)

Undistributed profits 1,067 875

Akzo Nobel NV shareholders’ equity 4,144 3,415
Liabilities

Long-term borrowings g 7111 6,936

Total noncurrent liabilities 7111 6,936
Income tax payable 6

Other short-term debt h 86 75

Total current liabilities 86 81
Total equity and liabilities 11,341 10,432

The accompanying notes are an integral part of these financial statements.

* Reclassified for comparative reasons



Akzo Nobel

113

Notes to Akzo Nobel NV statement of income

Unless stated otherwise, all amounts are rounded in millions
of euros.

The financial statements of Akzo Nobel NV have been prepared
using the option of section 362 of Book 2 of the Netherlands Civil
Code, meaning that the accounting principles used are the same
as for the consolidated financial statements. Foreign currency has
been translated, assets and liabilities have been valued, and net
income has been determined, in accordance with the principles of
valuation and determination of income given on pages 78 to 84.

Subsidiaries of Akzo Nobel NV are accounted for using the
equity method.

As the financial data of Akzo Nobel NV are included in the
consolidated financial statements, the statement of income of
Akzo Nobel NV is condensed in conformity with section 402
of Book 2 of the Netherlands Civil Code.

Euros Remuneration Committee allowance

Note a

Net income from subsidairies and associate companies
Net income from subsidairies and associated companies relates
to Akzo Nobel NV’s share in the earnings of its subsidiaries,
associates, and joint ventures. For further details see note c.

Note b

Remuneration and shares of the members of the Supervisory
Board and the Board of Management

Pursuant to the Dutch “Disclosure of Remuneration of Board
Members Act”, total remuneration and shares held by members

of the Supervisory Board and the Board of Management are
specified below.

Supervisory Board
In respect of their functions, the members of the Supervisory
Board received the following remuneration:

2006 2005
Attendance fee Total remuneration

Maarten van den Bergh, Chairman * 63,700
Aarnout Loudon ? 17,300
Karel Vuursteen 2 53,700
Virginia Bottomley * 47,000
Dolf van den Brink ° 47,000
Uwe-Ernst Bufe ® 47,000
Antony Burgmans © 33,300
Abraham Cohen ° 47,000
Louis R. Hughes * 33,300
Cees van Lede 47,000
Alain Mérieux 47,000

12,300 16,000 92,000 32,000

2,300 19,600 59,000

12,300 66,000 48,000

9,000 11,000 67,000 48,000

15,700 1,000 63,700 52,000

12,300 24,000 83,300 53,000
33,300

12,300 13,000 72,300 54,000
10,000 25,000 68,300

47,000 41,000

8,500 55,500 41,000

o

From May 1, 2006, Chairman and member of the Remuneration Committee
and member of the Nomination Committee.

Until May 1, 2006, Chairman and member of the Remuneration Committee
and member of the Nomination Committee.

From May 1, 2006, Deputy Chairman and member of the Remuneration
Committee and member of the Nomination Committee.

Member of the Remuneration Committee and member of the

Nomination Committee.

Member of the Audit Committee.

From May 1, 2006, member of the Supervisory Board

From May 1, 2006, member of the Supervisory Board and from June 1, 2006
member of the Audit Committee.

N

w
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@

@

«

In accordance with the articles of association and good
corporate governance practice, the remuneration of Supervisory
Board members is not dependent on the results of the company.

As from May 1, 2006, the remuneration of the members of the
Supervisory Board has been changed. Fixed remuneration has
been changed into EUR 75,000 (2005: EUR 52,000) for the
Chairman, EUR 60,000 (2005: EUR 41,000) for the Deputy
Chairman and EUR 50,000 (2005: EUR 41,000) for the other
members. Members of committees receive an extra
compensation. Attendance fees have been increased with
respect to members living outside Europe and in Europe but
outside the Netherlands. Members living in the Netherlands do
not receive an attendance fee.

Akzo Nobel NV statement of income and
balance sheet
Notes to Akzo Nobel NV statement of income

Financial statements
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Notes to Akzo Nobel NV statement of income

The company does not grant stock options and/or shares to its Board of Management
Supervisory Board members and does not provide loans to them. Active members

The individual service contracts of the members of the Board of
Travel expenses and facilities for members of the Supervisory Board ~ Management are determined by the Supervisory Board within

are borne by the company and reviewed by the Audit Committee. the framework of the remuneration policy adopted by the

The shares in the company owned by Supervisory Board members General Meeting of Shareholders. For more detailed information

serve as a long-term investment in the company. on the decisions of the Remuneration Committee with respect
to the service contracts of the Board of Management, see pages

Akzo Nobel NV common shares held by members of the 73 through 76 of this Annual Report.

Supervisory Board at December 31, 2006, were as follows:
Overview of remuneration 2006

Number of shares 2006 2005  The members of the Board of Management received the
Virginia Bottomley 500 509 following salaries, performance-related bonuses, emoluments,
Abraham Cohen 4,000 4,000 and other compensations.

Cees van Lede 5,500

Karel Vuursteen 400 400

Former members of the Supervisory Board did not receive
any remuneration.

Salaries, performance-related bonuses, and other emoluments

Salary Bonus Other emoluments
Euros 2006 2005 2006 2005 2006 2005
Hans Wijers, Chairman 685,000 665,000 1,020,500 790,000 3,600 6,600
Leif Darner 489,300 475,000 474,500 460,000 3,600 4,800
Rob Frohn 489,300 475,000 474,500 460,000 5,900 7,100
Toon Wilderbeek 489,300 475,000 474,500 460,000 3,600 3,200

Other emoluments concern employers’ charges (social
contributions and healthcare contributions).

Other compensations

Other compensations for members of the Board of Management
borne by the company amounted to EUR 123,400 for Mr. Darner,
related to compensation for living expenses and contributions to
an international school. The compensation fee for Mr. Frohn
relating to his move to the Netherlands amounted to EUR 34,600.

