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Management Discussion and Analysis
of Financial Condition and Results of Operations

Overview

In 2004, we made significant progress and were able to reinforce our competitive position by responding to strong demand
in our core markets. At the same time, we strengthened our position in emerging geographic markets for Telecommunications
and Financial Services and we continued to improve our situation in the growing markets that are targeted by our Identity
and Security segment. We also maintained robust, industry-leading research and development activities in order to be well-
prepared to address future opportunities. Last but not least, we reported substantial improvement in our financial performance.

We saw strong customer demand throughout the year across all regions in our core markets. This was particularly true in
the markets for wireless products, which continued to benefit from rapid migration to SIM technology in the United States
and in Japan. We also benefited from strong subscriber growth in rapidly developing economies, as well as continued shifts
towards high-end cards in developed economies. EMV (Europay MasterCard Visa) migration, which involves the replacement
of conventional magnetic stripe payment cards with microcontroller cards as a result of banking industry-wide agreements,
remained a key driver of the market for “smart” payment cards. Large volumes of cards were issued in the United Kingdom
as a result of EMV migration, and EMV card issuances began in other European and in Asian countries. In 2004, we also
observed increased interest in initiatives around Identity and Security card programs in the emerging corporate security and
government markets.

Our net sales increased by 15%, from € 749.2 million in 2003 to € 865.0 million in 2004, driven by higher demand throughout
the year for wireless communication products and EMV payment cards. On a currency adjusted basis, our net sales increased
by 20%. Despite a decline in average selling prices and adverse currency fluctuations in certain markets, our gross margin
improved by 3.6 percentage points in 2004, mainly driven by a favorable wireless mix (i.e., weighted towards higher-end
products) and higher unit shipments allowing greater manufacturing productivity.

Our operating expenses were substantially lower during the year, due to lower restructuring and general and administrative
expenses and less goodwill amortization. These expenses in 2004 were reduced by € 96.9 millions (-28%) as compared to 2003.

As a result, in 2004 we improved our operating result from a loss of € 133.8 million in 2003 to an income of € 26.3 million
(even after taking into account € 16.1 million in restructuring and goodwill amortization expenses incurred in 2004).

We are also pleased to have returned to a net profit of € 6.3 million in 2004, compared to a loss of € 159.0 million in 2003.

Cash and cash equivalents were € 388.4 million at December 31, 2004, compared to € 390.7 million at December 31, 2003,
and despite non-recurring cash outlays of € 82.2 million. These cash outlays included € 34.9 million relating to a tax assessment
in France, € 25.3 million related to restructuring plans and a € 22.0 million payment into an escrow account relating
to a pending lawsuit.
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Management Discussion and Analysis

Effect of Exchange Rates

We report our Consolidated Financial Statements in euros. Because we earn a significant portion of our revenues and incur
expenses in countries where the euro is not the local currency, exchange rate movements between the euro and other
currencies can significantly affect our results of operations. These other currencies are primarily the US dollar, the British
pound, the Chinese yuan and the Singapore dollar. In 2004, we earned 12% of our revenues in the United States, 12% in
the United Kingdom, 6% in China and 16% in Asia outside China. A substantial portion of our sales in Asia outside China
is denominated in Singapore dollars and in US dollars. In 2004, our results of operations continued to suffer from the decline
in the value of the US dollar, and currencies pegged to the US dollar, against the value of the euro. The following table sets
forth information relating to the average exchange rates between the euro and the main billing currencies used to record
our revenues. We seek to mitigate our exposure to currency fluctuations by engaging in hedging transactions where we
deem appropriate. We have hedged certain foreign currency positions for 2005. We cannot predict, however, all changes
in currency, inflation or other factors, that could affect our international business. We provide information on a currency
adjusted basis to help in the comparison of changes in our results of operations over time. We calculate the impact of
currency variances by converting the figures from the current year in the local currencies using the applicable exchange rates
of the previous year.

(yearly average, in euros, per unit of foreign currency)

Years ended December 31 2004 2003 2002
British pound 0.6773 0.6887 0.6294
Chinese yuan 10.2936 9.2584 7.8204
US dollar 1.2412 1.1289 0.9486
Singapore dollar 2.0867 1.9553 1.6928
Seasonality

During the year 2004, sales showed the seasonal fluctuation that we have usually observed towards the end of the year. We
earned 28% of our net sales in the fourth quarter of 2004, compared to 31% of our net sales in the last quarter of 2003.

Results of Operations

Year ended December 31, 2004, compared to year ended December 31, 2003.

Net sales

The following table shows the breakdown of our net sales in 2004 and 2003 by reporting segment (our reporting segments
are described in Note 32 of our Consolidated Financial Statements):
(in millions of euros)

Years ended December 31 2004 2003 % change % change,

currency adjusted
Telecommunications 641.8 542.5 18% 24%
Financial Services 182.2 168.2 8% 12%
Identity and Security 41.0 38.5 7% 1%

Total 865.0 749.2 15% 20%




After adjusting for currency fluctuations, the net sales of our Telecommunications segment experienced strong growth of
24% in 2004 compared to 2003. The growth of revenue in our Telecommunications segment was primarily driven by a 28%
increase in sales of our wireless products, from € 436.7 million in 2003 to € 558.5 million in 2004 (34% currency-adjusted).
SIM card shipments rose 39% to 255 million units in 2004, driven by strong growth in the Americas, emerging markets in
South East Asia and solid demand in Europe. Our focus on value-differentiated products promoted a shift towards more
sales of high-end SIM cards, including those with higher storage capacity and those for use in 3G networks. This shift helped
to partially offset the continued price pressure we have been experiencing in certain markets, as well as unfavorable currency
fluctuations. Our net sales of other cards continued to drop in 2004 compared to 2003, mainly driven by lower selling prices
and reduced volumes supplied in Asia and in the EMEA region. The Telecommunications segment represented 74% of our
revenues in 2004, as compared to 72% in 2003.

In 2004, our Telecommunications segment net sales benefited from our deliveries of more complete solutions to certain
customers, including our “Over-The-Air” software platforms (“OTA") that allow operators to remotely manage SIM cards
and provide additional services, resulting in enhanced sources of revenue from our chip card customers. This strategy also
helped us to maintain a leading position within advanced 3G markets.

After adjusting for currency fluctuations, the net sales of our Financial Services segment increased by 12% in 2004 compared
to 2003. Financial Services segment revenue was mainly driven by EMV migration. This included a large rollout of EMV cards
in the United Kingdom, and EMV ramp-up in France, Turkey, Mexico, South America and Malaysia. The shipments of
microcontroller chip cards for payment applications reached 51 million units in 2004 (an increase of 33% in volume), with
an increase in revenue by 29% in 2004 compared to 2003. The Financial Services segment represented 21% of our revenues
in 2004, as compared to 22% in 2003.

After adjusting for currency fluctuations, the net sales of our Identity and Security segment increased by 11% in 2004
compared to 2003. The growth of net sales in our Identity and Security segment was mainly driven by the sale of enterprise
security solutions, particularly in the United States and the United Kingdom. Our strategy of marketing subsystems based
on software components, value-added services and high-end chip cards led to a significant improvement in the product mix
of this segment. Our Identity and Security segment represented 5% of our revenues in 2004, unchanged from 2003.

We organize our operations into three geographic regions: EMEA (Europe, Middle East and Africa), Asia and the Americas.

The following table breaks down the net sales among our three regions:
(in millions of euros)

Years ended December 31 2004 2003 % change % change,

currency adjusted
Europe, Middle East and Africa 4431 407.7 9% 8%
Asia 194.3 171.9 13% 22%
Americas 227.6 169.6 34% 48%
Total 865.0 749.2 15% 20%

On a currency adjusted basis, revenue in our Americas region increased by 48% and in our Asia region by 22%. The increase
in revenue in the Americas and Asia regions was mainly driven by increased sales of wireless products in our
Telecommunications segment. Our Americas and Asia regions represented 26% and 23% of our total revenue in 2004,
respectively. The revenue in our EMEA region represented 51% of our revenue in 2004, compared with 54% in 2003. On a
currency adjusted basis, the revenue in our EMEA region increased by 8%, mainly driven by increased sales in our Financial
Services segment and, to a lesser extent, the sales of wireless products in our Telecommunications segment.
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Management Discussion and Analysis

Gross profit

We experienced a substantial improvement in our gross profit, with a 30% increase, from € 207.3 million in 2003
to € 270.5 million in 2004. Our gross margin increased from 27.7% in 2003 to 31.3% in 2004. This increase in gross
margin of 3.6 percentage points was mainly driven by an improved business mix (i.e., weighted towards more wireless
products and high-end products), strong volume growth and lower chip purchasing prices. These improvements more than
offset the continuing price competition and adverse currency fluctuations that we experienced in 2004. Our gross profit
also benefited from savings resulting from our restructuring and other improvements in our cost structure.

Years ended December 31 2004 2003 % change

(in millions of euros) (% of sales) (in millions of euros) (% of sales) in gross profit
Telecommunications 220.8 34.4% 166.8 30.7% 32%
Financial Services 37.7 20.7% 32.0 19.0% 18%
Identity and security 12.0 29.4% 8.5 22.2% 41%
Total 270.5 31.3% 207.3 27.7% 30%

The gross margin of our Telecommunications segment increased from 30.7% in 2003 to 34.4% in 2004. This increase
resulted primarily from higher volumes of SIM cards shipped, lower purchase prices for wireless microcontroller chips and
a more favorable product mix (i.e., weighted towards high-end wireless products). The gross margin in this segment also
benefited from restructuring and other improvements in our cost structure. These improvements more than offset the
continuing price competition and adverse currency fluctuations that we experienced in 2004.

The gross margin of our Financial Services segment increased from 19.0% in 2003 to 20.7% in 2004. This was mainly
driven by higher volumes shipped of microcontroller chip cards for payment applications. This included a large rollout of
EMV cards in the United Kingdom, and EMV ramp-up in France, Turkey, Mexico, South America and Malaysia.

The gross margin of our Identity and Security segment increased from 22.2% in 2003 to 29.4% in 2004. The growth of
gross margin in our Identity and Security segment was mainly driven by the results of our strategy of marketing subsystems
based on software components, value-added services and high-end chip cards.

Operating expenses

In 2004, operating expenses came in at € 244.2 million, a decrease of 28% compared to 2003. They represent 28%
of full-year net sales, compared to 46% in 2003. This decrease is mainly driven by lower restructuring and general and
administrative expenses and no adverse impact from goodwill impairment. It reflects the overall benefits achieved by
earlier restructuring and other cost reduction measures.

Our general and administrative expenses decreased by 17% from € 77.3 million in 2003, to € 63.9 million in 2004. Our
research and development expenses decreased by 10% from € 69.2 million in 2003, to € 62.6 million in 2004. Our selling
and marketing expenses increased by 1% from € 100.2 million in 2003, to € 101.5 million in 2004, reflecting higher sales.

In 2004, we recorded a total pre-tax restructuring charge of € 20.2 million in our annual Consolidated Statement of
Income, mainly related to the third restructuring program. This 2004 expense was partially offset by a release of unused
provisions amounting to € 11.8 million, mainly related to the second restructuring plan. As a result, the total pre-tax net
restructuring charge recorded in 2004 amounted to € 8.4 million.

Goodwill amortization and impairment amounted to € 7.7 million 2004, compared to € 33.1 million in 2003. In 2003, we
incurred a goodwill impairment charge of € 19.9 million, resulting from the revision of the business plan of the activities
of Celocom Limited which we acquired in November 2000.



Years ended December 31 2004 2003 % change in
(in millions of euros) (% of sales) (in millions of euros) (% of sales) operating expenses

Telecommunications (149.0) 23.2% (196.1) 36.1% (24%)
Financial Services (63.9) 35.1% (88.5) 52.6% (28%)
Identity and security (31.3) 76.3% (56.4) 146.5% (45%)
Total (244.2) 28.2% (341.0) 45.5% (28%)

Operating expenses for Telecommunications decreased by 24% from € 196.1 million in 2003, to € 149.0 million in 2004.
This decrease is mainly driven by the costs of the Company’s restructuring program in 2003 and lower depreciation of our
research and development capitalized projects.

Operating expenses for Financial Services are down by 28% from € 88.5 million in 2003 to € 63.9 million in 2004. This
decrease is mainly driven by the lower restructuring expenses compared to 2003. General and administrative expenses are
down compared to 2003, mainly due to the provision for a pending lawsuit booked in 2003.

Operating expenses for Identity and Security are down by 45% from € 56.4 million in 2003 to € 31.3 million in 2004. In
2003, we incurred a goodwill impairment charge of € 19.9 million, relating to the activities of Celocom Ltd that we
acquired in November 2000. The decrease is also the result of non-recurrence of the 2003 restructuring expenses.

Operating income (loss)

In 2004, we recorded operating income of € 26.3 million, compared to an operating loss of € 133.8 million in 2003. This
increase in our operating income of € 160.1 million reflects substantial progress mainly driven by increased volumes, improved
gross margin in all of our segments, and a major decrease in operating expenses driven by lower restructuring and general
and administrative expenses, and lower charges for goodwill amortization and impairment. It reflects the overall benefits
achieved by earlier restructuring and other cost reduction measures.

(in millions of euros)

Years ended December 31 2004 2003 Change in operating
income (loss)
Telecommunications 71.8 (29.3) 101.1
Financial Services (26.3) (56.6) 30.3
Identity and security (19.2) (47.9) 28.7
Total 26.3 (133.8) 160.1

Operating income for Telecommunications increased by € 101.1 million from an operating loss of € 29.3 million in 2003
to an operating profit of € 71.8 million in 2004. This increase is mainly due to significantly higher sales resulting in higher
gross profit and a substantial decrease of our operating expenses.

The operating loss for Financial Services decreased by € 30.3 million from an operating loss of € 56.6 million in 2003 to

an operating loss of € 26.3 million in 2004. This decrease is the result of higher sales driving higher gross profit and the
result of the company’s restructuring program and other cost reduction measures.

The operating loss for Identity and Security decreased by € 28.7 million from € 47.9 million in 2003 to € 19.2 million, mainly
due to higher sales, reduced costs and lower charges for goodwill amortization and impairment in 2004.
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Management Discussion and Analysis

Financial income (expense), net

Our financial income (expense), net, decreased from € 8.2 million in 2003 to € 5.7 million in 2004. Interest income on
short-term bank deposits decreased from € 8.4 million in 2003 to € 7.4 million in 2004 due to lower average effective
interest rates. Currency exposure on intercompany financing and related hedges generated a € 1.4 million gain in 2003,
and no impact on the Consolidated Statement of Income in 2004.

Share of profit (loss) of associates

In 2004, share of loss of associates was € 6.0 million compared to € 7.6 million in 2003. This loss included goodwill
amortization for € 3.5 million (€ 3.3 million in 2003) and impairment losses for € 0.7 million (€ 2.7 million in 2003).

Other non-operating income (loss), net

In 2004, we recorded a net non-operating loss of € 6.8 million compared to € 11.1 million in 2003. This loss included foreign
exchange loss amounting to € 5.9 million in 2004 (€ 8.6 in 2003) and net losses in available-for-sale financial assets amounting
to € 0.9 million in 2004 (€ 2.5 million in 2003).

Income tax benefit (expense)

We recorded an income tax expense of € 13.0 million in 2004, which reflected a charge of € 3.0 million relating to the
discounting of a receivable resulting from carry back of tax losses in France, a net charge from a provision for tax risk of
€ 1.6 million and a partial write-down of deferred tax assets. In 2003, we recorded an income tax expense of € 14.7 million,
which included € 7.5 million of write-down of deferred tax assets recognized in previous years.

Net income

We returned to a net income of € 6.3 million, compared to a net loss of € 159.0 million in 2003, corresponding to a net
income per share attributable to equity holders of €0.01 in 2004, and a net loss per share of €0.27 in 2003.

Liquidity and Capital Resources

Our financial position remained strong during the year 2004. Cash and cash equivalents were € 388.4 million at December 31,
2004, as compared to € 390.7 million at December 31, 2003, despite significant non-recurring cash outlays of € 82.2 million.
These included € 34.9 million related to the tax assessment in France, € 25.3 million related to restructuring plans and
€ 22.0million payment on an escrow account relating to the pending lawsuit referred to as the “Nicolai” case.

Operating activities generated € 27.0 million of cash during the year 2004, as compared to € 10.1 million used in 2003.
Accounts payable and related current assets as of December 31, 2004, increased by € 20.8 million as compared to
December 31, 2003. Accounts receivable and related current liabilities as of December 31, 2004, increased by € 3.0 million
as compared to December 31, 2003. Inventory levels as of December 31, 2004, increased by € 19.5 million as compared to
December 31, 2003. The year 2004 was also impacted by € 25.3 million paid in connection with our restructuring programs
as compared to € 57.0 million in 2003.

Net cash used in investing activities during the year 2004 was € 26.1 million as compared to € 16.7 million used in 2003
primarily due to higher capital expenditures, which were € 22.9 million in 2004 as compared to € 15.2 million in 2003.

Financing activities used € 3.4 million of cash during 2004, as compared to € 6.3 million cash used in 2003.

We believe that our existing cash resources and our anticipated cash flow from operations are sufficient to provide for our
foreseeable liquidity needs within the next two years. At December 31, 2004, cash and cash equivalents amounted to
€ 388.4million.



Outlook

We continue to see strong momentum in our core markets and will maintain our focus on cost efficiency. Our financial
performance is, therefore, expected to improve in 2005, benefiting from favorable market trends, notwithstanding continuous
selling price pressure. In accordance with the provisions of IFRS 2 and for the first time in 2005, we will recognize a
non-cash expense of approximately € 3.5 million corresponding to stock options previously granted. Operating income could
further be impacted in 2005 by potentially adverse currency fluctuations.

Critical Accounting Estimates and Policies

The annual Consolidated Financial Statements of the Company have been prepared in accordance with International
Financial Reporting Standards (IFRS).

We consider our critical accounting policies to be those that: (1) involve significant judgments and uncertainties; (2) require
estimates that are more difficult for management to determine; and (3) have the potential to result in materially different
outcomes under varying assumptions and conditions. On an ongoing basis, the Company evaluates its estimates which are
based on historical experience and on various other assumptions that are believed to be reasonable under the circumstances.
The Company believes that the following represent critical accounting policies of the Company that require significant
management judgments and estimates. For a summary of the Company’s significant accounting policies, including the critical
accounting policies discussed below, please see Note 2 of the Consolidated Financial Statements.

Revenue recognition

Revenues from product sales are recorded upon transfer of title and risk of loss provided that no significant obligations of
the Company remain and collection of the resulting receivable is probable. The Company records deferred revenue for cards
that are invoiced to customers but not shipped because they require customization by the Company. Procedures exist which
are regularly reviewed to ensure that the policies are consistently applied throughout our subsidiaries worldwide.

Impairment of goodwill and other long-lived assets

Goodwill is reviewed for impairment based on expectations of future cash flows, which by definition are uncertain, at each
balance sheet date, or whenever events or changes in circumstances indicate that the carrying value may not be recoverable.
Future cash flows are computed based on the revenue estimates for the next five years, and include a terminal value
assumption. Whenever possible, forecast and long range planning data approved by management are used in those
computations. Future cash flows are discounted using the cost of capital of the Company at the time of the acquisition to
which the goodwiill is related. We consider significant underperformance relative to expected historical or projected future
operating results, significant change in the manner we use the acquired assets or the strategy for our overall business, and
significant negative industry or economic trends. We believe that the estimates of future cash flows and fair value are
reasonable; however, changes in estimates resulting in lower future cash flows and fair value due to unforeseen changes in
business assumptions such as a drastic decline in consumer demand could negatively affect the valuations of goodwvill.

Other assets that are subject to amortization or depreciation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is recognized for the amount
by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair
value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels
for which there are separately identifiable cash flows (cash-generating units).

Under the current assumptions we believe that no further material impairment of goodwill and other long-lived assets is
required.
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Management Discussion and Analysis

Inventory

Our industry is highly competitive and influenced by rapid technological change, frequent new product development, changes
in demand, product pricing pressure and rapid product obsolescence. We regularly review inventory quantities on hand for
excess inventory, obsolescence and declines in market value below cost and record an allowance against the inventory
balance for such declines. These reviews are primarily based on management’s estimated forecast of future product demand
and production requirements. Possible changes in these estimates could result in revisions to the valuation of inventory.
Inventories are carried at the lower of cost or market, with cost being determined principally on the weighted-average cost
basis. Cost elements included in inventories are raw materials, labor and manufacturing overhead, excluding the impact of
low activity, if any. A significant component of the cost of production relates to the acquisition of microprocessor chips. Our
provision for microprocessor chips inventory is determined based on the anticipated net realizable value of finished products
which includes cost of production, raw materials, labor and manufacturing overheads.

Research and development

Our results of operations depend on the continued successful development and marketing of new and innovative products
and services. The development of new products and services requires significant capital investments by our businesses and
the success of these products depends on their acceptance by customers and business associates. Further, the Company’s
businesses are characterized by rapid technological changes and corresponding shifts in customer demand, resulting in
unpredictable product transitions, shortened life cycles and increasing emphasis on being first to market new products and
services.

There can be no assurance that we will successfully introduce new products and services, that these products and services
will be accepted by customers, or that our businesses will recoup or realize a return on their capital investments. We capitalize
certain development costs when it is probable that a development project will be a success and once technological feasibility
is established, otherwise such costs are recognized as an expense when incurred. These costs are capitalized through the time
the product under development is produced and future profitability is demonstrated. These costs are then amortized on a
systematic basis over their expected useful lives, which due to the constant development of new technologies does not
exceed three years. During the development stage, management must exercise judgment in determining technological
feasibility and future profitability of these projects as well as their expected useful lives. Should a product fail to substantiate
its estimated feasibility or life cycle, we may be required to write off excess development costs in future periods.

In addition, from time to time we may experience difficulties or delays in the development, production or marketing of new
products and services. Consequently, we continually evaluate the recoverability of capitalized costs and make write-downs
when necessary.

Restructuring

We have gone through three restructuring programs during the last three years. Provisions for restructuring were recognized
only when a detailed formal plan for restructuring did exist and the main features of the plan were announced. The remaining
restructuring reserves are provisions principally for ongoing rents for closed sites and payment obligations for employee
terminations. The latter is mainly linked to the close of a plant in Germany.

The balances of restructuring provisions are reviewed at each reporting period and adjustments recorded when deemed
necessary.



Income taxes

As part of the process of preparing our Consolidated Financial Statements, we are required to estimate our income tax
liability in each of the jurisdictions in which we do business. This process involves estimating our actual current tax expense
together with assessing temporary differences resulting from differing treatment of items for tax and accounting purposes.
These differences result in potential deferred tax assets and liabilities. \WWe must then assess the likelihood that these deferred
tax assets will be recovered from future taxable income and, to the extent we believe that recovery is not more likely than
not or unknown, we do not recognize those deferred tax assets. The recognition of deferred tax assets is based on our
estimates of taxable income by jurisdiction and assumptions regarding the period over which our deferred tax assets will be
recovered.

Significant management judgment is required in determining our provision for income taxes, our deferred tax assets and
liabilities.

Hedge accounting

We account for derivative financial instruments in accordance with IAS 39. This requires that derivatives are initially recognized
at fair value on the date the derivative contract is entered into and subsequently measured at their fair value. The method
of recognizing the resulting gain or loss depends on whether the derivative is designated and qualifies as a hedging instrument
and the amount and timing of the item being hedged. We make significant estimates when calculating the fair value of our
derivative instruments and when identifying the amount and timing of the items being hedged.

Fair value of the forward exchange contracts at inception is zero. Fair value during the life and at expiration of the forward
exchange contracts is calculated according to parameters obtained from official information providers or fixings by central
banks, and using the following variables: (i) spot foreign exchange rate at the date the valuation is performed; (ii) risk-fee
interest rates; (iii) time to expiration; and (iv) notional amount of the contract. Fair value is then obtained by discounting, for
the remaining maturity, the difference between the contract rate and the market forward rate multiplied by the nominal
amount.

Fair value of the option contracts at inception equals the option premiums. Option contracts are marked-to-market during
their life and at expiration using standard option pricing method (such as Black & Scholes option pricing model), based on
market parameters obtained from official information providers or fixings by central banks, and using the following variables:
(i) spot foreign exchange rate; (i) option strike price; (iii) volatility; (iv) risk-free interest rate; (v) expiration date of the option.

Large shifts in the market conditions above could lead to significant changes in the fair value of our financial instruments
which could result in material movements in the Consolidated Financial Statements.

Changes in accounting rules could affect our reported results

The International Accounting Standards Board regularly revises current International Financial Reporting Standards with a view
to increasing international harmonization of accounting rules. This process of amendment and convergence of worldwide
accounting rules could result in significant amendments to the existing rules. It is not possible to predict the impact on our
reported results of any such rule changes which may be made in the future, or whether such rule changes would be
retrospective, potentially requiring us to restate past reported results.
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Report of the Auditors

To the Shareholders and Board of Directors of Gemplus International SA.

We have audited the accompanying consolidated balance sheet of Gemplus International SA and its subsidiaries (the “Group”)
as of December 31, 2004, and the related consolidated statement of income, cash flows and changes in shareholders’ equity
for the year then ended. These financial statements are the responsibility of the Company’s management. Our responsibility
is to express an opinion on these financial statements based on our audit.

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

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the financial
position of the Group as of December 31, 2004 and the results of its operations and its cash flows for the year then ended
in accordance with International Financial Reporting Standards.

PricewaterhouseCoopers

Q’&wﬂu hmx@ss\pcu

Luxemburg, Grand Duchy of Luxemburg
March 11, 2005



Consolidated Financial Statements

Consolidated Statements of Income

(in thousands of euros, except shares and per share amounts)

Years ended December 31 Notes 2004 2003 2002

Net sales (25) 865,034 749,203 787,434
Cost of sales (594,533) (541,947) (587,722)
Gross profit 270,501 207,256 199,712

Research and development expenses (12) (62,592) (69,223) (92,240)
Selling and marketing expenses (101,493) (100,181) (112,227)
General and administrative expenses (63,895) (77,317) (89,896)
Restructuring expenses 21 (8,384) (61,973) (90,003)
Other operating income (expense), net (101) 703 63

Goodwill amortization and impairment 1) (7,718) (33,051) (47,117)
Operating income (loss) 26,318 (133,786) (231,708)
Financial income (expense), net 27) 5,653 8,204 (51,092)
Share of profit (loss) of associates (14) (5,970) (7,561) (3,084)
Other non-operating income (expense), net (28) (6,757) (11,139) (21,550)
Income (loss) before taxes 19,244 (144,282) (307,434)
Income tax expense (29) (12,953) (14,673) (9,124)
NET INCOME (LOSS) 6,291 (158,955) (316,558)
Attributable to:

Equity holders of the Company 4,674 (161,107) (320,891)
Minority interest 1,617 2,152 4,333

Net income (loss) per share attributable to

equity holders of the Company (in euros)

Basic 31 0.01 (0.27) (0.53)
Diluted (31 0.01 (0.27) (0.53)
Shares used in net income (loss) per share

calculation:

Basic 606,672,060 605,658,965 606,222,660

Diluted 619,022,472 605,658,965 606,222,660

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Consolidated Balance Sheets

(in thousands of euros)

December 31 Notes 2004 2003 2002
ASSETS

Current assets:

Cash and cash equivalents (5) 388,430 390,684 417,226
Trade accounts receivable, net 6) 148,512 154,727 144,913
Inventory, net (7) 115,610 98,673 96,513
Derivative financial instruments (8) 33,387 16,426 10,371

Other current receivables 9) 66,160 66,249 83,111

Total current assets 752,099 726,759 752,134
Non-current assets:

Property, plant and equipment, net (10) 148,916 175,706 216,944
Goodwill, net 1 28,197 37,727 73,187
Deferred development costs, net (12) 19,222 17,916 25,910
Other intangible assets, net (13) 8,965 16,157 30,734
Deferred tax assets (29) 6,264 31,860 41,674
Investments in associates (14) 12,864 19,216 21,008
Available-for-sale financial assets, net (15) 4,752 647 2,080
Other non-current receivables, net (16) 43,900 27,251 54,085
Total non-current assets 273,080 326,480 465,622
TOTAL ASSETS 1,025,179 1,053,239 1,217,756
LIABILITIES

Current liabilities:

Accounts payable 94,025 95,582 80,256
Salaries, wages and related items 55,199 42,742 51,188
Current portion of provisions and other liabilities (17) 50,217 78,090 81,133
Current income tax liabilities 29) 25,708 14,673 27,209
Current obligations under finance leases 18) 6,005 5,928 6,098
Total current liabilities 231,154 237,015 245,884
Non-current liabilities:

Non-current obligations under finance leases 18) 33,663 38,893 42,540
Non-current portion of provisions (19) 25,696 57,082 51,817
Other non-current liabilities (19) 13,353 13,164 1,897
Total non-current liabilities 72,712 109,139 96,254
Shareholders’ equity:

Ordinary shares no legal par value, 1,889,466,226

shares authorized, 608,482,253, 607,312,796

and 637,859,088 shares issued at December 31,

2004, 2003 and 2002 respectively (22) 128,643 127,889 127,644
Additional paid-in capital 1,031,558 1,028,849 1,028,920
Retained earnings (459,560) (464,221) (210,358)
Other comprehensive income (24) 11,956 4,570 8,571

Less, cost of treasury shares (22) (1,985) (2,075) (94,326)
Equity attributable to equity holders

of the Company 710,612 695,012 860,451

Minority interest 10,701 12,073 15,167
Total shareholders’ equity 721,313 707,085 875,618
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 1,025,179 1,053,239 1,217,756

The accompanying notes are an integral part of the Consolidated Financial Statements.



Consolidated Statements of Cash Flows

(in thousands of euros)

Years ended December 31 Notes 2004 2003 2002
Cash flows from operating activities:
Net income (loss) 6,291 (158,955) (316,558)
Adjustments to reconcile net income (loss)
to net cash from operating activities:
Depreciation, amortization and impairment (36) 56,691 95,071 133,359
Changes in non-current portion of provisions and other
liabilities, excluding restructuring (19) (32,930) 4,228 9,420
Deferred income taxes (29) 3,661 8,644 (1,234)
(Gain) / loss on sale and disposal of assets 2,582 2,005 6,051
Share of (profit) loss of associates (14) 5,970 9,098 3,164
Other, net (2,700) 10,840 (5,234)
Changes in operating assets and liabilities:
Trade accounts receivable and related current liabilities (36) (2,962) (12,292) 40,598
Trade accounts payable and related current assets (36) 20,774 32,485 (27,405)
Inventories (36) (19,466) (9,189) 35,675
Value-added and income taxes (36) 21,288 6,674 (12,656)
Salaries, wages and other (36) 14,161 3,306 (2,716)
Restricted cash (16) (28,018) - -
Restructuring reserve payable 1) (18,307) (2,027) 35,958
Litigation expense payable (36) - - (18,120)
Management severance expense (37) - - (10,629)
Provision for a loan to a former director and executive (35) - - 67,582
Net cash (used for) from operating activities 27,035 (10,112) (62,745)
Cash flows from investing activities:
Sale / (Purchase) of activities net of cash disposed / acquired (2,898) 114 -
Other investments (2,982) (931) (14,720)
Purchase of property, plant and equipment (10) (22,888) (15,237) (31,953)
Purchase of other assets (1,725) (1,406) (2,860)
Proceeds from sale of property 1,300 - -
Change in non-trade accounts payable and other 3,064 780 2,403
Net cash used for investing activities (26,129) (16,680) (47,130)
Cash flows from financing activities:
Proceeds from exercise of share options 1,479 173 1,657
Payments on long-term borrowings - - (134)
Proceeds from sale-leaseback operations 956 2,142 15,962
Principal payments on obligations under finance leases (18) (5,827) (5,973) (3,883)
Increase (decrease) in bank overdrafts 1,660 (51) (3,205)
Dividends paid by subsidiaries to minority shareholders (1,724) (2,627) (4,297)
Change in treasury shares 90 - (617)
Interest receivable on loans to senior management - - (1,706)
Net cash (used for) from financing activities (3,366) (6,336) 3,777
Effect of exchange rate changes on cash 207 6,586 32,672
Net increase (decrease) in cash and cash equivalents (2,461) (33,128) (106,098)
Cash and cash equivalents, beginning of the year (5) 390,684 417,226 490,652
Cash and cash equivalents, end of the year (5) 388,430 390,684 417,226

The accompanying notes are an integral part of the Consolidated Financial Statements.

14,15



Consolidated Financial Statements

Consolidated Statement of Changes in Shareholders’ Equity

(in thousands of euros, except number of shares)

Attributable to equity holders of the Company

Notes Number Share  Additional Retained earnings Other  Treasury | Minority | Total share

of shares value paid-in Prior Netincome comprehensive shares interest holders’

capital years (loss) income equity

Balance at December 31, 2001 641,396,497 | 127,056 1,027,850 225,236 (100,220) (3,968) (108,192) 17,176 | 1,184,938

Cumultive translation adjustment - - - - - 5,440 - (2,045) 3,395
Net unrealized gain (loss) on hedging

instruments qualifying as effective - - - - - 7,099 - 7,099
Net income (loss) recognized directly

in equity under Other comprehensive income  (24) - - - - - 12,539 - (2,045) 10,494

Net loss - - - - (320,891) - - 4,333 (316,558)

Dividend paid to minority interest - - - - - - - (4,297) (4,297)

Allocation of prior year loss - - (100,220) 100,220 - - - -

Shares issued by Gemplus SA pursuant

to share options exercised to be contributed  (22) 699,100 - 992 - - - - - 992

Contribution of Gemplus SA shares

to Gemplus International SA (3) - 508 (508) - - - - - -

Shares issued by Gemplus International SA

pursuant to share options exercised (22) 398,350 80 586 - - - - - 666

Cancellation of treasury shares (22)  (4,634,859) - - (14,483) - - 14,483 - -

Purchase of 656,024 treasury shares (3) - - - - - - (617) - (617)
Balance at December 31, 2002 637,859,088 | 127,644 1,028,920 110,533 (320,891) 8,571  (94,326) 15,167 875,618

Cumultive translation adjustment - - - - - (8333) - (2,619) (10,952)
Net unrealized gain (loss) on hedging

instruments qualifying as effective - - - - - 4,332 - - 4,332

Net income (loss) recognized directly

in equity under Other comprehensive income  (24) - - - - - (4,001) - (2,619) (6,620)
Net loss - - - - (161,107) - - 2,152 (158,955)
Dividend paid to minority interest - - - - - (2,627) (2,627)
Allocation of prior year loss - - - (320,891) 320,891 - - - -

Shares issued by Gemplus SA pursuant

to share options exercised to be contributed ~ (22) 17,550 - 15 - - - - - 15

Contribution of Gemplus SA shares

to Gemplus International SA (22) - 207 (207) - - - - - -

Shares issued by Gemplus International SA

pursuant to share options exercised (22) 179,837 38 121 - - - - - 159

Cancellation of 30,743,679 treasury shares (3) (30,743,679) - - (92,756) - - (92,756) - -

Purchase of 487,957 treasury shares (3) - - - - - - (505) - (505)
Balance at December 31, 2003 607,312,796 | 127,889 1,028,849 (303,114) (161,107) 4,570 (2,075) 12,073 707,085

Cumultive translation adjustment - - - - - (9,951) - (1,265) (11,216)
Net unrealized gain (loss) on hedging

instruments qualifying as effective - - - - - 17,337 - - 17,337
Net income (loss) recognized directly

in equity under Other comprehensive income  (24) - - - - - 7,386 - (1,265) 6,121

Net income - - - - 4,674 - - 1,617 6,291

Dividend paid to minority interest - - - - - - - (1,724) (1,724)
Allocation of prior year loss - - - (161,107) 161,107 - - - -

Shares issued by Gemplus SA pursuant

to share options exercised to be contributed ~ (22) 901,250 - 1,151 - - - - - 1,151

Contribution of Gemplus SA shares

to Gemplus International SA (22) - 697 (697) - - - - - -

Shares issued by Gemplus International SA

pursuant to share options exercised (22) 268,207 57 271 - - - - - 328

Sale of 28,664 treasury shares - - - (13) - - 90 - 77

Minority shareholders’ contribution

not resulting in a change of subsidiary ownership - - 1,984 - - - - - 1,984

Balance at December 31, 2004 608,482,253 | 128,643 1,031,558  (464,234) 4,674 11,956 (1,985) 10,701 721,313

The accompanying notes are an integral part of the Consolidated Financial Statements.