Pension charges

After deduction of any contributions made by members of the
Board of Management, pension expenses borne by the company
were as follows:

Euros 2006 2005
Hans Wijers, Chairman 421,300 354,600
Leif Darner 218,800 167,900
Rob Frohn 144,900 111,900
Toon Wilderbeek 263,500 261,400
Incentives

In 2006, conditional and performance-related stock options and
shares were granted to the members of the Board of Management.
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The aggregate numbers of (conditional) stock options held by the members of the Board of Management are as follows:

Exercise

Outstanding at

Outstanding at

115

price December 31, Granted in Excercised in December 31,
Number of options Year of issue in EUR 2005 2006 2006 2006 Expiry date
Hans Wijers 2002 46.53 14,850 14,850 April 25, 2012
2003 19.51 29,700 29,700 April 22, 2010
2004 31.45 23,000 23,000 April 25, 2011
2005 31.98 23,000 23,000 April 24, 2012
2006 46.46 - 19,800 19,800 April 27, 2013
Value of outstanding options, in EUR 1,723,800
Leif Darner 2001 46.75 4,950 (4,950)
2002 46.53 4,950 4,950 April 25, 2009
2003 19.51 4,950 4,950 April 22, 2010
2004 31.45 15,000 15,000 April 25, 2011
2005 31.98 15,000 15,000 April 24, 2012
2006 46.46 - 13,000 13,000 April 27, 2013
Value of outstanding options, in EUR 701,500
Rob Frohn 2001 46.75 4,950 (4,950)
2002 46.53 4,950 4,950 April 25, 2009
2003 19.51 4,950 4,950 April 22, 2010
2004 31.45 15,000 15,000 April 25, 2011
2005 31.98 15,000 15,000 April 24, 2012
2006 46.46 - 13,000 13,000 April 27, 2013
Value of outstanding options, in EUR 701,500
Toon Wilderbeek 2001 46.75 6,600 (6,600)
2002 46.53 3,300 3,300 April 25, 2009
2002 46.53 13,200 13,200 April 25, 2012
2003 19.51 26,400 26,400 April 22, 2010
2004 31.45 15,000 15,000 April 25, 2011
2005 31.98 15,000 15,000 April 24, 2012
2006 46.46 - 13,000 13,000 April 27, 2013

Value of outstanding options, in EUR 1,346,800

For the performance-related shares granted to the members of
the Board of Management in 2004, a calculation of the TSR
performance of the peer group companies, based on their
home/primary listing were made by independent external
specialists. The TSR was calculated over the period from
January 1, 2004 through December 31, 2006. Akzo Nobel’s TSR
performance over this period resulted in a no. 9 ranking. In
conformity with the Akzo Nobel Performance Share Plan as
approved by the General Meeting of Shareholders, the final
vesting percentage of the 2004 grant equals 40%.

Notes to Akzo Nobel NV statement of income

Financial statements
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Accumulated

Outstanding dividend till Vested on Outstanding
Number of at December Granted December January at December
performance-related shares Series 31, 2005 in 2006 31, 2006* Forfeited 1, 2007 31, 2006

Hans Wijers 2004-2006 33,000 1,396 (19,800) 14,596
2005-2007 33,000 2,112 35,112
2006-2008 23,000 607 23,607

Leif Darner 2004-2006 22,000 931 (23,200) 9,731
2005-2007 22,000 1,408 23,408
2006-2008 15,100 399 15,499

Rob Frohn 2004-2006 22,000 931 (13,200) 9,731
2005-2007 22,000 1,408 23,408
2006-2008 15,100 399 15,499

Toon Wilderbeek 2004-2006 22,000 931 (23,200) 9,731
2005-2007 22,000 1,408 23,408
2006-2008 15,100 399 15,499

The shares granted under the Performance Share Plan will be conditional to a performance period of three years.
The shares will be retained for a period of five years by the members of the Board of Management.

The share price of a common share Akzo Nobel NV used in the calculations as at December 29, 2006 was
EUR 46.21 (2005: EUR 39.15).

Shareholdings
Akzo Nobel NV common shares held by members of the
Board of Management at December 31, 2006, were:

Number of shares 2006 2005
Hans Wijers 5,934 5,934
Leif Darner 1,425 1,425
Rob Frohn 3,000 3,000
Toon Wilderbeek 2,740 2,740

As a policy, the company does not provide loans to members
of the Board of Management.

Former members of the Board of Management

In 2006, charges relating to former members of the Board of
Management amounted to EUR 394,600 (2005: EUR 800,500),
mainly related to pension expenses.

1 Equivalent in shares related to accumulated dividend
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Consolidated companies

Other financial

Total Share in capital Loans ! noncurrent assets
Balance at December 31, 2004 7,513 1,178 6,318 17
Change in accounting principles (IAS 32/39) 259 259
Investments/disinvestments 1 1
Equity in earnings 1,002 1,002
Other changes, including dividends (90) (90)
Equity-settled transactions 28 28
Change in fair value of derivatives 6 6
Loans granted 863 776 87
Repayment of loans (384) (301 (83)
Fair value adjustments (26) (26)
Changes in exchange rates 146 61 101 (16)
Balance at December 31, 2005 9,318 2,186 6,894 238
Investments/disinvestments 8 3
Equity in earnings 1,150 1,150
Other changes, including dividends 8 8
Equity-settled transactions 16 16
Change in fair value of derivatives (26) (26)
Loans granted 641 641
Repayment of loans (887) (866) (21)
Fair value adjustments 44) 44)
Changes in exchange rates (91) (27) (83) 19
Balance at December 31, 2006 10,088 3,310 6,586 192
Note d
Trade and other receivables
2006 2005
Receivables from consolidated companies 43 35
Receivables from investment in associates 12 8
Other receivables 16 37
71 80
Note e
Cash and cash equivalents
2006 2005
Short-term investments 1,151 1,007
Cash on hand and in banks 31 27
1,182 1,034

At December 31, 2006, as at December 31, 2005, the amount of cash and cash equivalents was freely available.

! Loans to these companies have no fixed repayment schedule.

Notes to Akzo Nobel NV statement of income and

balance sheet

Financial statements
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Note f
Shareholders’ equity

Statutory reserves*

Change in Cumu-
Subscribed  Additional fair value Other lative Undistri- Share-
share paid-in of statutory translation Other buted holders’
capital capital  derivatives reserves differences reserves profits equity
Balance at December 31, 2004 572 1,803 85 (20) (694) 859 2,605
Change in accounting principles for IAS 32/39 1 (20) (©)]
Changes in fair value of derivatives 1 1
Changes in exchange rates in respect of subsidiaries,

associates and joint ventures 162 162
Income directly recognized in equity 22 162 (20) 164
Net income 961 961
Total income/(expenses) 22 162 (20) 961 1,125
Dividend paid (343) (343
Equity settled transactions 28 28

Addition to other (statutory) reserves 102 500 (602)
Capitalized development costs - -
Balance at December 31, 2005 572 1,803 22 187 142 (a86) 875 3,415
Changes in fair value of derivatives (24) 2 (26)

Changes in exchange rates in respect of subsidiaries,

associates and joint ventures (210) (210)
Income directly recognized in equity (24) (212) (236)
Net income 18 (as) 1,153 1,153
Total income/(expenses) (24) 18 (212) (a8) 1,153 1,017
Dividend paid (344) (344)
Equity settled transactions 16 16
Issue of common shares 2 38 40

Addition to other reserves 617 (617)
Capitalized development costs (3) 3 -
Balance at December 31, 2006 574 1,841 "] 202 30 432 1,067 4,144

Subscribed share capital

Authorized capital stock of Akzo Nobel NV is EUR 1,600,019,200
and consists of 48 priority shares of EUR 400, 600 million
common shares of EUR 2, and 200 million cumulative preferred
shares of EUR 2. Subscribed share capital consists of 48 priority
shares, 287,268,350 common shares, and no preferred shares.