Notes to the Consolidated Financial Statements

1. THE COMPANY

Gemplus International SA, including its consolidated subsidiaries (the “Company”), is a leading provider of enabling technology
products and services for secure wireless communications and transactions.

The Company designs, develops, manufactures and markets microprocessor solutions and non-chip-based products for
customers in the Telecommunications, Financial Services, Identity and Security industries.

The Company is incorporated in the Grand Duchy of Luxemburg.

The Company’s ordinary shares of common stock are listed on the Euronext Paris Market and in the form of American
Depositary Shares on the Nasdag National Market.

These Consolidated Financial Statements have been approved by the Board of Directors on March 8, 2005.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these Consolidated Financial Statements are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

2.1 Basis of presentation
The annual Consolidated Financial Statements of the Company have been prepared in accordance with International
Financial Reporting Standards (IFRS) formulated by the International Accounting Standards Board (IASB).

The Consolidated Financial Statements have been prepared under the historical cost convention, as modified by the revaluation
of available-for-sale financial assets as well as financial assets and liabilities (derivative instruments) measured at fair value.

A reconciliation of net income and shareholders’ equity between IFRS and the accounting principles generally accepted in
the United States (US GAAP) is included in Note 39. A reconciliation of net income and shareholders’ equity between IFRS
and the accounting principles generally accepted in France and in Luxemburg is included in Note 41.

The preparation of Consolidated Financial Statements in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise judgment when applying the Company’s accounting policies. The areas
involving a higher degree of judgment or complexity, or the areas where assumptions and estimates are significant to the
Consolidated Financial Statements, are disclosed in the notes below.

2.2 Principles of consolidation

(a) Subsidiaries

Subsidiaries are all entities over which the Company has the power to govern the financial and operating policies generally
accompanying a shareholding of more than one half of the voting rights. The existence and effect of potential voting rights
that are currently exercisable or convertible are considered when assessing whether the Company controls another entity.
Subsidiaries are fully consolidated from the date on which control is transferred to the Company. They are de-consolidated
from the date that control ceases.

The Company uses the purchase method of accounting to account for the acquisition of subsidiaries. The cost of an acquisition
is measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed at the date of
exchange, plus costs directly attributable to the acquisition. Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their fair values at the acquisition date, irrespective of the extent
of any minority interest. The excess of the cost of acquisition over the fair value of the Company’s share of the identifiable
net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of the net assets of the
subsidiary acquired, the difference is recognized directly in the income statement.
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Inter-company transactions, balances and unrealized gains on transactions between group companies are eliminated.

Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the policies adopted by
the Company.

(b) Associates

Associates are all entities over which the Company has significant influence but not control, generally accompanying a
shareholding of between 20% and 50% of the voting rights. Investments in associates are accounted for by the equity
method of accounting and are initially recognized at cost.

The Company’s investment in associates includes goodwill (net of accumulated amortization and any impairment loss)
identified on acquisition (see Note 14).

The Company’s share of its associates’ post-acquisition profits or losses is recognized in the income statement, and its share
of post-acquisition movements in reserves is recognized in reserves. The cumulative post-acquisition movements are adjusted
against the carrying amount of the investment. When the Company’s share of losses in an associate equals or exceeds its
interest in the associate, including any other unsecured receivables, the Company does not recognize further losses, unless
it has incurred obligations or made payments on behalf of the associate.

Unrealized gains on transactions between the Company and its associates are eliminated to the extent of the Company’s
interest in the associates. Unrealized losses are also eliminated unless the transaction provides evidence of an impairment
of the asset transferred.

2.3 Foreign currency

(a) Functional and presentation currency

Items included in the Consolidated Financial Statements of each of the Company’s entities are measured using the currency
of the primary economic environment in which the entity operates (“the functional currency”). The Consolidated Financial
Statements are presented in euros.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of
the transactions. The exchange rates prevailing at the dates of the transactions are approximated by a single rate per currency
for each month (unless these rates are not reasonable approximations of the cumulative effect of the rates prevailing on the
transaction dates). Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognized
in the income statement, except when those monetary assets and liabilities are qualifying as cash flow hedges; they are then
deferred in equity within “Other comprehensive income”.

Translation differences on non-monetary items, such as equities classified as available-for-sale financial assets, are included
in “Other comprehensive income” within shareholders’ equity.

(c) Group companies
None of the Company’s entities has the functional currency of a hyperinflation economy.

The results and financial position of all the Company entities that have a functional currency different from the presentation
currency are translated into the presentation currency as follows:

(i) assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;

(i) income and expenses for each income statement are translated at a monthly average exchange rate (unless this rate is
not a reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, in which case
income and expenses are translated at the dates of the transactions); and

(iii) all resulting exchange differences are recognized as a separate component of shareholders’ equity within “Other
comprehensive income”.



On consolidation, exchange differences arising from the translation of the net investment in foreign entities including
monetary items that form part of the reporting entity’s net investment in foreign entities, and of borrowings and other
currency instruments designated as hedges of such investments, are taken to shareholders’ equity. When a foreign operation
is sold, such exchange differences are recognized in the income statement as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the
foreign entity and translated at the closing rate.

2.4 Change in accounting policies
In 2004, the Company early adopted the IFRS below, which are relevant to its operations. The 2003 and 2002 Consolidated
Financial Statements have been amended as required, in accordance with the relevant requirements.

IAS 1 (revised 2003) Presentation of Financial Statements

IAS 2 (revised 2003) Inventories

IAS 8 (revised 2003) Accounting Policies, Changes in Accounting Estimates and Errors
IAS 10 (revised 2003) Events after the Balance Sheet Date

IAS 16 (revised 2003) Property, Plant and Equipment

IAS 17 (revised 2003) Leases

IAS 21 (revised 2003) The Effects of Changes in Foreign Exchange Rates
IAS 24 (revised 2003) Related Party Disclosures

IAS 27 (revised 2003) Consolidated and Separate Financial Statements
IAS 28 (revised 2003) Investments in Associates

IAS 33 (revised 2003) Earnings per Share

The early adoption of IAS 1, 2, 8, 10, 16, 17, 21, 24, 27, 28 and 33 (all revised 2003) did not result in substantial changes
to the Company’s accounting policies. In summary:

- 1AS 1 (revised 2003) has affected the presentation of the Consolidated Balance Sheet (among other new sub-classifications
on the face of the Consolidated Balance Sheet and classification of minority interest within shareholders’ equity) and other
disclosures. The presentation of the Consolidated Statement of Income was subject to minor modifications (see 2.23
Comparatives).

-1AS 2, 8, 10, 16, 17, 21, 27, 28, and 33 (all revised 2003) had no material effect on the Company’s policies.

- IAS 24 (revised 2003) has affected the identification of related parties and some other related party disclosures.

The Company did not elect for the early adoption of the following new or revised standards in 2004 and will adopt them
in 2005 in accordance with the relevant requirements:

IAS 19 Employee Benefits (Amendment December 2004) - Actuarial Gains and Losses, Group Plans and Disclosures
IAS 32 (revised 2003) Financial instruments: Disclosure and Presentation

IAS 36 (revised 2004) Impairment of Assets

IAS 38 (revised 2004) Intangible Assets

IAS 39 (revised 2004) Financial instruments: Recognition and Measurement

IFRS 2 (issued 2004) Share-based Payment

IFRS 3 (issued 2004) Business Combinations

IFRS 5 (issued 2004) Non-current assets held for sale and discontinued operations

The Company did not elect for the early adoption of the Amendment of IAS 19 that permits an entity to recognize all actuarial
gains and losses in the period in which they occur outside profit or loss within other comprehensive income.

The early adoption of IFRS 3, IAS 36 (revised 2004) and IAS 38 (revised 2004) would have resulted in a change in the
accounting policy for goodwill. Currently, goodwill is:

- Amortized on a straight line basis over a period ranging from five to twenty years; and

- Assessed for an indication of impairment at least at each balance sheet date.

Goodwill arising from business combinations for which the agreement date is on or after March 31, 2004, is accounted
for under the provisions of IFRS 3.
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In accordance with the provisions of IFRS 3:

- The Company will discontinue amortization of goodwill from January 1, 2005;

- Accumulated amortization as of December 31, 2004, will be eliminated with a corresponding decrease in the cost of
goodwill;

- From the year ended December 31, 2005, onwards, goodwill will be tested annually for impairment, as well as when
there are indications of impairment.

Considering the Company’s current accounting policies, no other impact is expected from the application of the revised
versions of IAS 36 and IAS 38.

In accordance with the provisions of IFRS 2, beginning January 1, 2005, the Company will be required to recognize share-based
payment transactions in its Consolidated Financial Statements whereas until December 31, 2004, these transactions were not
recognized against goods and services received by the Company. For shared-based payment transactions, the Company is
required to measure their value and the corresponding increase in equity, by reference to the fair value of the equity instruments
granted. Please refer to Note 39 “Differences between International Financial Reporting Standards and US Generally Accepted
Accounting Principles” for the impact of accounting for share-based payment transactions according to US GAAP. Please note
that the impact of accounting for share-based payment transactions according to IFRS might be different.

Considering the Company’s current accounting policies, no impact is expected from the application of IFRS 5.

2.5 Revenue recognition
Revenue comprises the fair value for the sale of goods and services, net of value-added tax, rebates and discounts and after
eliminating sales within the Company. The Company retained the following definition of revenue components:

(a) Sales of goods

Revenues from product sales are recorded upon transfer of title and risk of loss provided that no significant obligations of
the Company remain and collection of the resulting receivable is probable. The Company records deferred revenue for cards
that are invoiced to customers but not shipped because they require customization by the Company. Revenue on sales with
resellers and distributors is recognized only when there is no right of return and collection of the receivable is probable.

(b) Sales of services

The Company also provides system design and integration services. Revenues are recognized by reference to the stage of
completion at the balance sheet date, provided that the outcome of the contracts can be estimated reliably. When the
outcome of the contracts cannot be measured reliably, revenue and costs are deferred until the termination of the agreement.

2.6 Trade receivables

Trade receivables are recognized initially at fair value and subsequently measured at amortized cost using the effective interest
method, less provision for impairment. A provision for impairment of trade receivables is established when there is objective
evidence that the Company will not be able to collect all amounts due according to the original terms of receivables. The
amount of the provision is the difference between the asset’s carrying amount and the present value of estimated future
cashflows, discounted at the effective interest rate. The amount of the provision is recognized in the Consolidated Statement
of Income within the operating income or loss.

2.7 Inventory

Inventories are carried at the lower of cost or net realizable value, with cost being determined principally on the weighted-
average cost basis. Cost elements included in inventories are raw materials, labor and manufacturing overhead, excluding
the impact of low activity, if any. The Company regularly reviews inventory quantities on hand for excess inventory, obsolescence
and declines in market value below cost and records an allowance against the inventory balance for such declines. A significant
component of the cost of production relates to the acquisition of microprocessor chips. Our provision for microcontroller chips
inventory is determined based on the anticipated net realizable value of finished products which includes cost of production,
raw materials, labor and manufacturing overheads.



2.8 Property, plant and equipment
All property, plant and equipment (P,P&E) are stated at historical cost less depreciation. Historical cost includes expenditure
that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate, only when
it is probable that future economic benefits associated with the item will flow to the Company and the cost of the item
can be measured reliably. All other repairs and maintenance are charged to the Consolidated Income Statement during the
financial period in which they are incurred.

Land is not depreciated. Depreciation on other assets is calculated using the straight-line method to allocate their cost to
their residual values over their estimated useful lives, as follows:

Buildings 20 - 30 years
Equipment and machinery 5 years
Furniture and fixtures 5-10 years
Leasehold improvements 8 - 12 years

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater
than its estimated recoverable amount.

Gains and losses on sales are determined by comparing proceeds with carrying amount. These are included in the
Consolidated Income Statement under “Other operating income (expense), net”.

Leases of property, plant and equipment where the Company has substantially all the risks and rewards of ownership are
classified as finance leases. Finance leases are capitalized at the lease’s commencement at the lower of the fair value of the
leased property and the present value of the minimum lease payments. Each lease payment is allocated between the liability
and finance charges so as to achieve a constant rate on the finance balance outstanding. The corresponding rental obligations,
net of finance charges, are included in current and non-current obligations under finance leases. The interest element of the
finance cost is charged to the income statement over the lease period so as to produce a constant periodic rate of interest
on the remaining balance of the liability for each period. The property, plant and equipment acquired under finance leases
are depreciated over the shorter of the useful life of the asset or the lease term.

2.9 Intangible assets

(a) Goodwiill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Company’s share of the net identifiable
assets of the acquired subsidiary/associate at the date of acquisition. Goodwill on acquisitions of subsidiaries is presented
on the Consolidated Balance Sheet under the caption “Goodwill”. Goodwill on acquisitions of associates is included in
investments in associates. Goodwill is carried at cost less accumulated amortization and impairment losses. Gains and losses
on the disposal of an entity include the carrying amount of goodwill relating to the entity sold.

Goodwill is currently amortized over a period between five and twenty years, and is reviewed for impairment at each balance
sheet date, or whenever events or changes in circumstances indicate that the carrying value may not be recoverable.

(b) Patents
Patents and patent rights are stated at cost and are amortized using the straight-line method over their economic useful
life, which does not exceed the shorter of three years or the legal lifetime.

(c) Computer software
Acquired computer software licenses are capitalized on the basis of the costs incurred to acquire and bring to use the specific
software. These costs are amortized over their estimated useful lives (not exceeding five years).
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Certain direct development costs associated with internal-use software including external direct costs of material and services
and payroll costs for employees devoting time to the software products are included in other intangible assets and are
amortized over a period not to exceed five years beginning when the asset is substantially ready for use. Costs incurred
during the preliminary project stage, as well as maintenance and training costs, are expensed as incurred.

(d) Research and development

Research and development costs are expensed as incurred, except for development costs where it is expected that the product
under development will be produced and will be profitable, and technical feasibility has been demonstrated. Such costs are
capitalized and amortized based on the straight-line method over their estimated useful life, which normally does not exceed
three years. Costs are capitalized through the time the product under development is produced and future profitability is
demonstrated by net present value computations, using a discount rate based on the Company’s cost of capital plus a risk factor.

Development costs of a project are written down to the extent that the unamortized balance is no longer capable of being
recovered from the expected future economic benefits and when the criteria for recognition of the development costs as an asset
cease to be met. The write-down or write-off is recognized as an expense in the period in which such determination is made.

2.10 Impairment of assets

Goodwill is reviewed for impairment based on expectations of future cash flows, which by definition are uncertain, at each
balance sheet date, or whenever events or changes in circumstances indicate that the carrying value may not be recoverable.
Future cash flows are computed based on the revenue estimates for the next five years, and include a terminal value
assumption. Whenever possible, forecast and long range planning data approved by the management of the Company are
used in those computations. Future cash flows are discounted using the cost of capital of the Company at the time of the
acquisition to which the goodwill is related. In performing its review, the Company considers factors such as significant
underperformance in comparison to expected historical or projected future operating results, significant changes in strategy
or in the business model related to the acquired Company and significant negative industry or economic trends.

Other assets that are subject to amortization are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognized for the amount by which the
asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less
costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which
there are separately identifiable cash flows (cash-generating units).

2.11 Leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating
leases. Payments made under operating leases (net of any incentives received from the lessor) are charged to the Consolidated
Income Statement on a straight-line basis over the period of the lease.

2.12 Investments

The Company classifies its investments in the following categories: financial assets and liabilities held for trading, loans and
receivables originated by the enterprise and available-for-sale financial assets. The classification depends on the purpose for
which the investments were acquired. Management determines the classification of its investments at initial recognition and
re-evaluates this designation at every reporting date.

(a) Financial assets and liabilities held for trading
All derivatives are designated as hedges. Assets and liabilities in this category are classified as current assets or liabilities
under “Derivative financial instruments” as they are expected to be realized within 12 months of the balance sheet date.

(b) Loans and receivables originated by the enterprise

Loans and receivables originated by the enterprise are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They arise when the Company provides money, goods or services directly to a
debtor with no intention of trading the receivable. They are included in current assets, except for maturities greater than
12 months after the balance sheet date. These are classified as non-current assets. Loans and receivables originated by the
enterprise are included in trade and other current receivables in the Consolidated Balance Sheet.



(c) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified in any of
the other categories. They are included in non-current assets unless management intends to dispose of the investment
within 12 months of the balance sheet date.

Equity investments in which the Company has less than 20% of the investee’s outstanding shares or voting rights, and that
are not in substance controlled or under significant influence, are classified as available-for-sale financial assets and are presented
under “Available-for-sale financial assets” in non-current assets. Marketable investments are accounted for at fair value with
changes recognized directly through shareholders’ equity. Non-marketable investments are accounted for as follows:

- If the fair value of unquoted investments in equity securities is determinable by valuation techniques appropriate for the nature
of the security, these items are accounted for at fair value with changes recognized directly through shareholders’ equity.
- If fair value cannot be reliably measured, these items are accounted for under the cost method.

Gains or losses recognized on the sale of equity securities are recorded in the Consolidated Income Statement under the
caption “Other non-operating income (expense), net”. Any loss resulting from impairment in the value of investments which
represents an other than temporary decline is recorded in the period in which the loss occurs. The Company assesses at each
balance sheet date whether there is objective evidence that a financial asset or a group of financial assets is impaired. In the
case of non-marketable equity investments classified as available-for-sale, a significant or prolonged decline in the fair value
of the security below its cost is considered in determining whether the securities are impaired. If any such evidence exists for
available-for-sale financial assets, the cumulative loss — measured as the difference between the acquisition cost and the current
fair value, less any impairment loss on that financial asset previously recognized in profit or loss — is removed from
shareholders’equity and recognized in the Consolidated Statement of Income. Impairment losses recognized in the Consolidated
Statement of Income on shareholders’ equity instruments are not reversed through the Consolidated Statement of Income.

2.13 Cash and cash equivalents

Cash and cash equivalents includes cash in hand, short-term deposits and other short-term highly liquid investments with
original maturities of three months or less. Bank overdrafts are shown within current liabilities on the Consolidated Balance
Sheet. All significant cash deposits are made with major financial institutions having an investment grade rating and invested
in euro money market fixed term deposits or mutual funds that have a maturity of three months or less. The Company has
temporary exposure to non-investment grade institutions on payments made by customers in certain countries, until the
Company transfers such amounts to investment grade institutions.