In 2006, 1,121,090 common shares were issued. In connection
with Akzo Nobel’s stock option plan, the company held 239,910
common shares at December 31, 2006 (December 31, 2005:
374,021). The holders of common shares are entitled to receive
dividends as declared from time to time and are entitled to one
vote per share at the annual meeting of shareholders. The holders
of the priority shares are entitled to six percent per share or the
statutory interest in the Netherlands, whichever is lower, plus any
accrued and unpaid dividends. They have the right to draw up
binding lists of nominees for appointment to the Supervisory
Board and the Board of Management.

1 Reclassified for comparative reasons

Stock options and performance-related shares
Performance-related stock options and performance-related shares
are granted to all members of the Board of Management, Senior
Vice Presidents, and executives. The number of participants was
685 in 2006 (2005: 675). The options for Senior Vice Presidents
and executives expired after five years. Options granted from 2002
onwards expire after seven years. Options granted to members of
the Board of Management as from 2000 expire after ten years.
Options granted from 2003 onwards expire after seven years.

All outstanding options from the series 2001, except those for the
members of the Board of Management, lapsed in 2006. Options
issued as from 1999 cannot be excercised during the first three
years. The company currently does not purchase own shares in
connection with its stock option plan. No financing facilities exist
for option rights or tax payable thereon. One option entitles the
holder thereof to buy one Akzo Nobel NV common share of

EUR 2 or one American Depositary Share (ADS). As of 2005, all
options only entitle the holder thereof to buy Akzo Nobel common
shares. The exercise price is the Euronext Amsterdam opening price
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on the first day that the Akzo Nobel share is quoted ex dividend Management, Senior Vice Presidents and executives each year.
or the opening price for an ADS on NASDAQ/ NMS on the first The actual number of shares to be granted depends on the
day that the Akzo Nobel ADS is quoted ex dividend. company’s Total Shareholder Return (TSR) performance over

a three-year period, compared with TSR performance of a
In 2004, a performance-related share plan for the Board of specified peer group. For further details on the performance-
Management was introduced. In 2005, the plan was also related share plan, see page 73 of this Annual Report.

introduced for the executives. Under this plan, a number of
conditional shares are granted to the members of the Board of

Outstanding option rights and performance-related shares (including Board of Management)

Outstanding at Outstanding at
Exercise price December 31, Granted in Exercised in Lapsed in December 31,
Year of issue in EUR 2005 2006 2006 2006 2006 Expiry date
Unconditional options
2000 44.82 148,500 148,500 April 27, 2010
2001 46.75 839,740 (483,080) (356,660) April 30, 2006
2001 46.75 144,342 144,342  April 30, 2011
2002 46.53 836,160 (37,200) (21,230) 777,730 April 25, 2009
2002 46.53 176,550 176,550 April 25, 2012
2003 19.51 961,510 (426,080) (16,830) 518,600 April 22, 2010
3,106,802 (946,360) (394,720) 1,765,722
Conditional options
2004 31.45 886,280 (29,580) 866,700  April 25, 2011
2005 31.98 815,898 (28,968) 796,930 April 24, 2012
2006 46.46 694,434 (7,276) 687,158  April 27, 2013
1,702,178 694,434 (45,824) 2,350,788
in USD
American Depositary Shares
Unconditional options
2001 41.69 133,210 (228,810) (4,400)
2002 42.05 139,810 (71,540) (2,640) 65,630 April 25, 2009
2003 21.21 178,970 (81,730) (3,960) 93,280 April 22, 2010
Conditional options
2004 37.25 203,000 (22,800) 190,200  April 25, 2011
654,990 (282,080) (23,800) 349,110
Total 5,463,970 694,434 (2,228,440) (464,344) 4,465,620
Accumulated
Outstanding dividend till Vested on Outstanding
Number of at December Granted December January per December
performance-related shares Series 31, 2005 in 2006 31, 2006 * Forfeited 1, 2007 31, 2006
Board of Management 2004-2006 99,000 4,189 (59,400) 43,789
2005-2007 99,000 6,336 105,336
2006-2008 68,300 1,804 70,104
Executives and former members
of the Board of Management 2004-2006 22,000 931 (23,200) 9,731
2005-2007 1,076,888 67,055 (29,139) 1,114,804
2006-2008 729,009 19,027 (8,275) 739,761
Total 1,296,888 797,309 99,342 (110,014) 53,520 2,030,005

The share price of a common share Akzo Nobel as at December 31, 2006 amounted to EUR 46.18.
1 Equivalent in shares related to accumulated dividend

Notes to Akzo Nobel NV balance sheet
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The number and weighted average exercise price of share options is as follows:

Common shares American Depositary Shares

Weighted average Weighted average

Number of options  exercise price in EUR Number of options  exercise price in USD
Balance at December 31, 2004 4,902,942 38.08 665,610 34.81
Granted during the period 819,486 31.98
Forfeited during the period (913,448) 44.25 (7,980) 33.45
Exercised during the period (2,640) 41.69
Balance at December 31, 2005 4,808,980 35.87 654,990 34.79
Granted during the period 694,434 46.46
Forfeited during the period (440,544) 44.38 (23,800) 35.85
Exercised during the period (946,360) 34.48 (282,080) 35.93
Balance at December 31, 2006 4116,510 37.07 349,110 33.87
Exercisable at December 31, 2006 1,765,722 38.47 158,910 29.82

From July 1, 2005, the stock options are equity-settled. The
employee receives the shares from the company upon exercise of
the options and is free to sell the shares immediately afterwards.

The fair value is measured at grant date and amortized over the
period during which the employees become unconditionally
entitled to the options or performance shares

The expected value of performance stock options for the Board
of Management is based on the binominal option pricing model,
using certain assumptions. These assumptions were used for these
calculations only and do not necessarily represent an indication of
management’s expectations of future developments. In addition,
option valuation models require the input of highly subjective
assumptions, including expected share price volatility.

The company’s employee stock options have characteristics
significantly different from those of traded options and changes
in the subjective assumptions used for the calculation can
materially affect the fair value estimate.

The fair value and the assumptions used for the options granted
were as follows:

Common shares, in EUR

2006 2005
Fair value at measurement date 9.97 7.45
Share price 46.46 31.98
Exercise price 46.46 31.98
Expected share price volatility (%) 24.80 33.40
Expected option life (years) 5.00 5.00
Expected dividend yield (%) 2.74 4.40
Risk-free interest rate (%) 3.92 3.25

The expected volatility is based on the historic volatility (calculated
based on the weighted average remaining life of the share
options), adjusted for any expected changes to future volatility due
to publicly available information. Share options are granted under
a service condition and a nonmarket performance condition.

Such conditions are not taken into account in the grant date fair
value measurement. There are no market conditions associated
with the share option grants.

The grant date fair value of the performance shares is amortized
as a charge against income over the three-year vesting period.

The fair value at grant date is based on the Monte Carlo simulation
model taking market conditions into account. The value was
calculated by external specialists and amounted to EUR 12.67

for the performance shares conditionally granted in 2005 and

EUR 16.80 for the 2006 performance shares. The 2006 charge
recognized aggregated EUR 9.6 million (2005: EUR 3 million).

Statutory reserves

At the Annual General Meeting of Shareholders of April 26, 2001,
an amendment to the Articles of Association was approved
whereby the par value of the priority shares was adjusted from
NLG 1,000 to EUR 400 and of the common shares and the
cumulative preferred shares from NLG 5 to EUR 2. As the revised
par values are somewhat lower than the original par values,

in accordance with section 67a of Book 2 of the Netherlands Civil
Code, the company recognized a statutory reserve of EUR 77
million for this reduction in subscribed share capital. Statutory
reserves also include EUR 5 million for capitalized development
costs, as well as the reserves relating to earnings retained by
subsidiaries, associates and joint ventures after 1983. Statutory
reserves are nondistributable.

Dividend proposal

It is proposed that dividend on priority shares of EUR 768 and on
common shares of EUR 344 million will be distributed. Following
acceptance of this proposal, holders of common shares will receive
a dividend of EUR 1.20 per share of EUR 2, of which EUR 0.30 was
paid earlier as an interim dividend. The final dividend of EUR 0.90
will be made payable from May 7, 2007.
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Note g
Long-term borrowings

2006 2005
Debentures 2,327 2,368
Debt to consolidated companies 4,784 4,568

7111 6,936

For the fair value of the debenture loans and the related interest-
rate derivatives, see note 24 of the notes to the consolidated
financial statements.

Debentures
2006 2005
5%/g% 1998/08 513 513
5%/6% 2002/09 1,051 1,064
44,% 2003/11 763 791
2,327 2,368

Debt to consolidated companies

Borrowings from these companies have no fixed repayment
schedule. Interest charged on these borrowings averaged 3.9%
in 2006 (2005: 2.8%).

Note h
Other short-term debt
2006 2005
Debt to consolidated companies 22 13
Borrowings from investment in associates 12 7
Other liabilities 52 55
86 15

Akzo Nobel has a Euro commercial paper program, which at
December 31, 2006, had a maximum of EUR 1.5 billion (at
December 31, 2005: EUR 1.5 billion). Both at December 31,
2006 and at December 31, 2005, there was no commercial
paper outstanding.

Note i

Financial instruments

At December 31, 2006, Akzo Nobel NV had outstanding foreign
exchange contracts to buy currencies for a total of EUR 774 million
(at December 31, 2005: EUR 1.0 billion), while contracts to sell
currencies totaled EUR 804 million (at December 31, 2005:

EUR 1.0 billion). These contracts mainly relate to U.S. dollars,
Swedish kronor, Norwegian kronor, pounds sterling, and Japanese
yen, and all have maturities within one year. These contracts offset
the foreign exchange contracts concluded by the subsidiaries, and
the fair value changes are recognized in the income statement to
offset the fair value changes as recognized by the subsidiaries.

For interest-rate derivatives concluded by Akzo Nobel NV see note
24 of the notes to the consolidated financial statements.
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Note j

Liabilities not shown in the balance sheet

Akzo Nobel NV is parent of the fiscal unit Akzo Nobel NV, and is
therefore liable for the liabilities of the fiscal unit as a whole.
Akzo Nobel NV has declared in writing that it accepts joint and
several liability for contractual debts of certain Netherlands
consolidated companies. These debts, at December 31, 2006,
aggregating EUR 0.7 billion (at December 31, 2005: EUR 1.0
billion), are included in the consolidated balance sheet.
Additionally, at December 31, 2006, guarantees were issued on
behalf of consolidated companies in the amount of EUR 1.4 billion
(at December 31, 2005: EUR 1.9 billion), including guarantees
issued by Akzo Nobel NV in relation to the exemption of certain
Irish companies', under section 5(c) of the Companies
(Amendment) Act 1986 Ireland.

The debts and liabilities of the consolidated companies underlying
these guarantees are included in the consolidated balance sheet
or in the amount of long-term liabilities contracted in respect of
leasehold, rental, operational leases, research, etc., as disclosed

in Note 25 of the Notes to the consolidated financial statements.
Guarantees relating to investment in associates amounted to

EUR 5 million (2005: EUR 3 million).

Arnhem, February 28, 2007

The Board of Management The Supervisory Board

Hans Wijers Maarten van den Bergh
Leif Darner Karel Vuursteen
Rob Frohn Virginia Bottomley

Dolf van den Brink
Uwe-Ernst Bufe
Antony Burgmans
Abraham Cohen
Louis R. Hughes
Cees van Lede
Alain Mérieux

! These companies are Organon Ireland Limited, Nourypharma Ireland Limited,
Intervet Ireland Limited, Akzo Nobel Car Refinishes (Ireland) Limited, Akzo Nobel
Decorative Coatings Ireland Limited, Akzo Nobel Decorative Coatings Ireland
(Sutton) Limited, Crown Berger Ireland Limited, Crown Berger Distribution Limited,
B.J.N. Irish Holdings Limited, Blundell Permoglaze (Ireland) Limited, and
The Walpamur company (Ireland) Limited.