Cash and cash equivalent balances held by the Company that are restricted as to withdrawal either under a legal restriction
or due to foreign countries exchange controls restrictions are not presented as part of “Cash and cash equivalents”. Those
balances are presented within current or non-current assets based on their expected release date, and are disclosed as such
in the notes to the Consolidated Financial Statements.

2.14 Other income
Income arising from the use by others of entity assets yielding interest and dividends are presented within “Financial income
(expense), net” as they are not arising in the course of ordinary activity.

Dividend income is recognized when the right to receive payment is established.

2.15 Income taxes

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounts in the Consolidated Financial Statements. However, if the deferred
income tax arises from initial recognition of an asset or liability in a transaction other than a business combination that at
the time of the transaction affects neither accounting nor taxable profit or loss, it is not accounted for. Deferred income
tax is determined using tax rates (and laws) that have been enacted or substantially enacted by the balance sheet date and
are expected to apply when the related deferred income tax asset is realized or the deferred income tax liability is settled.

Deferred income tax assets are recognized to the extent that it is probable that future taxable profit will be available against
which the temporary differences can be utilized.
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Deferred income tax is provided on temporary differences arising on investments in subsidiaries and associates, except where
the timing of the reversal of the temporary difference is controlled by the Company and it is probable that the temporary
difference will not reverse in the foreseeable future.

2.16 Research tax credit and government grants

Research tax credits are provided by various governments to give incentives for companies to perform technical and scientific
research. Companies that have qualifying expenses can receive such grants in the form of a tax credit irrespective of taxes
ever paid or ever to be paid, therefore these research tax credits are presented as a reduction of research and development
expenses. The Company records the benefit of this grant only when all qualifying research has been performed and the
Company has obtained sufficient evidence from the relevant government authority that the credit will be granted.

Certain grants are subject to performance conditions over an extended period of time. Grants are recognized when the
performance conditions are initially met and any risk of repayment assessed as remote.

2.17 Earnings per share

Basic earnings per share are calculated by dividing the profit attributable to equity holders of the Company by the weighted
average number of ordinary shares in issue during the year, excluding ordinary shares purchased by the Company and held
as treasury shares.

Diluted earnings per share are computed by dividing net income attributable to equity holders of the Company by the
weighted average number of shares outstanding, plus dilutive potential ordinary shares outstanding, i.e., additional share
equivalents, using the treasury stock method assuming the exercise of warrants and stock options. Dilutive potential ordinary
shares are additional ordinary shares to be issued. The effects of anti-dilutive potential ordinary shares are ignored in calculating
diluted earnings per share. When net losses are reported, the dilutive potential ordinary shares outstanding are excluded
from the net loss per share calculation.

2.18 Share capital and treasury shares
Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax,
from the proceeds.

From time to time, with the prior approval of the Company’s shareholders, the Company may repurchase a portion of its
outstanding ordinary shares. Shares repurchased by the Company could be cancelled or used to fulfill its obligations under
the stock option plans or for any other purpose subject to applicable laws and regulations. Treasury shares are recorded at
cost and reported as a reduction of shareholders’ equity.

2.19 Stock options accounting

Equity benefits in such forms as shares, stock options, and other equity instruments, issued to executive officers and employees
at less than the fair value at which those instruments would be issued to a third party, currently do not generate any
compensation expense and thus have no impact on the Consolidated Statement of Income in the year they are granted. Upon
the issuance of such shares, or exercise of the stock options, the impact of those benefits is recorded directly in “Share
capital” and “Paid-in-capital” within shareholders’ equity, and the dilutive effect of the shares is taken into account in the
calculation of the basic net income (loss) per share.

2.20 Provisions
Provisions for customer and warranty claims, restructuring costs, legal claims and litigation are recognized when:

- the Company has a present legal or constructive obligation as a result of past events;

- it is more likely than not that an outflow of resources will be required to settle the obligation;
- and the amount has been reliably estimated.

Restructuring provisions principally comprise lease termination penalties and employee termination payments. Provisions
are not recognized for future operating losses.



2.21 Employee benefits
The Company operates various pension schemes under both defined benefit and defined contribution plans.

The liability recognized in the balance sheet in respect of defined benefit pension plans is the present value of the defined
benefit obligation at the balance sheet date less the fair value of plan assets, together with adjustments for unrecognized
actuarial gains or losses and past service costs. The defined benefit obligation is calculated annually by independent actuaries
using the projected unit credit method. The present value of the defined benefit obligation is determined by discounting the
estimated future cash outflows using interest rates of high-quality corporate bonds that are denominated in the currency in
which the benefits will be paid, and that have terms to maturity approximating to the terms of the related pension liability.

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions in excess of the
greater of 10% of the value of plan assets or 10% of the defined benefit obligation are charged or credited to income
over the employees’ expected average remaining working lives.

Past-service costs are recognized immediately in income, unless the changes to the pension plan are conditional on the
employees remaining in service for a specified period of time (the vesting period). In this case, the past-service costs are
amortized on a straight-line basis over the vesting period.

For defined contribution plans, the Company pays contributions to publicly or privately administered pension insurance plans
on a mandatory, contractual or voluntary basis. The Company has no further payment obligations once the contributions
have been paid. The contributions are recognized as employee benefit expense when they are due. Prepaid contributions
are recognized as an asset to the extent that a cash refund or a reduction in the future payments is available.

2.22 Advertising and promotional costs

The Company expenses the costs of advertising and promotional expenses when such costs are incurred. Advertising and
promotional expenses were € 5,406 thousand, € 5,760 thousand and € 5,735 thousand for the years ended December 31,
2004, 2003, and 2002, respectively.

2.23 Comparatives
Due to the early adoption of IAS 1 (revised 2003) Presentation of Financial Statements, the Company has modified its
Consolidated Balance Sheet and its Consolidated Statement of Income.

The prior line item “Other income (expense), net” has been broken down on the face of the Consolidated Statement of
Income as follows:

- Gain (loss) on sales of the Company’s fixed assets amounting to € 703 thousand and € 63 thousand in 2003 and 2002
within “Other operating income (expense), net” in the operating income (loss).

- Income (loss) on investments in associates amounting to € (7,561) thousand and € (3,084) thousand in 2003 and 2002
within “Share of profit (loss) of associates”.

- Minority interest amounting to € (2,152) thousand and € (4,333) thousand in 2003 and 2002 within the allocation of Net
income (loss).

- Gain (loss) on investments amounting to € (2,487) thousand and € (6,444) thousand in 2003 and 2002 and Foreign exchange
gain (loss) amounting to € (8,652) thousand and € (15,106) thousand in 2003 and 2002 within “Other non-operating
income (expense), net”.

Derivative financial instruments have been excluded from “Other current receivables” and “Other current liabilities” and
included in the face of the balance sheet in “Derivative financial instruments”.

The prior line item “Investments” has been broken down on the face of the balance sheet between “Investments in associates”
for investments accounted for under the equity method and “Available-for-sale financial assets” that comprises net value
of the investments in non-marketable equity securities.

The prior line item “Other non-current assets” has been broken down on the face of the balance sheet between “Other
intangible assets, net” and “Other non-current receivables” that comprise receivables or prepaid expenses that are expected
to be realized in more than 12 months after the balance sheet date.
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3. FINANCIAL RISK MANAGEMENT

The Company is exposed to a variety of financial risks through its activity: currency risk, interest rate / re-investment risk,
financial counter-party risk and credit risk. The Company’s overall risk management program focuses on the unpredictability
of financial markets and seeks to minimize potential adverse effects on the Company’s financial performance. The Company
uses derivative financial instruments to hedge identified currency risk exposures.

3.1 Company'’s risk exposure
(a) Currency risks
The Company operates worldwide and is therefore exposed to foreign exchange risk on its commercial transactions.

The Company has developed risk management guidelines that set forth its tolerance for risk and its overall risk management policies.
The Company has also established processes to measure its exposure to foreign exchange risk and to monitor and control hedging
transactions in a timely and accurate manner. Such policies are approved by the Company’s Audit Committee and reviewed annually.

The policy of the Company is to hedge a portion of its subsidiaries’ known or forecasted commercial transactions not
denominated in their functional currencies.

In order to achieve this objective, the Company uses foreign currency derivative instruments by entering into foreign
exchange forward contracts and foreign exchange options.

The Company does not enter into financial derivative contracts for purposes other than hedging. No option is sold except
where there is a corresponding option purchased by the Company. This combination strategy reduces the cost of hedging
without creating speculative positions. All hedging instruments are allocated to underlying commercial transactions.

The financial derivative contracts are traded “over the counter” with major financial institutions and generally mature within
12 months.

(b) Interest rate and re-investment risk
The Company is in a net, short duration, financial asset position. Financial assets are short-term investments in money market
instruments with a duration of three months or less. Financial liabilities are mainly floating rates leasing.

The Company considers it is not significantly exposed to interest rate risk fluctuations, and consequently does not enter
into any derivative contract to hedge interest rate risk.

However, the Company is facing re-investment risk: when interest rates are increasing (decreasing), interest income is
increasing (decreasing respectively). This risk remains un-hedged.

(c) Financial counter-party risk

Derivatives and all significant cash deposits are held with major financial institutions of investment grade. The Company
has temporary exposure to non-investment grade institutions on payments made by customers in certain countries, until
the Company transfers such amounts to investment grade institutions.

(d) Concentration of credit risk
The Company’s broad geographic and customer distribution limits the concentration of credit risk. No single customer
accounted for more than 10% of the Company’s sales during the years ended December 31, 2004, 2003 and 2002.

In 2004, 2003 and 2002, the Company maintained adequate allowances for potential credit losses and performed ongoing
credit evaluations. As of December 31, 2004, the Company did not have any significant concentration of business transacted
with a particular customer that could, if suddenly eliminated, severely impact the operations of the Company.

3.2 Accounting for derivative financial instruments

Derivatives are initially recognized at fair value on the date a derivative contract is entered into and are subsequently remeasured
at their fair value. These instruments are presented under “Derivative financial instruments” in current assets or liabilities as
they are expected to be realized within 12 months of the balance sheet date. The method of recognizing the resulting gain
or loss depends on whether the derivative qualifies as a hedging instrument for accounting purposes, and if so, the nature of
the item being hedged. Most of the derivative financial instruments used to hedge the Company’s foreign exchange exposure
qualify as cash flow hedges since they reduce the variability in cash flows attributable to the Company’s forecasted transactions.



The Company documents at the inception of the transaction the relationship between hedging instruments and hedged
items, as well as its risk management objective and strategy for undertaking various hedge transactions. The Company also
documents its assessment, both at hedge inception and on an ongoing basis, of whether the derivatives that are used in
hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged items. The fair values
of various derivative instruments used for hedging purposes are disclosed in Note 8. Movements on the hedging reserve
within “Other comprehensive income” are shown in Note 24.

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges are
recognized in equity under “Other comprehensive income”. The gain or loss relating to the ineffective portion is recognized
immediately in the income statement within the foreign exchange gains and losses included in the line item “Other non-
operating income (expense), net”. Amounts accumulated in equity are recycled in the Consolidated Income Statement in
the periods when the hedged item will affect profit or loss. When a hedging instrument expires or is sold, or when a hedge
no longer meets the criteria for hedge accounting, any cumulative gain or loss existing in equity at that time remains in
equity and is recognized when the forecast transaction is ultimately recognized in the income statement. When a forecasted
transaction is no longer expected to occur, the cumulative gain or loss that was reported in equity is immediately transferred
to the Consolidated Income Statement.

For hedges that do not qualify for hedge accounting, any gains or losses arising from changes in the fair value of the hedging
instruments are recorded immediately as foreign exchange gains and losses for the period, in “Other non-operating income
(expense), net”.

3.3 Estimation of fair value of derivatives
The fair value of financial instruments traded in active markets (such as publicly traded derivatives, and trading and available-
for-sale securities) is based on quoted market prices at the balance sheet date.

The fair value of financial instruments that are not traded in an active market (for example, over-the-counter derivatives) is
determined by using valuation techniques. The fair value of derivative financial instruments is calculated at inception and
over the life of the derivative.

The fair value of the forward exchange contracts at inception is zero. Valuation during the life and at expiration of the
forward contract is calculated according to the following parameters communicated by the Company’s banks: (i) spot foreign
exchange rate at the date the valuation is performed; (ii) interest rate differential between the two currencies; (iii) time to
expiration; and (iv) notional amount of the contract. Fair value is then obtained by discounting, for the remaining maturity,
the difference between the contract rate and the market forward rate multiplied by the nominal amount.

The option contracts value at inception is the initial premium paid or received. Over the life of the option and at expiration,
fair value is determined using standard option pricing models (such as the Black & Scholes option pricing model), based on
central banks fixings or market parameters obtained from official financial information providers, and using the following
variables: (i) spot foreign exchange rate; (ii) option strike price; (iii) volatility, obtained from the Company’s banks; (iv) risk-
free interest rate; and (v) expiration date of the option.

4. CRITICAL ACCOUNTING ESTIMATES

The preparation of Consolidated Financial Statements in conformity with generally accepted accounting principles requires
management to make certain estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the Consolidated Financial Statements and the reported amounts of revenue and
expenses during the reporting period. Estimates are used for, but not limited to, the accounting of doubtful accounts, depreciation,
amortization and impairment, sales returns, income taxes and contingencies. Actual results could differ from these estimates.

Estimates and judgments are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances.

The Company makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition,
seldom equal the related actual results. The estimates and assumptions that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below.
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(a) Estimated impairment of goodwill
The Company tests annually whether goodwill has suffered any impairment, in accordance with the accounting policy stated
in Note 2.10.

(b) Income taxes

The Company is subject to income taxes in numerous jurisdictions. Significant judgment is required in determining the
worldwide provision for income taxes. There are many transactions and calculations for which the ultimate tax determination
is uncertain during the ordinary course of business. The Company recognizes liabilities for anticipated tax audit issues based
on estimates of whether additional taxes will be due. Where the final tax outcome of these matters is different from the
amounts that were initially recorded, such differences will impact the income tax and deferred tax provisions in the period
in which such determination is made.

(c) Legal claims
The estimates for provisions for litigation are based upon available information and advice of counsel and are regularly
reviewed on this basis by management.

5. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of the following:
(in thousands of euros)

December 31 2004 2003 2002
Cash at bank and in hands 23,846 45,955 48,804
Short term bank deposits 364,584 344,729 368,590
Cash and cash equivalents 388,430 390,684 417,394

The average effective interest rate on short-term bank deposits was 2.04% in 2004, 2.35% in 2003, and 3.26% in 2002;
these deposits have a maturity of less than three months.

6. TRADE ACCOUNTS RECEIVABLE

Trade accounts receivable consist of the following:
(in thousands of euros)

December 31 2004 2003 2002
Trade accounts receivable, gross 155,750 163,621 157,399
Less, provision for impairment of receivables (7,238) (8,894) (12,486)
Trade accounts receivable, net 148,512 154,727 144,913

The fair value of trade accounts receivable based on discounted cash flows does not differ from the net book value because
the Company does not have trade accounts receivable with payment terms exceeding one year.

The Company has recognized a net expense of € 591 thousand related to the provision for impairment of its trade
accounts receivable during the year ended December 31, 2004 (a net income of € 1,958 thousand in 2003, a net expense
of € 3,602 thousand in 2002). The income or expense has been included in “General and administrative expenses” in the
Consolidated Statement of Income.



7. INVENTORY

Inventory consists of the following: e e —

December 31 2004 2003 2002
Raw materials and supplies 38,208 27,456 34,098
Work-in-progress 74,296 67,066 67,883

Finished goods 10,517 10,158 8,901

Inventory, gross 123,021 104,680 110,882
Less, inventory allowance (7,411) (6,007) (14,369)
Inventory, net 115,610 98,673 96,513

8. DERIVATIVE FINANCIAL INSTRUMENTS

As indicated in Note 3, the Company uses financial instruments to manage its foreign currency exposure incurred in the
normal course of business. Most of the financial instruments used by the Company to hedge its exposure to foreign currency
risk are qualified as cash flow hedges under IAS 39. Non-qualified hedging instruments are mainly the options sold as part
of combination strategies.

The following table is a summary of the outstanding financial instruments qualifying as cash flow hedges under IAS 39
(notional amounts) and of the Company’s commercial exposure to currency risk.

In the amounts reported below:

e hedging positions in parentheses indicate the Company’s forward commitment or option to sell the currency against the euro;
other hedging positions indicate the Company’s forward commitment or option to buy the currency against the euro;

* positive exposures indicate the Company’s receivables in the currency, or forecasted sales in the currency; exposures in
parentheses indicate the Company’s payables in the currency, or forecasted purchases in the currency.

(in thousands of euros )

December 31 2004 2003
UsD and GBP JPY ZAR Others® USD and GBP JPY ZAR Others®
uUsD area® uUsD area®
Hedging positions @
Forward contracts (120,811) (23,519) (12,710) (4,483) 1,198 (30,874) (5,061) (4,474) (3,890) (2,476)
Option contracts® (132,244) (25,741) (22,849) - 4,347 (128,379) (21,307) (15,747) - -
Total (253,055) (49,260) (35,559) (4,483) 5,545 (159,253) (26,368) (20,221) (3,890) (2,476)
Exposure ©

Balance sheet items:
commercial transactions

not settled at year end 30,627 7,414 6,706 4,562 8,430 53,529 2,220 1,908 3,890 7,818
Forecasted commercial

transactions 238,093 51,838 36,598 - (13,598) 154,834 34,984 21,548 1,600 (13,284)
Total 268,720 59,252 43,304 4,562 (5,168) 208,363 37,204 23,456 5,490 (5,466)

1) Currency amounts are converted to euros at year end closing rates.

2) USD area includes currencies closely related to USD, mainly the CAD, AED, AUD, KRW and SGD.

3) Other currencies include mainly the CHF, NOK and PLN.

4) Financial instruments that hedge the Company’s commercial currency exposure and that are effective hedges under IAS 39 qualify as cash flow hedges.

5) Option hedges qualifying as effective hedges under IAS 39 are purchased options to sell or buy currency against the euro.

6) The Company’s policy is to hedge all its actual commercial currency exposure as well as a time-weighted proportion of its forecasted commercial
currency exposure.

(
(
(
(
(
(
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Outstanding financial instruments not qualifying as effective hedges under IAS 39 are described below (notional amount).
In the amounts reported below, a value in parentheses indicates the Company’s forward commitment or option to sell the
currency against the euro; other positions indicate the Company’s forward commitment or option to purchase the currency

against the euro.