Notes to Akzo Nobel NV balance sheet
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Auditor’s report

To the Supervisory Board and Shareholders
of Akzo Nobel NV

Report on the Financial Statements

We have audited the accompanying Financial Statements 2006

of Akzo Nobel NV, Arnhem as set out on pages 78 to 121.

The Financial Statements consist of the consolidated Financial
Statements and the Company Financial Statements.

The consolidated Financial Statements comprise the consolidated
balance sheet as at December 31, 2006, statement of income,
statement of changes in equity and statement of cash flows for the
year then ended, and a summary of significant accounting policies
and other explanatory notes. The Company Financial Statements
comprise the Company balance sheet as at December 31, 2006,
the company statement of income for the year then ended and
the notes.

Management’s responsibility

The Board of Management is responsible for the preparation and
fair presentation of the Financial Statements in accordance with
International Financial Reporting Standards as adopted by the
European Union and with Part 9 of Book 2 of the Netherlands Civil
Code, and for the preparation of the Report of the Board of
Management in accordance with Part 9 of Book 2 of the
Netherlands Civil Code. This responsibility includes: designing,
implementing and maintaining internal control relevant to the
preparation and fair presentation of the Financial Statements that
are free from material misstatement, whether due to fraud or
error; selecting and applying appropriate accounting policies;

and making accounting estimates that are reasonable in

the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on the Financial
Statements based on our audit. \We conducted our audit in
accordance with Dutch law. This law requires that we comply
with ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the Financial Statements
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the Financial Statements.
The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of
the Financial Statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the
Financial Statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal
control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall
presentation of the Financial Statements.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Other information

Opinion with respect to the consolidated

Financial Statements

In our opinion, the consolidated Financial Statements give a true
and fair view of the financial position of Akzo Nobel NV as at
December 31, 2006 and of its result and its cash flows for the year
then ended in accordance with International Financial Reporting
Standards as adopted by the European Union and with Part 9

of Book 2 of the Netherlands Civil Code.

Opinion with respect to the Company Financial Statements
In our opinion, the Company Financial Statements give a true and
fair view of the financial position of Akzo Nobel NV as at
December 31, 2006 and of its result for the year then ended in
accordance with Part 9 of Book 2 of the Netherlands Civil Code.

Report on other legal and regulatory requirements
Pursuant to the legal requirement under 2:393 sub 5 part e

of the Netherlands Civil Code, we report, to the extent of our
competence, that the Management report as set out on page
12 to 17 is consistent with the Financial Statements as required
by 2:391 sub 4 of the Netherlands Civil Code.

Arnhem, February 28, 2007
KPMG ACCOUNTANTS NV.

A.M. van Drunen Littel RA
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Profit allocation and distributions in accordance
with the articles of association

Article 43

43.6

The Board of Management shall be authorized to determine,
with the approval of the Supervisory Board, what share of profit
remaining after application of the provisions of the foregoing
paragraphs shall be carried to reserves. The remaining profit shall
be placed at the disposal of the General Meeting of Shareholders,
with due observance of the provisions of paragraph 7, it being
provided that no further dividends shall be paid on the

preferred shares.

43.7

From the remaining profit, the following distributions shall, to the
extent possible, be made as follows:

(@) to the holders of priority shares: six percent per share or the
statutory interest referred to in paragraph 1 of article 13, whichever
is lower, plus any accrued and unpaid dividends;

(b) to the holders of common shares: a dividend of such an amount
per share as the remaining profit, less the aforesaid dividends and
less such amounts as the General Meeting of Shareholders may
decide to carry to reserves, shall permit.

43.8

Without prejudice to the provisions of paragraph 4 of this article
and of paragraph 4 of article 20, the holders of common shares
shall, to the exclusion of everyone else, be entitled to distributions
made from reserves accrued by virtue of the provision of paragraph
7b of this article.

43.9

Without prejudice to the provisions of article 42 and paragraph 8
of this article, the General Meeting of Shareholders may decide
on the utilization of reserves only on the proposal of the Board of
Management approved by the Supervisory Board.

Article 44

44.7

Cash dividends by virtue of paragraph 4 of article 20, article 42,

or article 43 that have not been collected within five years of the
commencement of the second day on which they became due and
payable shall revert to the company.

Proposal for profit allocation

With due observance of article 43, paragraph 6, of the Articles

of Association, EUR 809 million of net income is carried to other
reserves. Furthermore, with due observance of article 43,
paragraph 7, it is proposed that dividend on priority shares of

EUR 768 and on common shares of EUR 344 million will be
distributed. Following the acceptance of this proposal, the holders
of common shares will receive a dividend of EUR 1.20 per share of
EUR 2, of which EUR 0.30 was paid earlier as an interim dividend.
The final dividend of EUR 0.90 will be made available from

May 7, 2007.

Special rights to holders of priority shares

The priority shares are held by “‘sticHTiNG Akzo NoBel” (Foundation
Akzo Nobel), whose board is composed of the members of the
Supervisory Board who are not members of the Audit Committee.
They each have one vote on the board of the Foundation,

thus complying with the provisions of article 10 of annex X of
Rule A-2.7 of Book Il, General Rules Euronext Amsterdam

Stock Market.

The Meeting of Holders of Priority Shares has the right to draw up
binding lists of nominees for appointment to the Supervisory Board
and the Board of Management. Amendments to the Articles of
Association are subject to the approval of this meeting.

Auditors’ report
Profit allocation and distributions in accordance
with the articles of association

Financial statements
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Consolidated statement of income

IFRS NL GAAP!
Millions of euros 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997
Revenues 13,737 13,000 12,833 13,106 14,059 14158 14,069 14,471 12,504 10,931
Operating income 1,462 1,486 1,527 1,064 1,362 1,198 1,487 525 982 1,038
Financing income and expenses (111) (156) (244) (266) (204) (257) (245) (245) 279 93)
Income taxes (258) (338) (412) (254) (335) (294) (395) (206) (278) (298)
Earnings from investment in associates 89 6 10 7 30 55 143 40 23 54
Profit for the period 1,182 998 981 651 853 702 990 214 548 701
Minority interest, attributable to
minority shareholders (29) (37) (36) (49) (35) (31) 43) (25) (26) a7)
Net income, attributable to the shareholders 1,153 961 945 602 818 671 947 189 532 684
EBITDA 2,014 2,055 2,092 1,716 2,043 1,872 2,151 1,296 1,660 1,635
Common shares, in millions at December 31~ 287.0 285.8 285.8 285.7 285.7 285.9 285.9 285.9 285.3 285.2
Dividend 344 343 343 343 343 343 343 286 278 275
Per common share, in EUR
Net income 4.02 3.36 3.31 21 2.86 2.35 3.31 0.66 1.86 2.40
Dividend 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.00 0.98 0.97
Shareholders’ equity 14.44 11.95 9.12 8.76 7.34 10.07 9.42 7.28 7.36 14.58
Number of employees at December 31 61,900 61,300 61,400 64,600 67900 66,300 68,400 68,000 85900 68,900
Salaries, wages, and social charges 3,358 3,221 3,216 3,505 3,652 3,416 3,285 3,777 3,368 2,969
Ditto, as % of revenues 24.4 24.8 251 26.7 25.3 241 23.3 26.1 26.9 27.2
Ratios
Operating income as percentage of revenues 10.6 1.4 119 8.1 9.7 8.5 10.6 3.6 7.9 9.5
Operating income as percentage
of invested capital 18.2 19.3 20.0 12.7 151 12.8 16.7 5.9 121 151
Net income as percentage
of shareholders’ equity 30.5 32.0 40.6 26.2 32.9 241 39.7 9.0 17.0 17.7
Interest coverage 13.2 915 10.6 6.4 6.7 4.7 6.1 21 5.5 11.2
EBITDA coverage 181 13.2 14.5 10.3 10.0 7.3 8.8 5.3 9.3 17.6
Share price
Highest 49.41 40.18 33.79 32.44 54.50 57.85 59.15 52.40 58.58 42.84
Lowest 38.30 30.82 24.87 16.00 27.25 33.73 37.30 30.00 25.87 26.29
Year-end 46.18 39.15 31.38 30.60 30.23 50.15 57.20 49.80 38.80 39.66

1 The 1997-2003 figures have not been restated to IFRS accounting standards. The differences mainly relate to pensions and other postretirement benefits, the recognition
of deferred taxes on intercompany profit, and the recognition of goodwill. For the most part, the changed accounting is a matter of timing of the recognition of the assets,

liabilities and related results.
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Consolidated balance sheet

IFRS NL GAAP!
Millions of euros, December 31 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997
Property, plant and equipment 3,346 3,432 BI585 3,967 4,402 4,568 4,501 4,435 5,311 4,420
Intangible assets 682 488 448 590 629 508 388 326 166 133
Financial noncurrent assets 1,706 1,800 1,418 1,866 2,217 1,895 2,000 1,878 1,401 880
Total noncurrent assets 5,734 5,720 5,401 6,423 7,248 6,971 6,889 6,639 6,878 5,433
Inventories 2,042 1,987 1,978 2133 2,206 2,270 2,267 2,091 2,291 1,835
Receivables 2,919 2,910 2,761 2,671 2,815 3,229 3,135 2,981 2,823 2,267
Cash and cash equivalents 1,871 1,486 1,811 727 520 455 416 932 536 317
Assets held for sale 219 322
Total current assets 7,051 6,705 6,550 5,531 5,541 5,954 5,818 6,004 5,650 4,419
Total assets 12,785 12,425 11,951 11,954 12,789 12,925 12,707 12,643 12,528 9,852
Akzo Nobel NV shareholders’ equity 4144 3,415 2,605 2,502 2,098 2,878 2,694 2,082 2,101 4,158
Minority interest 119 161 140 140 137 138 159 154 190 118
Total equity 4,263 3,576 2,745 2,642 2,235 3,016 2,853 2,236 2,291 4,276
Provisions 2,132 2,210 2,877 3,333 3,855 2,400 2,279 2,110 2,178 1,668
Long-term borrowings 2,551 2,702 2,392 2,717 2,797 2,235 2,729 2,678 2,672 914
Other noncurrent liabilities 181 183 200 590 513 560 518 322 404 295
Total noncurrent liabilities 4,864 5,095 5,469 6,640 7,165 5,195 5,526 5,110 5,254 2,877
Short-term borrowings 410 357 560 441 979 2,267 1,967 2,803 2,663 778
Current liabilities 2,652 2,571 2,677 2,231 2,410 2,447 2,361 2,494 2,320 1,921
Current portion of provisions 571 766 500
Liabilities held for sale 25 60
Total current liabilities 3,658 3,754 3,737 2,672 3,389 4,714 4,328 5,297 4,983 2,699
Total equity and liabilities 12,785 12,425 11,951 11,954 12,789 12,925 12,707 12,643 12,528 9,852
Invested capital:
Of consolidated companies 8,060 8,007 7145 8,117 8,692 9,395 9,257 8,573 9,206 7,035
Of investment in associates 177 301 318 858 491 575 673 644 466 579
Total 8,237 8,308 7,463 8,470 9,183 9,970 9,930 9,217 9,672 7,614
Property, plant and equipment:
Capital expenditures 529 514 551 581 689 822 725 797 819 641
Depreciation 501 528 540 599 622 635 631 740 661 587
Ratios:
Revenues/invested capital 171 1.68 1.68 1.56 155 152 1.58 151 154 1.59
Gearing 0.26 0.44 0.42 0.92 1.46 1.34 1.50 2.03 2.09 0.32
Equity/noncurrent assets 0.74 0.62 0.51 0.41 0.31 0.43 0.41 0.34 0.33 0.79
Inventories and receivables/current liabilities 1.87 1.90 177 215 2.08 2.25 2.29 2.03 2.20 214

1 The 1997 - 2003 figures have not been restated to IFRS accounting standards. The differences mainly relate to pensions and other postretirement benefits, the recognition
of deferred taxes on intercompany profit, and the recognition of goodwill. For the most part, the changed accounting is a matter of timing of the recognition of the assets,
liabilities and related results.