(in thousands of euros )

December 31 2004 2003
UsD and GBP JPY ZAR Others® USD and GBP JPY ZAR Others®

USD area® UsD area®
Forward contracts 88 - (2,990) - - (8,796) (895) - (2,375) -
Option contracts @ (68,249) (7,253)  (10,890) - - (46,404)  (4,261) - - -
Total (68,161) (7,253) (13,880) - - (55,200) (5,156) - (2,375) -
(1) Currency amounts are converted to euros at year end closing rates.
(2) USD area includes currencies closely related to USD, mainly the CAD, AED, AUD, KRW and SGD.
(3) Other currencies include mainly the CHF, NOK and PLN.
(4) Options that do not qualify as effective hedges under IAS 39 are the options that the Company sells as part of its combination strategies.

The fair market value of the Company’s financial instruments is recorded in current assets or current liabilities as “Derivative
financial instruments”, and consists of the following:

(in thousands of euros)

December 31 2004 2003
Fair value of the financial instruments qualifying as cash flow hedges under IAS 39 33,135 16,986
Fair value of the financial instruments not qualifying as effective hedges under IAS 39 252 (560)
Total fair value of derivative financial instruments 33,387 16,426
9. OTHER CURRENT RECEIVABLES
Other current receivables include the following:

(in thousands of euros)
December 31 2004 2003 2002
Value added tax receivable 16,679 18,677 40,349
Other taxes receivable 4,111 11,255 9,175
Advance facility to supplier - 12,001 9,598
Advance payments to non-trade suppliers 826 1,099 2,356
Prepaid expenses 10,090 15,780 15,129
Advance payments to trade suppliers 3,804 3,454 3,369
Prepaid pension costs (see Note 20) - - 504
Restricted cash 27,405 - -
Other current assets 3,245 3,983 2,631
Total other current receivables 66,160 66,249 83,111




During the fourth quarter of 2000, to reduce supply risk associated with obtaining microprocessor chips, the Company
entered into a non-current supply agreement with a major microprocessor manufacturer. In connection with this supply
agreement, the Company financed enhancements of this supplier’s production capacity with an unsecured advance facility.
By December 31, 2004, the supplier had paid in full the advance facility and related interests.

Prepaid expenses include certain royalties paid in advance in the second quarter 2002 for the license to use certain software
integrated in the Company’s products. This amount is being expensed through 2005, proportionally based on the number
of units sold to customers. At each balance sheet date the Company reviews forecasted volumes to ensure that they are
sufficient to cover the balance of the pre-paid amount. If necessary, part of the pre-payment is expensed in proportion to
the volume decrease. As of December 31, 2004, the current portion of royalties paid in advance amounted to € 3,216 thousand.

Restricted cash is mainly composed of € 22,225 thousand (including interest amounting to € 273 thousand) related to
the “Nicolai” case (see Note 35). It also comprises € 2,657 thousand (of which € 886 thousand is reported under the caption
“Other non-current receivables”, see Note 16), that relates to a time deposit in China to secure a loan in favor of “TTEF”
(see Note 37). Restricted cash also comprises an amount of € 3,409 thousand related to Gemplus China Investment (“GCl”),
a wholly owned subsidiary of the Company. The Company can only withdraw this cash when GCl is liquidated, which is the
intention of the Company. However, this process has not yet started.

10. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment (“P,P&E") can be analyzed as follows:
(in thousands of euros)

Land Buildings Machinery = Total 2004  Total 2003  Total 2002

Cost

As of January 1 6,524 165,005 305,054 476,583 512,677 526,813

Additions - 5,766 17,122 22,888 15,238 31,953

Disposals (368) (7,486) (20,374) (28,228) (31,669) (24,521)
Changes in consolidation scope - - - - (597) 2,547

Currency adjustments (141) (1,607) (5,474) (7,222) (19,066) (24,115)
As of December 31 6,015 161,678 296,328 464,021 476,583 512,677

Accumulated depreciation

As of January 1 - (55,740) (245,137) (300,877) (295,733)  (258,029)
Depreciation - (13,100) (29,143) (42,243) (51,064) (72,376)
Reversal of impairment loss - - - - 2,555 -

Disposals - 4,824 18,625 23,449 30,794 22,896

Changes in consolidation scope - - - - 192 (511)
Currency adjustments - 518 4,048 4,566 12,379 12,287

As of December 31 - (63,498) (251,607) (315,105) (300,877)  (295,733)
Net book value as of December 31 6,015 98,180 44,721 148,916 175,706 216,944

Including:

PP&E under finance lease contracts, gross 3,153 66,579 139 69,871 68,926 69,407

PP&E under finance lease contracts, depreciation - (26,908) (84) (26,992) (22,689) (18,865)
Net book value under finance lease

contracts as of December 31 3,153 39,671 55 42,879 46,237 50,542

Interest is capitalized during the new construction or upgrade of qualifying assets. In 2002, interest was capitalized in the
amount of € 324 thousand in connection with the construction of a building located in La Ciotat, France. No interest was
capitalized in 2004 and 2003.
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11. GOODWILL

Goodwill can be analyzed as follows:
(in thousands of euros)

2004 2003 2002
Cost
As of January 1 156,081 165,443 163,402
Additions - 5,901 6,437
Purchase price adjustments (820) - -
Disposals and transfers (36,791) (9,918) -
Currency adjustments (2,088) (5,345) (4,396)
As of December 31 116,382 156,081 165,443
Accumulated depreciation and impairment
As of January 1 (118,354) (92,256) (46,822)
Impairment charge - (19,879) (22,124)
Amortization (7,718) (13,172) (24,993)
Disposals and transfers 36,791 4,543 167
Currency adjustments 1,096 2,410 1,516
As of December 31 (88,185) (118,354) (92,256)
Net book value as of December 31 28,197 37,727 73,187

As described in Notes 2.9 and 2.10, goodwill is amortized on a straight-line basis and reviewed for impairment based on
expectations of future cash flows at each balance sheet date or whenever events or changes in circumstances indicate that
the carrying value may not be recoverable. Amortization and impairment charges are included in the Consolited Statement
of Income under “Goodwill amortization and impairment”.

Goodwill is allocated to the Company’s operating segments as follows:
(in thousands of euros)

December 31 2004 2003 2002
Telecommunications 247 296 6,658
Financial Services 24,773 30,434 33,693
Identity and Security 3,177 6,997 32,836
Total 28,197 37,727 73,187

Impairment tests for goodwill
In 2004 the Company did not record any goodwill impairment charge.

In 2003 the Company recorded a goodwill impairment charge for the remaining book value of € 19,879 thousand as a
result of its impairment test. This write-down resulted from the revision of the business plan of the acquired activities of
Celocom Limited in November 2000.

In 2002 the Company recorded a goodwill impairment charge for the remaining book value of € 22,124 thousand as a result
of its impairment test. This write-down related to the goodwill generated following the acquisition of SLP SA of € 36,791
thousand in October 2000. In 2002 the Company decided to either sell or cease SLP operations due to a significant decline
in sales of SLP software. SLP eventually ceased its activities in 2004. Therefore, the total gross value and accumulated
depreciation have been written off.



12. DEFERRED DEVELOPMENT COSTS

Deferred development costs can be analyzed as follows:

(in thousands of euros)

December 31 2004 2003 2002
Gross amount at the beginning of the year 54,651 56,658 41,357
Accumulated amortization at the beginning of the year (36,735) (30,748) (12,887)
Balance at the beginning of the year 17,916 25,910 28,470
Deferred during the year 9,595 10,757 15,301
Less, allowances (8,289) (18,751) (17,861)
Impact for the year on income before tax 1,306 (7,994) (2,560)
Balance at the end of the year 19,222 17,916 25,910
Gross amount at the end of the year 55,846 54,651 56,658
Accumulated amortization (36,624) (36,735) (30,748)
Balance at the end of the year 19,222 17,916 25,910
Research and development expenses incurred during the year consist of the following:

(in thousands of euros)
Years ended December 31 2004 2003 2002
Research and development expenditures 68,208 63,918 95,288
Deferred development costs, net (1,306) 7,994 2,560
Grants received including research tax credit (4,310) (2,689) (5,608)
Total research and development expenses 62,592 69,223 92,240
13. OTHER INTANGIBLE ASSETS
Other intangible assets consist of the following:

(in thousands of euros)
December 31 2004 2003 2002
Software, gross 35,289 39,739 44914
Software, accumulated amortization (26,881) (24,677) (19,550)
Software, net of accumulated amortization 8,408 15,062 25,364
Patents and patent rights, gross 6,428 7,125 9,758
Patents and patent rights, accumulated amortization (5,871) (6,030) (4,388)
Patents and patents rights, net of accumulated amortization 557 1,095 5,370
Total other intangible assets, net 8,965 16,157 30,734
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14. INVESTMENTS IN ASSOCIATES

Investments in associates can be analyzed as follows:
(in thousands of euros)

2004 2003 2002
As of January 1 19,216 21,008 4,358
Change in perimeter - 7,090 19,734
Share of (loss) profit (5,970) (7,561) (3,084)
Currency adjustments (382) (1,321) -
As of December 31 12,864 19,216 21,008

(1) Change in perimeter comprises the impact of changes in ownership interest leading to reclassifications between subsidiaries, available-for-sale
financial assets and investments in associates.

The Company has investments in associates in several non-public start-up companies. These investments are accounted for
in accordance with the accounting policies described in Note 2.2. The Company has no significant flow of transactions with
these companies.

15. AVAILABLE-FOR-SALE FINANCIAL ASSETS

Available-for-sale financial assets consist of the following:
(in thousands of euros)

December 31 2004 2003 2002
Investments in non-marketable equity securities 23,512 18,549 17,367
Provision for impairment of available-for-sale assets (18,760) (17,902) (15,287)
Available-for-sale financial assets, net 4,752 647 2,080

Changes in available-for-sale financial assets are as follows:
(in thousands of euros)

2004 2003 2002
As of January 1 647 2,080 17,066
Additions 5,300 1,140 -
Change in perimeter - - (8,542)
Gains (losses) on available-for-sale financial assets (858) (2,487) (6,444)
Currency adjustments (337) (86) -
As of December 31 4,752 647 2,080

The Company neither trades nor holds marketable securities and has minority shareholdings in several non-public start-up
companies. These shareholdings are accounted for in accordance with the accounting policies described in Note 2.12.
A write-down is recorded when there is reason to believe that an impairment in value that is other than temporary has
occurred, i.e., that the business model is questioned or that the business plan is not met.



16. OTHER NON-CURRENT RECEIVABLES

Other non-current receivables consist of the following:

(in thousands of euros)

December 31 Notes 2004 2003 2002
Loans receivable from senior management, net of provision

(69,885 in 2004, 69,220 in 2003, 67,582 in 2002) (35) 8,880 9,546 11,183
Non-current portion of advance facility to supplier ) - - 14,396
Research tax credit 11,259 10,206 13,215
Rental deposit 716 855 1,902
Employee loans and other related loans 402 719 275
Prepaid expenses (non-current portion) 9) - 4,329 8,738
Carry-back receivable from tax authority (19) 21,295 - -
Restricted cash ) 886 - -
Other loans and assets 462 1,596 4,376
Total other non-current receivables 43,900 27,251 54,085

17. CURRENT PORTION OF PROVISIONS AND OTHER LIABILITIES

Current portion of provisions and other liabilities consist of the following:

(in thousands of euros)

December 31 2004 2003 2002
Current portion of provisions 22,196 44,763 43,527
Other current liabilities 28,021 33,327 37,606
Total 50,217 78,090 81,133
Variation analysis of the current portion of provisions is as follows:
(in thousands of euros)

Current portion December 31, December 31, Effect of Increasein  Amount Amount Reclassification =~ December 31,
of provisions 2002 2003 changes in current unused used within 2004

exchange liabilities during during the balance

rate the period period sheet items

Provision for restructuring
(see Note 21) 40,975 38,951 12 15,402 (9,555) (25,290) (2,901) 16,619
Allowances for customer claims 2,552 612 10 383 (72) (556) 377
Provision for litigation (see Note 35) - 5,200 - - 5,200
Total current portion of provisions 43,527 44,763 22 15,785 (9,627) (25,846) (2,901) 22,196
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Other current liabilities consist of the following:
(in thousands of euros)

December 31 2004 2003 2002
Deferred revenue 17,317 19,409 14,088
Management severance liability

(see Note 35) - - 9,975

Tax reimbursement liability on interest forgiven on loans

to senior management (see Note 35) - - 1,545
Customer deposits 5,228 5,690 4,554
Bank overdrafts 1,752 99 1,677
Other accrued liabilities 3,724 8,129 5,767
Total other current liabilities 28,021 33,327 37,606

Deferred revenue mainly relates to cards invoiced to customers but not shipped because the products require customization
to be performed by the Company and to sales to resellers and distributors for which revenue recognition criteria described
in Note 2.5 have not yet been met.

Bank overdrafts either result from the daily usage of cash in some of the Company’s foreign locations or from subsidiaries
that are not wholly owned and that do not benefit from the Company’s treasury management.

18. CURRENT AND NON-CURRENT OBLIGATIONS UNDER FINANCE LEASES

Finance leases obligations outstanding as of December 31, 2004, are analyzed as follows:
(in thousands of euros)

Not later than 1 year 7,235
Later than 1 year and not later than 5 years 25,392
Later than 5 years 11,922
Total minimum lease payments 44,549
Less, amount representing interest (4,881)
Present value of minimum obligations under finance leases 39,668
Less, current portion of obligations under finance leases (6,005)
Non-current obligations under finance leases 33,663

The present value of finance lease liabilities is as follows:
(in thousands of euros)

Not later than 1 year 6,005
Later than 1 year and not later than 5 years 22,481
Later than 5 years 11,182
Present value of minimum obligations under finance leases 39,668

In 2001 the Company entered into a sale-leaseback transaction with a major financial institution related to an office building
located in La Ciotat, France. The construction of the building was completed in October 2002. The capital lease has a duration
of 12 years ending in September 2014. The proceeds received amounted to € 956 thousand in 2004, € 2,142 thousand in
2003 and € 15,962 thousand in 2002. This sale-leaseback transaction resulted in no gain or loss in the Consolidated Statement
of Income.



19. NON-CURRENT PORTION OF PROVISIONS AND OTHER LIABILITIES

Variation analysis of the non-current portion of provisions is as follows:
(in thousands of euros)

Non-current portion December 31, December 31, Effect of Increasein  Amount Amount Reclassification =~ December 31,
of provisions 2002 2003 changesin non-current unused used within 2004

exchange liabilities during during the balance

rate the period period sheet items

Provision for patent claims 9,000 9,000 - - - - - 9,000
(see Note 35)
Provision for income tax claims 37,326 41,017 10 3,662 (2,102) (34,225) (922) 7,440
Provision for pension costs
(see Note 20) 1,780 1,562 (80) 753 - - 610 2,845
Provision for restructuring
(see Note 21) - - (1) 1,136 - - 2,901 4,036
Other provisions 3,711 5,503 (3) 1,924 (1,366) (1,930) (1,753) 2,375
Total 51,817 57,082 (74) 7,475 (3,468)  (36,155) 836 25,696

From time to time, the Company is subject to tax claims from tax authorities in jurisdictions where the Company does
business. The Company records a provision for tax risk based upon the most current information available and management’s
judgment regarding the likely outcome of any tax claims.

In 2002, certain French subsidiaries of the Company, including Gemplus SA, received a tax assessment from the French tax
authority primarily relating to the fiscal years 1998 through 2000. In July 2004, the Company finalized an agreement with
the French tax authority relating to this tax assessment:

e The tax assessment resulted in a net income tax charge over the period 2002 to 2004 in an amount of € 3,990 thousand
(a provision of € 5,854 thousand was accounted for in 2002, the provision was revised downwards in 2003 in an amount
of € 1,930 thousand and upwards in 2004 in an amount of € 66 thousand).

e The tax assessment resulted in an amount payable by the Company of € 34,012 thousand and the recognition of tax
losses carried over amounting to € 24,040 thousand.

e The accounting impact of the tax assessment over the period 2002 to 2004 can be summarized as follows:

(in thousands of euros)

Amount payable in 2004 (34,012)
Recognition of tax losses carried over 24,040
Income tax payable recognized in 1998, 1999, 2000 5,982
Income tax charge resulting from the tax assessment (3,990)

¢ In 2004, the Company made a cash settlement of the amount payable of € 34,012 thousand and elected to carryback the
recognized tax losses of € 24,040 thousand. The Company’s recovery of the carryback is expected in mid-2007. This
carryback has been discounted in accordance with IFRS, resulting in additional income tax expense of € 3,018 thousand
and financial income of € 273 thousand in 2004. As at December 31, 2004, the present value of the carryback receivable,
amounting to € 21,295 thousand, is recorded in “other non-current receivables”.

As part of this tax assessment, a certain number of VAT and other tax liabilities have been recognized for an amount of
€506 thousand in 2004 (€ 1,859 thousand in year 2003 and prior).

Certain of the Company’s subsidiaries are under tax audit in Germany and Singapore. The Company increased its provision for
tax risk in Singapore at December 31, 2004, by a net amount of € 1,183 thousand. In Germany, as a result of discussions with
the German tax authorities, the Company reduced its related provision for tax risk at December 31, 2004, by € 1,727 thousand.

In addition, the Company increased its provision for tax risk in 2004 by € 2,032 thousand, relating to potential tax claims
in other jurisdictions, in accordance with its accounting policies.
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Other non-current liabilities consist of the following:
(in thousands of euros)

December 31 2004 2003 2002
Government loans received 3,973 3,618 1,897
Management compensation and severance liability (see Note 35) 8,880 9,546 -
Others 500 - -
Total other non-current liabilities 13,353 13,164 1,897

20. PENSION PLANS

20.1 Pensions

In France, the Company contributes to the national pension system and its obligations to employees in terms of pensions
are limited to a lump-sum equal to the length of service award payable on the date the employee reaches retirement age,
such award being determined for each individual based upon years of service provided and projected final salary. The current
evaluation of the future length of service award liability is recorded as a non-current liability in the balance sheet together
with pension liabilities. The pension obligations in France amounted to € 1,119 thousand, € 1,176 thousand and € 1,388
thousand at December 31, 2004, 2003 and 2002, respectively.

The Company also offers an Employee Investment Plan (EIP) to all US employees under section 401 (k) of the US Internal
Revenue Code. Company contributions to the EIP plan amounted to approximately € 728 thousand, € 898 thousand and
€ 1,240 thousand in 2004, 2003 and 2002, respectively.