[For definitions of certain financial ratios and concepts see page 132]

Financial summary
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Financial summary

Business segment statistics

IFRS
Millions of euros 2006 2005 2004
Organon
Revenues 2,611 2,425 2,344
Operating income 354 415 275
Invested capital 2 1,579 1,781 1,628
Operating income
— as percentage of revenues 13.6 171 11.7
— as percentage of invested capital 211 24.3 161
EBITDA 475 541 393
Capital expenditures 103 95 103
Average number of employees 14,000 14,200 14,700
Intervet
Revenues 1125 1,094 1,027
Operating income 219 238 184
Invested capital 2 949 883 798
Operating income
— as percentage of revenues 19.5 21.8 17.9
— as percentage of invested capital 23.9 28.3 235
EBITDA 278 292 230
Capital expenditures 55 54 54
Average number of employees 5,300 5,300 5,300
NL GAAP 1

2003 2002 2001 2000 1999 1998 1997
Pharma
Revenues 3,600 4,061 4,085 3,898 2,904 2,345 2,111
Operating income 538 747 869 857 566 461 409
Invested capital 2 2,506 2,475 2,558 2,367 2,081 1,399 1,243
Operating income
— as percentage of revenues 14.9 18.4 21.3 22.0 19.5 19.7 19.4
— as percentage of invested capital 278 30.5 33.7 34.4 35.4 34.9 35.2
EBITDA 714 927 1,033 1,024 706 566 499
Capital expenditures 210 297 317 214 199 173 107
Average number of employees 21,300 21,700 21,000 21,200 18,300 16,200 15,500

1 The 1997 - 2003 figures have not been restated to IFRS accounting standards. The differences mainly relate to pensions and other postretirement benefits, the recognition
of deferred taxes on intercompany profit, and the recognition of goodwill. For the most part, the changed accounting is a matter of timing of the recognition of the assets,

liabilities and related results.

2 At December 31.
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IFRS NL GAAP *
Millions of euros 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997
Coatings
Revenues 6,209 5,555 5,237 5,162 5,444 5,522 5,501 5,203 4,517 3,568
Operating income 604 384 406 369 424 204 413 416 347 291
Invested capital 2 2,653 2,259 2,067 2,043 2,221 2,351 2,279 2,158 2,136 1,409
Operating income
— as percentage of revenues 9.7 6.9 7.8 71 7.8 3.7 75 8.0 77 8.2
— as percentage of invested capital 24.6 17.8 19.8 19.4 194 17.6 19.2 18.9 20.0 22.6
EBITDA 744 519 529 516 577 362 560 560 467 392
Capital expenditures 135 112 122 124 128 176 161 151 174 116
Average number of employees 30,700 29,000 28,700 29,000 28,800 29,700 29,700 30,100 27,200 21,600
Chemicals
Revenues 3,809 3,890 4,317 4,473 4,679 4,680 4,814 4,217 3,723 3,756
Operating income 362 312 869 257 270 141 389 392 270 394
Invested capital 2 1,960 2,291 2,048 2,604 2,893 3176 3,108 2,841 2,700 2,776
Operating income
— as percentage of revenues 9.5 8.0 201 5.7 5.8 3.0 8.1 G 7.3 10.5
— as percentage of invested capital 17.0 144 40.8 12.4 121 114 15.7 14.0 12.2 12.7
EBITDA 583 553 1141 575 603 481 725 693 544 651
Capital expenditures 231 252 269 241 251 315 338 315 298 277
Average number of employees 10,500 11,600 13,600 14900 15,300 15,800 16,000 15,300 14,700 15,000
Acordis/Fibers
Revenues 2,242 1,947 1,606
Operating income (830) - (27)
Invested capital ? 1,682 1,144
Operating income
— as percentage of revenues (37.0) - @7
— as percentage of invested capital (6.4) 14 )
EBITDA (672) 132 83
Capital expenditures 107 135 83
Average number of employees 17,400 16,100 13,700

1 The 1997 - 2003 figures have not been restated to IFRS accounting standards. The differences mainly relate to pensions and other postretirement benefits, the recognition
of deferred taxes on intercompany profit, and the recognition of goodwill. For the most part, the changed accounting is a matter of timing of the recognition of the assets,
liabilities and related results.

2 At December 31.

[For definitions of certain financial ratios and concepts see page 132]
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Regional statistics

IFRS NL GAAP * NL GAAP *

Millions of euros 2006 2005 2004 2003 2002 2006 2005 2004 2003 2002
The Netherlands U.S. and Canada
Revenues by destination 915 862 844 825 816 2,711 2,400 2,445 2,944 3,723
Revenues by origin 2,072 2,459 2,748 2,546 2,662 2,732 2,116 2,221 2,604 3,318
Operating income 25) 474 446 171 179 248 (67) 60 94 100
Capital expenditures 179 179 189 173 197 70 51 52 81 177
Invested capital 2,405 2,229 2,060 2,354 2,062 1,571 1,534 1,405 1,627 2,158
Number of employees 2 11,100 11,600 11,300 12,700 13,000 8,800 8,200 8,400 9,500 10,600
Germany Latin America
Revenues by destination 1,209 1,238 1,165 1,147 1,084 924 830 729 704 767
Revenues by origin 1,208 1152 1,050 1,088 1,051 747 626 493 470 506
Operating income 87 144 159 73 34 120 85 133 60 96
Capital expenditures 24 25 23 27 36 23 42 61 18 31
Invested capital ? 471 539 486 619 642 407 448 304 259 265
Number of employees 2 4,000 4,100 4,100 4,100 4,700 4,400 4,400 4,400 4,600 4,700
Sweden Asia
Revenues by destination 523 516 509 510 517 1,755 1,590 1,536 1,453 1,513
Revenues by origin 1,284 1,237 1,155 1,102 1,184 1,440 1,231 1,087 1,022 1,064
Operating income 98 137 33 66 95 241 192 175 125 140
Capital expenditures 78 65 60 55 36 43 32 47 81 41
Invested capital 2 574 604 530 555 585 583 661 550 567 598
Number of employees 2 3,900 3,900 4,000 4,300 4,500 10,300 9,800 9,200 9,000 8,800
United Kingdom Other regions
Revenues by destination 781 809 833 840 963 674 680 650 665 668
Revenues by origin 798 754 848 798 911 383 356 310 321 290
Operating income 24 (59) (57) (93) 75 40 53 46 59 52
Capital expenditures 20 31 29 26 25 7 8 9 10 10
Invested capital ? 438 492 363 760 947 155 236 221 224 215
Number of employees? 3,900 4,100 4,200 4,600 4,900 2,100 2,300 2,300 2,300 2,300

Other European countries

Revenues by destination 4,245 4,075 4122 4,018 4,008
Revenues by origin 3,073 3,069 2,921 3,155 3,073
Operating income 579 527 532 509 591
Capital expenditures 85 81 81 110 136
Invested capital ? 1,456 1,264 1,226 1,152 1,220
Number of employees? 13,400 12,900 13,500 13,500 14,400

1 The 2002 - 2003 figures have not been restated to IFRS accounting standards. The differences mainly relate to pensions and other postretirement benefits, the recognition
of deferred taxes on intercompany profit, and the recognition of goodwill. For the most part, the changed accounting is a matter of timing of the recognition of the assets,
liabilities and related results.