The Company operates pension plans in other countries. The Company’s principal plan is a defined benefit plan open to
all employees in the United Kingdom. Actuarial valuations have been performed at December 31, 2004, 2003 and 2002.

Net periodic pension costs for the principal defined benefit plan for the years ended December 31, 2004, 2003 and 2002,
comprise the following elements:
(in thousands of euros)

Years ended December 31 2004 2003 2002
Current year service cost 1,005 1,170 1,549
Interest accrued on pension obligations 1,669 1,465 1,346
Actual loss (return) on plan assets (1,612) (2,049) 2,915
Net amortization and deferral 763 1,285 (4,339)
Total pension costs 1,825 1,871 1,471

The following tables set forth the funded status of the principal defined benefit plan:

(in thousands of euros)

December 31 2004 2003 2002
Accumulated benefit obligation 32,279 28,386 26,234
Projected benefit obligation 33,262 28,911 27,745
Plan assets at fair value 19,509 16,828 15,233
Projected benefit obligation in excess of plan assets (13,753) (12,083) (12,512)
Unrecognized net loss 13,023 11,681 12,951

Net prepaid (payable) pension cost (730) (402) 439




The following weighted average rates were used in the calculation of projected benefit obligation:

December 31 2004 2003 2002
Discount rate 5.25% 5.50% 5.50%
Expected rate of return on plan assets 7.00% 7.00% 8.00%
Assumed rate of compensation increase 3.75% 3.75% 3.75%

Plan assets are comprised of 58% of equity securities and 42 % of corporate bonds. The investment strategy generally consists
of matching the commitment, considering the age of the employees, their expected retirement date and the ratio between
retired and active employees. The Company estimates the expected rate of return on plan assets using risk free rates, risk
premiums and average dividend yields corresponding to its investment portfolio.

The change in fair value of the plan asset and the projected benefit obligation for 2004 is as follows:

(in thousands of euros)

2004 2003
Projected benefit obligation as of January 1 28,911 27,745
Service cost 1,005 1,170
Interest cost 1,669 1,465
Plan participants’ contributions 400 444
Actuarial (gain) loss 2,143 1,037
Benefits paid (738) (662)
Currency adjustments (128) (2,288)
Projected benefit obligation as of December 31 33,262 28,911

(in thousands of euros)

2004 2003
Fair value of plan assets as of January 1 16,828 15,233
Actual return on plan assets 1,612 2,049
Employer contribution 1,488 1,045
Plan participants’ contributions 400 444
Benefits paid (738) (662)
Currency adjustments (81) (1,281)
Fair value of plan assets as of December 31 19,509 16,828

20.2 Post-retirement benefits other than pensions

Substantially all of the Company’s employees are covered under government-sponsored post-retirement health and life
insurance benefit plans. Accordingly, the Company has no significant liability to its employees in terms of post-retirement
benefits other than pensions and therefore no provision is made.

21. RESTRUCTURING

In the second quarter of 2001, the Company implemented the first of three restructuring and rationalization programs. The
second and third programs were announced in the first and fourth quarter of 2002, respectively. The primary objective of
the restructuring and worldwide rationalization programs was to reduce operating costs by consolidating, eliminating and/or
downsizing existing operating locations, i.e., manufacturing plants and sales offices. The Company expects that all actions
related to the restructuring will be completed by the end of 2005. There are no significant remaining activities to be terminated
at December 31, 2004 as part of those restructuring plans.
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In 2004, the Company recorded a total pre-tax restructuring charge of € 20,233 thousand in its Consolidated Statement
of Income, mainly related to the third restructuring program. This 2004 expense was partially offset by a release of unused
provisions amounting to € 11,849 thousand, mainly related to the second restructuring plan. As a result, the total pre-tax
net restructuring charge recorded in 2004 amounts to € 8,384 thousand.

Variation analysis of the restructuring provisions is as follows:

(in thousands of euros)

Provision for reduction January 1, Effect Increase in Amount Amount Reclassification ~ December 31,
of workforce and 2002 of changes provision unused used within balance 2002
other cash outflows in exchange during during sheet items

rate the period  the period
First restructuring program 6,177 (141) 1,514 - (5,492) - 2,058
Second restructuring program - (868) 66,919 - (27,446) - 38,605
Third restructuring program - - 755 - (443) - 312
Total provision for reduction of
workforce and other cash outflows 6,177 (1,009) 69,188 - (33,381) - 40,975
Including:
Current portion (see Note 17) 6,177 (1 009) 69,188 - (33,381) - 40,975
Non-current portion (see Note 19) - - - - - -
Total provision for reduction of
workforce and other cash outflows 6,177 (1,009) 69,188 - (33,381) - 40,975

(in thousands of euros)

Provision for reduction January 1, Effect Increase in Amount Amount Reclassification ~ December 31,
of workforce and 2003 of changes provision unused used within balance 2003
other cash outflows in exchange during during sheet items

rate the period  the period
First restructuring program 2,058 (263) 89 - (881) - 1,003
Second restructuring program 38,605 (817) 246 (170) (27,247) - 10,617
Third restructuring program 312 (38) 54,848 - (27,791) - 27,331
Total provision for reduction of
workforce and other cash outflows 40,975 (1,118) 55,183 (170) (55,919) - 38,951
Including:
Current portion (see Note 17) 40,975 (1,118) 55,183 (170) (55,919) - 38,951
Non-current portion (see Note 19) - - - - - - -
Total provision for reduction of
workforce and other cash outflows 40,975 (1,118) 55,183 (170) (55,919) - 38,951

(in thousands of euros)

Provision for reduction January 1, Effect Increase in Amount Amount Reclassification  December 31,
of workforce and 2004 of changes provision unused used within balance 2004
other cash outflows in exchange during during sheet items

rate the period  the period
First restructuring program 1,003 7 - (312) (589) - 109
Second restructuring program 10,617 9) 143 (5,579) (2,134) - 3,038
Third restructuring program 27,331 13 16,395 (3,664) (22,567) - 17,508
Total provision for reduction of
workforce and other cash outflows 38,951 1 16,538 (9,555) (25,290) - 20,655
Including:
Current portion (see Note 17) 38,951 12 15,402 (9,555) (25,290) (2,901) 16,619
Non-current portion (see Note 19) - (1 1,136 - - 2,901 4,036
Total provision for reduction of
workforce and other cash outflows 38,951 1 16,538 (9,555) (25,290) - 20,655




The impact of restructuring activity on the Consolidated Statement of Income is as follows:
(in thousands of euros)

Years ended December 31 2004 2003 2002
Reduction of workforce and other cash outflows

Restructuring expenses 16,538 55,183 69,188
Release of unused provisions (9,555) (170) -
Total reduction of workforce and other cash outflows 6,983 55,013 69,188
Non-cash write-offs of assets

Restructuring expenses 3,695 9,515 20,815
Release of unused provisions (2,294) (2,555) -
Total non-cash write-offs of assets 1,401 6,960 20,815
Total restructuring expenses 8,384 61,973 90,003
Including:

First restructuring program 942 89 1,514
Second restructuring program (6,638) 136 80,808
Third restructuring program 14,080 61,748 7,681
Total restructuring expenses 8,384 61,973 90,003

First restructuring program (announced on May 2, 2001)

In 2004, the Company recorded a net restructuring charge of € 942 thousand with respect to the first restructuring program,
mainly due to the reassessment of the impairment loss of an unused building in Germany.

The remaining restructuring reserve of € 109 thousand is a provision for ongoing rents for closed sites, mainly in the USA
and Germany. Of this amount, € 43 thousand correspond to the current portion of lease obligations and which are reported
in “Current portion of provisions” (see Note 17) and € 66 thousand, which relate to the non-current portion reported in
“Non-current portion of provisions” (see Note 19).

The cumulative charge related to the first restructuring program amounts to € 31,011 thousand and represents:
e € 8,476 thousand of fixed asset write-downs without any cash impact; and

e € 22,535 thousand with cash impact linked to worldwide rationalization of manufacturing plants and sales offices, reduction
of the workforce and legal and professional fees.

As part of the first restructuring program, 497 employees were terminated.

Second restructuring program (announced on February 6, 2002)

In 2004, the Company recorded a net reversal of restructuring provisions for € 6,638 thousand with respect to the second
restructuring plan, mainly due to the collection of a receivable balance amounting to € 1,900 thousand, previously believed
to be uncollectible and related to a ceased activity, € 1,100 thousand related to the reduction in the term of the lease for
an unused operating facility and € 4,479 thousand primarily related to changes in estimates of amounts accrued for employee
termination costs. This is attributed to the nature of social plans in France which allow employees to elect their compensation
benefit schemes, each of them having different costs due to the election and timing of payout. Since most employees have
now left the Company, the provision was adjusted to reflect actual decisions. The Company also recorded an additional
charge related to asset write-offs in France amounting to € 770 thousand.

The remaining restructuring reserve of € 3,038 thousand relates primarily to the provision for ongoing rents for closed sites.
Of this amount, € 1,067 thousand correspond to the current portion of this debt and which are reported in “Current portion
of provisions” (see Note 17) and € 1,971 thousand, related to the non-current portion reported in “Non-current portion of
provisions” (see Note 19).
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The cumulative charge for the second restructuring program amounted to € 74,305 thousand and represents:
e € 12,549 thousand of fixed asset write-downs without any cash impact; and

* €61,756 thousand with cash impact linked to worldwide rationalization of manufacturing plants and sales offices, reduction
of the workforce and legal and professional fees.

As part of the second restructuring program, 1,318 employees were terminated.

Third restructuring program (announced on December 9, 2002)

In 2004, the Company recorded a net € 14,080 thousand restructuring charge with respect to the third restructuring program
mainly due to the charge linked to the closure of a plant in Germany for € 14,929 thousand, an accrual of € 1,013 thousand
for closed sites in the United Kingdom, and a reversal of restructuring provision of € 2,843 thousand related to changes in
estimates of amounts accrued for employee termination costs. This is attributed to the nature of social plans in France which
allow employees to elect their compensation benefit schemes, each of them having different costs due to the election and
timing of payout. Since most employees have now left the Company, the provision was adjusted to reflect actual decisions.

The remaining restructuring reserve of € 17,507 thousand is a provision for ongoing rents for closed sites and for payment
obligations for employee termination. Of this amount, € 15,508 thousand correspond to the current portion of this debt and
are reported in “Current portion of provisions” (see Note 17) and € 1,999 thousand are reported in “Non-current portion
of provisions” (see Note 19).

The cumulative charge for the third restructuring program amounts to € 83,509 thousand and represents:
e € 15,177 thousand to write-down intangible and fixed assets without any cash impact; and

¢ € 68,332 thousand with cash impact linked to worldwide rationalization of manufacturing plants and sales offices, reduction
of the workforce, legal and professional fees and the transfer of contracts to partners.

As part of the third restructuring program, 877 employees were terminated. 777 people left the Company in 2003, 100 in
2004 and the remaining 66 employees, primarily in Germany, are expected to leave during the first half year of 2005.

22. ORDINARY SHARES

Gemplus International SA is a corporation incorporated in the Grand Duchy of Luxemburg. The authorized share capital of
the Company is currently € 400 million consisting of one billion eight hundred and eighty-nine million four hundred and
sixty-six thousand two hundred and twenty-six shares (1,889,466,226) of no nominal value.

22.1 Contribution of Gemplus SA shares and issuance of shares following stock option
exercise

In February 2000, 95.1% of the shareholders of Gemplus SA, a French corporation and former holding company of the
Company, exchanged their shares of Gemplus SA for shares in Gemplus International SA, a newly formed Luxemburg
corporation on a one for one basis. This transaction has been accounted for using historical cost basis accounting. As of
December 31, 2004, certain shares held by employees or former employees had not yet been contributed. Gemplus SA shares
still to be contributed correspond to the equivalent of 900,250 Gemplus International SA shares representing 0.15% of the
shareholdings of Gemplus International SA, which in total was represented by 608,482,253 shares as of December 31, 2004.
As of December 31, 2004, certain options held by employees under the Gemplus SA stock option plans had not been exercised.
Following exercise of these options, the corresponding Gemplus SA shares may be contributed by their holders to Gemplus
International SA. Since the shares of Gemplus SA are not available for sale to the general public but can be converted into
shares of Gemplus International SA upon request, it has been considered certain that the shares (including shares issued
following exercise of Gemplus SA stock-options) will eventually be converted. These shares are therefore assumed to be a
component of shareholders’ equity. Thus, they have been included in both the basic and diluted earnings per share calculations.



During 2002, 2003 and 2004, the Company issued respectively 699,100, 17,550 and 901,250 shares of Gemplus SA following
the exercise of Gemplus SA stock options held by employees.

During 2002, 2003 and 2004, the Company issued respectively 2,525,150, 1,010,900 and 3,295,800 shares following the
contribution of respectively 50,503, 20,218 and 65,916 shares of Gemplus SA held mainly by employees.

During 2002, 2003 and 2004, the Company issued respectively 398,350, 179,837 and 268,207 shares following the exercise
of Gemplus International SA stock options held by employees.

22.2 Treasury shares

During the third quarter of 2001, the Company started the implementation of a share repurchase program, as approved
by the Annual General Meeting held on April 18, 2001 and authorized on May 4, 2001, by the Commission des Opérations
de Bourse (which subsequently became the Autorité des Marchés Financiers). Within the scope of this share repurchase
program, the Company redeemed 6,044,515 shares at an average price of € 3.06 per share.

On 17 April 2002, the Extraordinary General Meeting cancelled 4,634,859 shares held by the Company at the time and
authorized the Company to cancel, when owning them directly, the 30,743,679 shares returned by Mr. Perez, a former
Chief Executive Officer and held by an indirect subsidiary. In accordance with this decision, on March 10, 2003, the 30,743,679
shares were cancelled, without any effect on the Company’s shareholders’ equity in accordance with accounting principles
described in Note 2.18. The cancellation of these shares did not result in a reduction of the issued share capital of the
Company; however it resulted in an increase of the par value of the issued shares.

During 2003, the Company purchased 487,957 shares of its outstanding common stock from former Celocom Limited
employees pursuant to the conditions stipulated in the 2000 Celocom Limited share purchase agreement.

As of December 31, 2004, the Company held 1,442,715 shares of its outstanding common stock.

Change in treasury shares is as follows:
Number of treasury shares

As of December 31, 2002 31,727,101
Cancellation of treasury shares (30,743,679)
Purchase of shares pursuant to the 2000 Celocom Limited share purchase agreement 487,957
As of December 31, 2003 1,471,379
Sale of treasury shares (28,664)
As of December 31, 2004 1,442,715

The number of shares as of December 31, 2004 can be analyzed as follows:

Number of shares outstanding 607,582,003
Gemplus SA shares to be contributed 900,250
Number of shares outstanding including shares to be contributed 608,482,253
Treasury shares (1,442,715)
Basic number of shares outstanding 607,039,538
Options outstanding 74,072,315
Warrants outstanding 2,561,973
Number of shares on a fully diluted basis 683,673,826

As of December 31, 2004, 54,636,852 options are authorized but not yet granted under the different stock option plans
(see Note 23).
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23. STOCK OPTION PLANS

The Company may grant, under various employee stock option plans (the “Plans”), options to purchase or subscribe for
ordinary shares to its employees and officers. Under the various Plans, the exercise price of options granted may be less
than the fair market value of the ordinary common shares at the date of grant. The options must generally be exercised
within seven to ten years from the date of grant and typically vest in equal amounts over a period of three to four years.

Stock option activity was as follows:

Number of options  Number of options Price per share Average Price
authorized not outstanding per share
yet granted

Balances, December 31, 2001 51,790,242 94,460,108 €0.77-€7.96 €3.82
Options exercised - (1,097,450) €0.83-€2.29 €1.51
Options granted (31,389,884) 31,389,884 €0.84-€268 €1.24
Options terminated unexercised 48,734,723 (48,734,723) €0.83-€7.96 €4.71
Options authorized - - - -
Balances, December 31, 2002 69,135,081 76,017,819 €0.83-€7.96 €2.17
Options exercised - (197,387) €0.83-€1.13 €0.88
Options granted (16,140,000) 16,140,000 €0.83-€1.52 €1.37
Options terminated unexercised 2,243,169 (9,685,519) €0.83-€6.00 €252
Options authorized - - - -
Balances, December 31, 2003 55,238,250 82,274,913 €0.83-€6.00 €1.98
Options exercised - (1,169,457) €0.83-€1.71 €1.26
Options granted (3,200,000) 3,200,000 €145-€1.82 €1.66
Options terminated unexercised 2,598,602 (10,233,141) €0.96-€6.00 €263

Options authorized - - - R

Balances, December 31, 2004 54,636,852 74,072,315 €0.83-€6.00 €1.88




The following table summarizes information with respect to stock options outstanding and exercisable at December 31, 2004:

Exercise prices Number Weighted Number
(in euros) of options average contractual of options
outstanding contractual life (years) exercisable

0.83 2,000,000 8.6 500,000

0.84 8,000,000 7.7 4,000,000

0.96 80,000 8.3 80,000

1.13 13,032,120 7.9 7,171,913

1.14 80,000 7.6 70,000

1.23 2,230,000 8.6 557,500

1.24 257,550 8.6 66,347

1.25 200,000 8.5 50,000

1.28 208,500 7.8 90,500

1.31 160,000 7.5 160,000

1.35 263,900 0.0 263,900

1.42 1,000,000 7.5 500,000

1.45 400,000 9.3 -

1.46 4,732,500 8.8 1,278,125

1.49 40,000 8.8 10,000

1.52 6,736,850 8.3 1,963,100

1.58 1,000,000 9.4 -

1.66 550,000 9.8 -

1.71 3,138,700 3.0 3,138,700

1.79 1,000,000 9.3 -

1.82 250,000 9.3 -

2.25 4,000,000 7.7 2,000,000

2.29 14,122,217 4.3 14,122,217

2.60 74,200 7.1 37,100

2.68 343,425 7.1 208,525

2.87 52,220 6.8 47,720

2.90 377,513 6.7 376,400

3.17 35,000 6.9 26,250

3.18 50,000 6.9 37,500

3.51 7,416,314 5.5 7,416,314

3.79 310,038 6.5 233,852

414 11,700 6.5 10,538

6.00 1,919,568 5.9 1,919,568
74,072,315 6.8 46,336,069

Weighted average exercise price (options outstanding): €1.88
Weighted average exercise price (options exercisable): €2.20

On April 17, 2002, the Company's Board of Directors voted to approve a rollover plan whereby the employees were offered
an option to cancel stock options previously granted under plans adopted in 2000 and received reissued options at a new
exercise price. This plan was launched on May 23, 2002 and 17,106,162 stock options with an average exercise price of € 4.52
were cancelled on June 5, 2002. 17,034,084 new stock options were granted on December 10, 2002 at an exercise price
of € 1.13 corresponding to the market price of the Company’s shares on the date of the grant. As of December 31, 2004,
13,091,670 of the stock options resulting from the rollover were outstanding.