2 At December 31.

[For definitions of certain financial ratios and concepts see page 132]
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Financial calendar

Report for the 1st quarter 2007
April 24, 2007

Annual Meeting of Shareholders
April 25, 2007

Quotation ex 2006 final dividend
April 27, 2007

Payment of 2006 final dividend
May 7, 2007

Report for the 2nd quarter 2007
July 24, 2007 *

Report for the 3rd quarter 2007
October 23, 2007 *

Quotation ex 2007 interim dividend
October 24, 2007 *

Payment of 2007 interim dividend
October 31, 2007 *

* Preliminary

Safe harbor statement!

This Annual Report contains statements which address such key issues as Akzo Nobel’s growth strategy, future financial results, market positions, product
development, pharmaceutical products in the pipeline, and product approvals. Such statements should be carefully considered, and it should be understood that
many factors could cause forecasted and actual results to differ from these statements. These factors include, but are not limited to, price fluctuations, currency
fluctuations, progress of drug development, clinical testing and regulatory approval, developments in raw material and personnel costs, pensions, physical and
environmental risks, legal issues, and legislative, fiscal, and other regulatory measures. Stated competitive positions are based on management estimates
supported by information provided by specialized external agencies. For a more comprehensive discussion of the risk factors affecting our business please see our
Annual Report on Form 20-F filed with the United States Securities and Exchange Commission, a copy of which can be found on the company’s corporate
website www.akzonobel.com. The 2006 Annual Report on Form 20-F will be available in the second quarter of 2007.

1 Pursuant to the U.S. Private Securities Litigation Reform Act 1995.

Disclaimer

In this report, great care has been taken in drawing up the properties and qualifications of the product features. No rights can be derived from these descriptions.
The reader is advised to consult the available product specifications themselves. These are available through the relevant business units.

In this report the terms “Akzo Nobel”” and ““the company” refer to Akzo Nobel NV and its consolidated companies in general. The company is a holding company
registered in the Netherlands. Business activities are conducted by operating subsidiaries throughout the world. The terms “we,” “our,” and “us” are used to
describe the company; where they are used in the chapter “Business Activities,” they refer to the business concerned.

This Annual Report is also available in Dutch. In the event of any discrepancies between the two versions, the English report will prevail.

The symbol ® indicates trademarks registered in one or more countries.
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Business principles

Core values

Akzo Nobel strives to meet high standards of performance and
behavior based on the company’s core values of business conduct.
These core values are:

« Entrepreneurial spirit

e Personal integrity

» Social responsibility

Responsibilities

Akzo Nobel is committed to creating long-term value for its
customers, shareholders, employees and society, recognizing that
sustainable profit is essential for the continuity of its business.

We will focus our efforts on the success of our customers. In this
respect it is our responsibility to provide customers with products
and services that offer value in terms of price and quality, and that
meet high health, safety, and environmental standards.

We will provide competitive returns on our shareholders’
investments. In this respect it is our responsibility to take due
account of the expectations of our investors.

We will create an attractive working environment for our
employees. In this respect it is our responsibility to recruit,

hire and promote employees on the sole basis of suitability for

the job, to stimulate their individual and professional development,
and to provide safe and healthy working conditions. It is also our
responsibility to prohibit harassment of any kind and exploitation
of child labor.

We will conduct our activities in a socially responsible manner.
In this respect we observe the laws of the countries in which we
operate, support fundamental human rights in line with the
legitimate role of business and give proper regard to health,
safety and the environment consistent with our commitment to
contribute to sustainable development.

Free enterprise

Akzo Nobel supports the principles of free enterprise and fair
competition. The company aims to meet customer’s needs faster,
better, and more distinctively than our competitors. To this end,
Akzo Nobel will compete vigorously but fairly, and within the
framework of applicable competition laws.
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Business Integrity

Akzo Nobel insists on integrity and fairness in all aspects of its

business operations.

= Bribery and any other form of unethical business practice
is prohibited

« Akzo Nobel employees are expected to avoid all situations in
which their personal or financial interests may conflict with the
company’s interest

« All business transactions shall be accurately and completely
recorded in accordance with the company’s accounting
principles and local laws and can be subject to audit.

Community Activities
Akzo Nobel companies are encouraged to support
community activities.

Akzo Nobel companies are to give their employees the opportunity
to play an active role in societal matters — for example, through
community or educational programs — unless participation in these
activities creates a conflict of interest. Akzo Nobel companies are
not to make payments to political parties, or their institutions,
agencies, or representatives.

Communication

Akzo Nobel recognizes that, in view of the company’s scope of
activities, the impact they have on stakeholders, and the public role
the company fulfills, proper communication is essential. Subject to
any overriding considerations of confidentiality, Akzo Nobel
companies endeavor to communicate with others in an open,
factual, and timely manner.

Compliance

The Board of Management will not hold Management accountable
for any loss of business resulting from compliance with

Akzo Nobel’s Business Principles, and will see to it that no
employee suffers as a consequence of reporting a breach or
suspected breach of these principles.

Financial calendar
Business principles

Additional information
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Definitions
Revenues consist of goods and services, and royalty income

Autonomous growth is defined as the change in revenues
attributable to changed volumes and selling prices. It excludes
currency, acquisition, and divestment effects

EBIT (Earnings Before Interest and Taxes)
Operating income

EBIT margin is EBIT (Operating income) as percentage of revenues

EBITDA
EBIT before Depreciation and Amortization

Incidentals are special benefits, results on divestments,
restructuring and impairment charges, charges related to
major legal, antitrust, and environmental cases.

Earnings per Share
Net income divided by the weighted average number of common
shares outstanding during the year

Shareholders’ Equity per Share
Akzo Nobel NV shareholders’ equity divided by the number
of common shares outstanding at December 31

Additional information

Invested Capital
Total assets less cash and cash equivalents, less current liabilities

ROI (Return On Investment)
EBIT divided by 1% of the average of invested capital at the
beginning and at the end of the year

Gearing
Net interest-bearing borrowings divided by equity

Net Interest-bearing Borrowings
Long-term borrowings plus short-term borrowings less cash
and cash equivalents

Interest Coverage
EBIT divided by the sum of financing income and expenses

EBITDA Coverage
EBITDA divided by the sum of financing income and expenses

In the computation of ratios, the amounts used for invested
capital and shareholders’ equity represent averages of the
amounts at the beginning and the end of the year
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