Warrants

The Company has issued certain warrants which have not been exercised and remain outstanding as of December 31,
2004. These warrants give right to purchase 2,561,973 ordinary shares at a purchase price of €2.3375 per share at any
time before July 2007.
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24. COMPREHENSIVE INCOME

Comprehensive income is the change in equity attributable to equity holders of the Company during the year due to
transactions and other events, other than dividends paid, treasury stock and common stock transactions. It includes net
income and other comprehensive income for the year. Other comprehensive income is composed of: (i) the current year’s
currency translation adjustment; (ii) the current year’s unrealized gains and losses on available-for-sale securities, net of tax;

and (iii) the changes in fair value of effective hedges, net of tax.

The components of other comprehensive income in the shareholders’ equity section of the balance sheets as of December

31, 2004, 2003 and 2002, respectively, were as follows:

(in thousands of euros)

December 31 2004 2003 2002
Cumulative translation adjustment (16,411) (6,460) 1,873
Net unrealized gain (loss) on hedging instruments

qualifying as effective 28,367 11,030 6,698
Other comprehensive income 11,956 4,570 8,571

The components of comprehensive income for the years ended December 31, 2004, 2003 and 2002, respectively, were as

follows:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Net income (loss) 6,291 (158,955) (316,558)
Change in cumulative translation adjustment (9,951) (8,333) 5,440
Change in fair value of derivatives qualifying

as effective hedging instruments 17,337 4,332 7,099
Change in cumulative other comprehensive income 7,386 (4,001) 12,539
Comprehensive net income (loss) 13,677 (162,956) (304,019)

25. NET SALES

Analysis of net sales by category is as follows:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Sales of goods 801,668 689,835 718,902
Sales of services 60,567 55,706 64,062
Other net sales 2,799 3,662 4,470
Total net sales 865,034 749,203 787,434

License fees and royalties are included in “other net sales”.



26. EXPENSES BY NATURE

Expenses by nature are as follows:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Depreciation, amortization and impairment (56,691) (95,071) (133,359)
External labor costs (41,212) (28,254) (34,183)
Employee benefit expenses (263,005) (276,507) (296,283)
Material costs (327,080) (285,146) (287, 861)
Other expenses (150,728) (198,011) (267,456)
Total expenses (838,716) (882,989) (1,019,142)
Employee benefit expenses by nature are as follows:
(in thousands of euros)

Years ended December 31 2004 2003 2002
Wages and salaries (246,588) (259,670) (275,272)
Pension benefits (11,160) (11,498) (13,053)
Other expenses (5,257) (5,339) (7,959)
Total employee benefit expenses (263,005) (276,507) (296,283)

Headcount was 5,476, 5,037 and 5,680 as of December 31, 2004, 2003 and 2002 respectively.

27. FINANCIAL INCOME AND EXPENSE, NET

Financial income and expense, net, consists of the following:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Financial income 8,245 10,484 19,782
Financial expense (2,592) (2,280) (70,874)
Financial income (expense), net 5,653 8,204 (51,092)

In 2002, net financial income and expense included a € 67,582 thousand non-cash charge to cover the risk of possible non-
reimbursement of a loan granted to Mr. Lassus. In 2004 and 2003, no additional financial expense was recorded related to

this risk (see Note 35).

Financial income is mainly composed of interest received on short-term deposits (see Note 5).

Financial expense is mainly composed of finance lease interest (see Note 18).
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28. OTHER NON-OPERATING INCOME AND EXPENSE, NET

Other non-operating income and expense, net, consists of the following:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Gains (losses) on available-for-sale financial assets (see Note 15) (858) (2,487) (6,444)
Net foreign exchange gains (losses) (see Note 30) (5,900) (8,652) (15,106)
Other non-operating income and expense, net (6,758) (11,139) (21,550)

“Foreign exchange gains (losses)” is mainly composed of exchange gains and losses on transactions of subsidiaries whose
currency exposure is not managed at the Company’s treasury level and of the ineffective portion of hedging instruments.
Exchange gains and losses on commercial transactions and effective portion of hedging instruments are reported in “Cost

of sales” (see Note 30).

29. INCOME TAX EXPENSE

The components of income tax expense are as follows:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Current taxes (9,292) (3,329) (9,667)
Deferred taxes (3,661) (11,344) 543
Total tax expense (12,953) (14,673) (9,124)

A reconciliation between the reported income tax expense and the theoretical amount that would arise using a standard

tax rate is as follows:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Income (loss) before taxes and minority interest 17,626 (146,433) (311,767)
Income tax calculated at corporate tax rate (5,355) 44,486 94,715

Effect of tax exemption 1,174 5,438 (15,551)
Effect of different tax rates 4,679 12,053 13,434
Effect of utilization of unrecognized tax assets 9,706 1,854 1,351

Effect of unrecognized tax assets (15,730) (62,337) (79,548)
Provision for tax risks (1,559) 186 (5,932)
Discounting of carryback receivable (see Note 19) (3,018) - -

Effect of expenses non deductible and revenues non taxable (505) (6,312) (3,900)
Effect of goodwill amortization resulting from mergers and

acquisitions (see Note 3) (2,345) (10,041) (13,693)
Income tax expense (12,953) (14,673) (9,124)

(1) Luxemburg tax rate of 30.38 % in 2004, 2003 and 2002.



Deferred income tax assets and liabilities are offset when there is a legally enforceable right to set off a current tax asset against
a current tax liability which relate to income taxes levied by the same taxation authority and the taxation authority permits
the Company to make or receive a single net payment.

The components of the net deferred tax assets recorded at December 31, 2004, 2003 and 2002 are as follows:

(in thousands of euros)

December 31 2004 2003 2002
ASSETS

Loss carryforward 3,098 29,223 38,376
Excess book over tax depreciation and amortization 1,091 1,585 2,622
Other temporary differences 2,253 1,635 3,469
Total @ 6,442 32,443 44,467
To be recovered after more than 12 months 3,621 29,163 39,827
To be recovered within 12 months 2,821 3,280 4,640
LIABILITIES

Excess tax over book depreciation and amortization (178) (294) (1,203)
Other temporary differences - (289) (1,590)
Total (178) (583) (2,793)
To be recovered after more than 12 months (178) (294) (1,203)
To be recovered within 12 months - (289) (1,590)
Deferred tax assets, net 6,264 31,860 41,674

(1) Unrecognized deferred tax assets amount to € 335,135 thousand at December 31, 2004 (€ 219,780 thousand and € 138,229 thousand at
December 31, 2003 and 2002 respectively).

The Company had no net deferred tax liability at December 31, 2004, 2003 and 2002.

The use of the deferred tax assets will mainly depend upon the Company’s results of operations, which are difficult to
accurately predict in certain tax jurisdictions. Under generally accepted accounting principles, future profitability in those
jurisdictions cannot be clearly evidenced, taking into account the Company’s losses in 2001, 2002 and 2003. As a result, in
2002, 2003 and 2004, certain deferred tax assets for amounts of € 138,229 thousand, € 219,780 thousand and € 335,135
thousand respectively, have not been recognized.

The gross variation in deferred income tax assets is as follows:
(in thousands of euros)

2004
As of January 1 31,860
Income statement charge (3,661)
Impact of the election to carry-back of unused tax losses (see Note 19) (24,040)
Other reclassifications within balance sheet 2,178
Exchange differences (73)
As of December 31 6,264

Loss carryforward

At December 31, 2004, the Company had potential deferred tax assets related to net operating loss carryforwards totalling
€ 324,443 thousand, of which € 24,080 thousand are limited to 20 years. Substantially all of the remainder may be used
indefinitely. The use of approximately € 6,800 thousand of the deferred tax assets related to net operating loss carryforwards
may be subject to change of ownership limitations. These deferred tax assets have not been recognized.

In Germany and Mexico, due to business changes, the Company decreased the amount of deferred tax assets recognized
in previous years by € 1,401 thousand and € 1,500 thousand, respectively.
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Income tax on undistributed earnings

Deferred income taxes on the undistributed earnings of the Company’s foreign subsidiaries are provided for unless the
Company intends to indefinitely reinvest the earnings in the subsidiaries. The Company does intend to indefinitely reinvest
undistributed earnings of its foreign subsidiaries in most jurisdictions. In jurisdictions where the Company does not have
that intention, such a distribution of earnings would not trigger taxes. Therefore, the Company did not provide for deferred
income taxes on these earnings and believes that the determination of this amount is not practicable.

Tax audit

As described in Note 19, the Company is under tax audit in Germany and Singapore.

30. NET FOREIGN EXCHANGE GAINS (LOSSES)
The exchange differences (charged) credited to the Consolidated Statement of Income are included as follows:

(in thousands of euros)

Years ended December 31 2004 2003
“Net sales” line - -
“Cost of sales” line 15,204 12,494
Effective portion of qualified hedging instruments 14,888 21,526
Exchange gains and losses on commercial transactions 316 (9,032)

“Research and development expenses” line - -

“Selling and marketing expenses” line -

“General and administration expenses” line -

"Other non-operating income (expense), net” line (5,900) (8,652)
Ineffective portion of qualified hedging instruments and
exchange gains and losses on non-qualified hedging instruments (5,772) (6,275)
Exchange gains and losses on transactions of subsidiaries whose
currency exposure is not managed at Group Treasury level (128) (2,377)

Total net foreign exchange gains (losses) 9,304 3,842




31. NET INCOME (LOSS) PER SHARE CALCULATION

A reconciliation of the numerator and denominator of basic and diluted net income per share is provided as follows:

As net losses have been reported in 2003 and 2002, the dilutive effects of stock options, warrants and shares to be issued
were excluded from the net loss per share calculation in these periods, as the effect would be anti-dilutive.

Gemplus SA shares to be contributed are included in the weighted average number of common shares outstanding (see Note 22).

(in thousands of euros, except shares and per share data)

Years ended December 31 2004 2003 2002
Net income (loss) attributable to equity holders
of the Company (numerator) 4,674 (161,107) (320,891)

Shares used in basic net income (loss) per share
calculation (denominator):

Weighted average number of common shares

outstanding 606,672,060 605,658,965 606,222,660
Dilutive effect of stock options 12,350,412 5,625,142 1,516,176
Dilutive effect of warrants - - 28,073
Weighted average diluted number of shares

outstanding 619,022,472 611,284,107 607,766,909
Shares used in diluted net income (loss) per share

(denominator) 619,022,472 605,658,965 606,222,660

Net income (loss) per share attribuable to

equity holders of the Company (in euros)
Basic 0.01 (0.27) (0.53)
Diluted 0.01 (0.27) (0.53)

32. SEGMENT INFORMATION

32.1 Primary reporting format — operating segments
In 2004, the Company realigned its reporting segments in three operating segments: (i) Telecommunications segment, (ii)
Financial Services segment, and (iii) Identity and Security segment, according to its new operating structure.

The Telecommunications segment remains unchanged and includes the wireless products and services, comprising wireless
microprocessor cards and related applications (embedded software and Over-The-Air platforms) and services (system integration
and operated services), prepaid phone cards and scratchcards.

The former Financial Services and Security segment has been divided into:

e the Financial Services segment, comprising systems and services based on chip card technology for applications such as
financial services, retail, transport, pay-TV, as well as magnetic stripe plastic cards for all applications;

e the Identity and Security segment, comprising systems and services based on chip card technology for applications such
as national ID, healthcare, driver's license, car registration, passport and visa, e-government secured services, physical and
logical access control as well as smart card readers and interfacing technologies.

These three segments have a different customer base, and each of them has separate financial information available. The
management evaluates these segments regularly, decides how to allocate resources and assesses performance. The Company’s
management makes decisions about resources to be allocated to the segments and assesses their performance using net sales,
gross profit and operating income (loss). The Company does not identify or allocate assets to the operating or geographic
segments nor does management evaluate the segments on this criterion on a regular basis.

The accounting policies of the segments are substantially the same as those described in the summary of significant accounting
policies as discussed in Note 2.
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The following tables present selected data for the years ended December 31, 2004, 2003 and 2002:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Net sales

Telecommunications 641,775 542,534 544,471

Financial Services 182,237 168,167 195,063

Identity and Security 41,022 38,502 47,900
Net sales 865,034 749,203 787,434
Gross profit

Telecommunications 220,781 166,776 154,526
Financial Services 37,672 31,951 34,678
Identity and Security 12,048 8,529 10,508
Gross profit 270,501 207,256 199,712
Operating expenses

Telecommunications (148,982) (196,123) (273,788)
Financial Services (63,948) (88,527) (110,886)
Identity and Security (31,253) (56,392) (46,746)
Operating expenses (244,183) (341,042) (431,420)
Operating income (loss)

Telecommunications 71,799 (29,347) (119,262)
Financial Services (26,276) (56,576) (76,208)
Identity and Security (19,205) (47,863) (36,238)
Operating income (loss) 26,318 (133,786) (231,708)

32.2 Secondary reporting format — geographical segments

The Company’s three business segments operate in three main geographical areas, even though they are managed on a

worldwide basis.

The following is a summary of sales to external customers by geographic area for the years ended 2004, 2003 and 2002:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Europe, Middle East and Africa 443,141 407,718 416,220
Asia 194,292 171,860 199,497
Americas 227,601 169,625 171,717
Net sales 865,034 749,203 787,434

Revenues from external customers are based on the customers’ billing location. Accordingly, there are no sales transactions
between operating segments. The Company does not allocate long-lived assets by location for each geographic area. The
Company’s country of domicile is Luxemburg in which sales to customers are insignificant.

No single customer accounted for more than 10% of the Company’s sales during the years ended December 31, 2004,

2003 and 2002.

33. DIVIDENDS PER SHARE

The Company did not pay any dividend during 2004, 2003 and 2002.



34. FINANCIAL ASSETS AND LIABILITIES AT FAIR MARKET VALUE

Derivative financial instruments (forward exchange contracts; currency options contracts) are accounted for at fair value.
The carrying amount of financial assets and liabilities is a reasonable approximation of fair value.

35. COMMITMENTS AND CONTINGENCIES

Legal proceedings

In December 1997, Mr. Alain Nicolai brought a legal action before the Marseille Commercial Court against Gemplus SA, the
main French subsidiary of the Company, and other parties alleging a breach of contract relating to the promotion of a smart
card reading system and device in the area of casino slot machines. In June 2000, the Court found Gemplus SA liable for
breach, ordered Gemplus SA to make a provisional payment of € 137 thousand as an advance on damages, and appointed
an expert to make an analysis and provide a report on estimated actual damages. Based on the expert's report, on March 18,
2004, the Marseille Commercial Court ordered Gemplus SA to pay € 21,952 thousand to the plaintiffs. Gemplus SA appealed
this decision and on April 2, 2004, the Aix-en-Provence Court of Appeal suspended the order of the Marseille Commercial
Court, and instead, ordered Gemplus SA to make a cash deposit in the same amount into an escrow account as security
pending a decision on the appeal. As of December 31, 2004, this deposit is recorded under the caption “Other current
receivables” based on the anticipated timing of the resolution of the litigation (see Note 9). The ruling of the Court of Appeal
is expected for the beginning of the second quarter of 2005. Although there can be no assurance as to how the Court of Appeal
may rule or as to the amount of damages that may be assessed, the Company recorded a provision for this litigation in the
amount of € 5,200 thousand in 2003 under the caption “Current portion of provisions and other liabilities” (see Note 17).

In 2000, an indirect subsidiary of the Company, Zenzus Holdings Ltd, granted a loan to a then director and executive of the
Company, Marc Lassus. In December 2001, as a result of the reorganization of the management group, the Company agreed
to pay to Mr. Lassus, an amount of USD 10,000 thousand (€ 7,335 thousand, € 8,001 thousand and € 9,638 thousand as
at December 31, 2004, 2003 and 2002, respectively) upon fulfilment of certain specific conditions. In 2002, as a result of
Mr. Lassus’s failure to confirm his intent and ability to reimburse the loan, the Company recorded a provision amounting to
€ 67,582 thousand to cover the risk of non-reimbursement of the loan. In 2003, the Company submitted the matter to
binding arbitration. In April 2004, the arbitral tribunal issued a final award in favor of the Company and its indirect subsidiary
in the amount of € 71,900 thousand, plus accrued interest of approximately € 7,000 thousand and attorneys’ fees and
costs. The Company has considered that the potential for any repayment of the loan depends on the financial strength of
Mr. Lassus, which is uncertain. The provision corresponds to the amount of the loan outstanding net of all the amounts
payable to Mr. Lassus, including an amount of € 1,545 thousand corresponding to past employment obligations. The
Company considers that such payments are conditioned to the reimbursement of the loan. The Company has not forgiven
the loan and is seeking repayment by Mr. Lassus through enforcement procedures.

Prior to 2004, the Company recorded a provision of € 9,000 thousand for the risks related to a patent litigation with British
Technology Group under the caption “Non-current portion of provisions” (see Note 19). Because some risks remain in certain
areas, and as five divisional patent applications are still being examined by the European Patent Office, the Company has
decided to maintain this provision.

In addition to the litigation and claims mentioned above, the Company is subject to legal proceedings, claims and litigation
arising in the ordinary course of business. The Company’s management does not expect that the ultimate costs to resolve
these other matters will have a material adverse effect on the Company’s consolidated financial position, results of operations
or cash flows.

Contractual obligations

The Company leases some of its manufacturing and office space under non-cancelable operating leases. These leases contain
various expiration dates and renewal options. Future minimum lease payments under all non-cancelable operating leases as
of December 31, 2004, 2003 and 2002 are described in the table below.

52,53



Consolidated Financial Statements

As of December 31, 2004, 2003, and 2002, the Company’s contractual obligations are as follows:

Schedule of payments

(in thousands of euros)

Contractual obligations

as of December 31, 2004 Total Less than 1 year 1to 5 years More than 5 years
Long-term debt - - - -
Finance lease obligations 44,549 7,235 25,392 11,922
Operating lease obligations 18,412 3,894 6,119 8,399
Purchase obligations 60,934 60,934 - -
Other long-term obligations - - - -
Total 123,895 72,063 31,511 20,321
(1) Including € 46,800 thousand related to microprocessor chips purchase commitments
Schedule of payments (in thousands of euros)

Contractual obligations

as of December 31, 2003 Total Less than 1 year 1to 5 years More than 5 years
Long-term debt - - - -
Finance lease obligations 51,151 7,377 25,961 17,813
Operating lease obligations 16,098 5,187 7,446 3,465
Purchase obligations® 79,202 78,106 1,096 -
Other long-term obligations - - - -
Total 146,451 90,670 34,503 21,278
(2) Including € 54,500 thousand related to microprocessor chips purchase commitments.

Schedule of payments (in thousands of euros)

Contractual obligations

as of December 31, 2002 Total Less than 1 year 1to 5 years More than 5 years
Long-term debt - - - -
Finance lease obligations 60,856 8,060 29,758 23,038
Operating lease obligations 33,428 8,490 22,216 2,722
Purchase obligations © 39,200 39,200 - -
Other long-term obligations - - - -
Total 133,484 55,750 51,974 25,760

(3) Including € 29,700 thousand related to microprocessor chips purchase commitments.

As of December 31, 2004, 2003 and 2002, no obligations or commitments other than those disclosed in the note above
would have a significant impact on the Company’s Consolidated Financial Statements.



Off-balance sheet arrangements

The Company enters into certain off-balance sheet arrangements in the ordinary course of its business. These arrangements
include purchase and lease obligations, operating leases (presented in the tabular disclosure of contractual obligations
above) and certain guarantees.

Other guarantees can be presented as follows:
(in thousands of euros)

December 31 2004 2003 2002
Performance, downpayment and bid bonds 10,340 10,817 15,752
Guarantees related to operations 3,811 6,518 9,405
Total guarantees issued by the Company 14,151 17,335 25,157

As of December 31, 2004, the amount of guarantees, mainly representing performance bonds and bid bonds, amounted
to € 10,374 thousand. These guarantees are primarily made as part of normal operations where the Company’s customers
demand such guarantees to secure the Company’s performance under contracts or tenders for business which become
payable based upon non-performance of the Company.

As of December 31, 2004, guarantees related to operations included an amount of € 2,658 thousand relating to a potential
liability in respect of the restricted cash in China (see Notes 9 and 37). These guarantees also included an amount of € 887
thousand (DKK 6,600 thousand) relating to a stand-by letter of credit issued by the Company in favor of Realtime A/S (see
Note 37).

36. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid for interest and income taxes are as follows:
(in thousands of euros)

Years ended December 31 2004 2003 2002
Cash paid for:
Interest 1,987 3,069 1,175
Income taxes 36,206 3,651 1,729

In October 2001, the Company recorded an expense of € 18,120 thousand as a result of a judgment rendered by a United
States Court of Appeals against the Company arising from a claimed breach of an agreement. The cash settlement of this
matter occurred in 2002.

Changes in trade accounts receivable and related current liabilities are as follows:
(in thousands of euros)

As of January 1, Change in Currency Transfers  As of December 31,

2004  working capital  adjustments 2004

Trade accounts receivable, net (154,727) (541) 5,243 1,513 (148,512)
Related current liabilities 25,100 (2,422) (133) - 22,545
Trade accounts receivable and related (129,627) (2,962) 5,110 1,513 (125,967)

current liabilities
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Changes in trade accounts payable and related current assets are as follows:

(in thousands of euros)

As of January 1, Change in Change in Currency Transfers As of December 31,
2004 working capital non-trade adjustments 2004
accounts payable
Trade accounts payable net 95,582 1,311 (1,461) (1,026) (381) 94,025
Related current assets (28,044) 19,463 - 236 (4,203) (12,548)
Trade accounts payable and
related current assets 67,538 20,774 (1,461) (790) (4,584) 81,477
Changes in inventories are as follows:
(in thousands of euros)
As of January 1, Change in Currency  Transfers As of December 31,
2004 working adjustments 2004
capital
Inventories (98,673) (19,466) 2,529 - (115,610)
Changes in salaries, wages and other include mainly the following:
(in thousands of euros)
As of January 1, Change in Currency Transfers As of December 31,
2004 working adjustments 2004
capital
Salaries, wages 42,742 13,972 (826) (690) 55,198
Other operating assets and liabilities (3,045) 189 46 (1,381) (4,191)
Salaries, wages and other 39,697 14,161 (780) (2,071) 51,007
Depreciation, amortization and impairment include the following:
(in thousands of euros)
Years ended December 31 Notes 2004 2003 2002
Property, plant and equipment, depreciation (10) 42,243 51,064 72,376
Goodwill amortization and impairment an 7,718 33,051 47,117
Other intangible assets depreciation 6,730 10,956 13,866
Depreciation, amortization and impairment 56,691 95,071 133,359
Changes in value-added and income taxes are as follows:
(in thousands of euros)
As of January 1, Change in Currency Transfers As of December 31,
2004 working adjustments 2004
capital
Value-added and income taxes (17,710) 21,288 (79) 676 4,175




37. RELATED PARTY TRANSACTIONS

The following transactions were carried out with related parties:

Compensation of key management

The compensation of key management personnel (persons having the authority and responsibility for planning, directing and
controlling the activities of the Company, directly or indirectly, including any director - whether executive or otherwise - of

the Company) paid in 2004, 2003 and 2002 by the Company is summarized as follows:

(in thousands of euros)

Years ended December 31 2004 2003 2002
Salaries and other short-term employee benefits 8,052 6,191 13,211
Termination benefits 261 1,219 2,215
Post-employment benefits 19 - -
Other long-term benefits - - -
Total compensation of key management personnel 8,332 7,410 15,426

During 2004, 2003 and 2002, the Company has issued, respectively, 2,400,000, 3,650,000 and 13,397,500 stock options

to the members of its key management personnel.

Purchases of goods and services

(in thousands of euros)

Years ended December 31 2004 2003 2002
Associates 3,192 940 161
Related parties 49 120 1,737
Total purchases of goods and services 3,241 1,060 1,898

During 2002, the Company paid amounts totalling € 10,629 thousand in connection with the resignation and cessation of

Mr. Perez and Mr. Lassus as, respectively, Chief Executive Officer and Chairman of the Company.

During 2001, the Company entered into an agreement with a service company Differentis whose Chief Executive Officer,
Mr. Ronald Mackintosh, also served on our Board of Directors. Mr. Mackintosh served as our interim Chief Executive Officer
from December 19, 2001 to August 31, 2002. He resigned as Chief Executive Officer of the service company effective on
December 19, 2001 but had remained a member of its Board of Directors. In addition, Texas Pacific Group, a shareholder
of the Company, is a major shareholder of the service company. This service company was appointed to provide an independent
review of the Company’s management, information, organization and business systems as well as identification and
recommendation of improvements. In 2002, the Company recorded in its Consolidated Statement of Income a total cost
amounted to € 1,737 thousand for this arrangement. The service of Differentis stopped being used by the Company at the

end of 2002.
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GemVentures 1 NV, a wholly owned subsidiary of the Company and Dassault Multimedia SAS are minority shareholders of
Welcome Real Time SA. Mr. Thierry Dassault, who was one of the Company’s directors until April 2004, is also the Chairman
of Dassault Multimedia, which is part of Groupe Industriel Marcel Dassault, which is a shareholder of the Company. On
October 9, 2003, GemVentures and Dassault Multimedia entered into an agreement providing for a loan by GemVentures
to Dassault Multimedia of Welcome Real Time shares constituting 1.5% of Welcome Real Time's capital. The loan grants
Dassault Multimedia the dividend and voting rights associated with the shares in exchange for the right to receive a certain
percentage of any dividends that Dassault Multimedia might receive in respect of the loaned shares. Upon expiration of the
agreement on September 30, 2009, Dassault Multimedia is obligated to return the shares to GemVentures. Upon the
occurrence of certain events set forth in the agreement, GemVentures may request that the shares will be returned within
two months from the date of the event. On the same date, GemVentures also entered into another agreement with an
unrelated party for the loan of the same number of Welcome Real Time shares on identical arm’s-length terms.

The Company is the guarantor for a stand-by letter of credit issued at its demand by Deutsche Bank in favor of Nordea
Bank Danmark for the guarantee of obligations (with a maximal amount of DKK 6,600 thousand) of Realtime A/S, a Danish
company. GemVentures 1 NV, a wholly owned subsidiary of the Company, is a minority shareholder of Realtime with board
representation (see Note 35).

On March 9, 2004, Apeera Inc. entered into a share and asset purchase agreement with Intuwave Ltd by which the shares
of Apeera France SAS, a wholly owned subsidiary of Apeera Inc., and certain assets were sold to Intuwave for a consideration
payable in shares of € 3,000 thousand, plus an additional € 1,000 thousand upon fulfillment of certain technological and
commercial conditions. GemVentures (a wholly owned subsidiary of the Company) and TPG Ventures, L.P, both shareholders
of Apeera Inc., were parties to such agreement for the purposes of guaranteeing the obligations of Apeera Inc., in respect
of the warranties and indemnities given by Apeera Inc. TPG Ventures, L.P. is managed by Texas Pacific Group, which is a
shareholder of our Company. Three of our Directors are respectively managing partners and a principal of Texas Pacific Group.

On July 30, 2004, Certplus SA, a French company in which Gemplus Trading SA, indirectly a wholly owned subsidiary of
the Company, holds 99.9% of the shares, and Infrasec, a French company, entered into a contribution agreement. As a
result of this agreement, Certplus contributed to Infrasec its certification services operator business division. In return,
Certplus received 19.1% of the shares of Infrasec. Dassault Multimedia, which is part of Groupe Industriel Marcel Dassault,
which is a shareholder of the Company, became shareholder of Infrasec with 1.2% of the share capital of Infrasec, and
Mr. Thierry Dassault, who was one of the Company’s directors until April 2004, has become Chairman of the Board of
Directors of Infrasec. Thereafter Infrasec was renamed as Keynectis.

Tianjin Gemplus Smart Card Co. Ltd (“TGSC") is a joint venture established initially between a French subsidiary of the
Company, Gemplus SA, owning 51% of the total equity interest in TGSC, and Tianjin Telephone Equipments Factory (“TTEF")
owning the remaining 49% of the total equity interest in TGSC. Gemplus (Tianjin) New Technologies Co. Ltd (“GTNT"),
an indirectly wholly-owned subsidiary of the Company, has agreed to make a time deposit with China Everbright Bank
(the "Bank”) following a pledge, in favor of the Bank, by TTEF of 30% of the total equity interest to secure a loan of
CNY 90,000 thousand made by the Bank to TTEF. Afterwards, TTEF transferred its whole equity interest held in TGSC to
a parent company named Tianjin Zhong Tian Telecommunications Co. Ltd (“ZT") with Gemplus SA consent subject to
an increase of the pledge from 30% to 45.8% of the total equity interest in TGSC. In the event of (i) a failure to comply with
conditions and warranties agreed by TTEF and/or Shanghai Post Telecommunications Equipment (“SPTE”) which are the
co-shareholders of ZT, and (i) the subsequent activation of the pledge, GTNT or the Company would have to purchase back
the whole equity interest held by ZT in TGSC, using the amount of the time-deposit. As of December 31, 2004, CNY 30,000
thousand (€ 2,658 thousand as of December 31, 2004) remains to be reimbursed by TTEF under the loan agreement, secured
by a corresponding time deposit amount made by GTNT (see Note 35).

38. EVENTS AFTER THE BALANCE SHEET DATE

There is no event after the balance sheet date to report.



39. DIFFERENCES BETWEEN INTERNATIONAL FINANCIAL REPORTING STANDARDS
AND US GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

The Company’s Consolidated Financial Statements are prepared in accordance with IFRS, which differ in certain respects
from generally accepted accounting principles in the United States (US GAAP).

The principal differences between IFRS and US GAAP are presented below together with explanations of certain adjustments
that affect consolidated net income and total shareholders’ equity:

(in thousands of euros, except shares and per share amounts)

Years ended December 31 2004 2003 2002
Net income (loss) in accordance with IFRS 6,291 (158,955) (316,558)
Minority interest (1,617) (2,152) (4,333)
Capitalized development costs - 7,321 (1,803)
Reversal of restoration of impairment losses on long-lived assets 19 (2,555) -
Stock options accounting (6,950) (6,399) (2,887)
Purchase accounting - (837) (2,351)
Goodwill amortization and impairment 10,528 (18,522) 49,177
Other differences (57) 26 360
Deferred tax effect of US GAAP adjustments (3) 393 (1,277)
Total differences between US GAAP and IFRS 1,920 (22,725) 36,886
Net income (loss) in accordance with US GAAP 8,211 (181,680) (279,672)
Change in cumulative other comprehensive adjustment
in accordance with IFRS 7,386 (4,001) 12,538
Change in effect of IFRS/US GAAP adjustments
on other comprehensive income (661) 240 (3,233)
Other comprehensive income (loss)
in accordance with US GAAP, net of tax 6,725 (3.761) 9,305
Comprehensive income (loss) in accordance with US GAAP 14,936 (185,441) (270,367)
Net income (loss) per share in accordance with US GAAP:

Basic 0.01 (0.30) (0.46)

Diluted 0.01 (0.30) (0.46)
Number of shares:

Basic 606,672,060 605,658,965 606,222,660

Diluted 619,022,472 605,658,965 606,222,660

(in thousands of euros)

December 31 2004 2003 2002
Shareholders’ equity in accordance with IFRS 721,313 707,085 875,618
Minority interest (10,701) (12,073) (15,167)
Capitalized development costs - - (7,321)
Reversal of restoration of impairment losses

on long-lived assets (2,148) (2,555) -
Non-recourse loans (4,276) (4,276) (4,918)
Purchase consideration (11,292) (11,292) (10,455)
Goodwill amortization and impairment 41,183 30,655 49,177
Effect of IFRS/US GAAP adjustments on other

comprehensive income (8,565) (7,904) (8,144)
Other differences 19 76 50
Deferred tax effect of US GAAP adjustments 301 363 (30)
Total differences between US GAAP and IFRS 4,521 (7,006) 3,192
Shareholders’ equity in accordance with US GAAP 725,834 700,079 878,810
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Minority interest

Under IAS 1 (revised 2003), minority interest is required to be presented in the Consolidated Balance Sheet within equity.
Currently, under US GAAP, minority interest is classified as a “mezzanine” item between liabilities and equity.

Capitalized development costs

The Company capitalizes certain research and development costs (other than for software development) where it is expected
that the product under development will be produced and will be profitable. Such capitalized research and development
costs are amortized over a period no longer than three years. Under US GAAP, research and development costs (other than
for software development) are expensed as incurred.

Stock options accounting

Certain of the Company’s stock option plans (see Note 23) are treated as compensatory plans under US GAAP.

For the purpose of this reconciliation, the Company has adopted Accounting Principles Board Opinion No. 25 “Accounting
for Stock Issued to Employees” (APB 25) and related interpretations in accounting for its employees stock options.

Under APB 25, unearned compensation is recognized as a reduction in shareholders’ equity when the exercise price of stock
options is below the fair value of the underlying shares on the grant date. Unearned compensation is amortized to
compensation expense over the vesting period of the applicable options. From 1989 to December 31, 2004, the Company
granted stock options to employees, which generally vest over four years, with exercise prices at or below the fair value of
the underlying shares at the date of grant.

For purposes of financial reporting under US GAAP, the Company is required to follow the disclosure provisions of Statement
of Financial Accounting Standards No. 123 (SFAS 123), “Accounting for Stock-Based Compensation”, amended by FAS 148,
Accounting for Stock-Based Compensation - Transition and Disclosure, which requires that the Company discloses pro forma
net income and earnings per share as if the Company’s compensation expense had been calculated using the minimum
value method prescribed by SFAS 123.

Had compensation expense for the Plans been determined based upon the estimated grant date fair value using the fair
value method as provided by SFAS 123, the Company’s net income and earnings per share for the years ended December 31,
2004, 2003 and 2002, would have been as follows:

(in thousands of euros, except for earnings per share)

Years ended December 31 2004 2003 2002

Net income (loss) in accordance with US GAAP, as reported 8,211 (181,680) (279,672)

Add: total stock-based compensation expense

included in reported net income, net of related tax effect 6,950 6,399 2,887
Deducted: total stock-based compensation

expense determined under fair value based method for

all awards, net of related tax effects (27,379) (17,674) 22,031
Pro forma US GAAP net income (loss) (12,218) (192,955) (254,754)
Earnings per share:
Basic - as reported 0.01 (0.30) (0.46)
Basic - pro forma (0.02) (0.32) (0.42)
Diluted - as reported 0.01 (0.30) (0.46)
Diluted - pro forma (0.02) (0.32) (0.42)




The fair value of each option grant is estimated on the date of grant using the Black & Scholes option pricing model, with
the following assumptions for grants made during 2004, 2003 and 2002: dividend yields of 0% for all periods; annual
risk-free interest rate of 2.3%, 2.3% and 3.3% for 2004, 2003 and 2002 respectively; expected volatility of 44%), 53% and
83% for 2004, 2003 and 2002 respectively; and expected option vesting period of four years for all periods.

In 2000, the Company entered into arrangements with certain executives, whereby they were granted a certain number of
options, and loans for their exercise. The loans were treated, for accounting purposes only, as non-recourse loans at origination,
which resulted in the application of variable plan accounting. Under variable plan accounting, compensation cost is
re-measured each period based on the difference between the fair market value and the exercise price of the stock unless
the exercise price exceeds the fair market value, which was the case in 2002, 2003 and 2004. No compensation expense or
benefit was recorded in such years.

Purchase consideration

Under US GAAP, certain considerations exchanged in a business combination that requires continued employment of the selling
shareholders are treated as compensation expenses. Under IFRS, these considerations are treated as part of the purchase price
allocation.

Under IFRS, when accounting for business combinations, additional consideration which is contingent on achieving specified
earnings levels in future period is estimated based on the most probable amount payable. Under US GAAP, the fair value of
the consideration is recorded only when the contingency is resolved. As of December 31, 2004, additional consideration
amounting to € 500 thousand is recorded under IFRS in other non-current liabilities against goodwill (€ 1,000 thousand as
of December 31, 2003) in relation to an earn-out provision . This additional consideration is not recorded under US GAAP.
Consequently, goodwill and other non-current liabilities would be reduced. This difference between IFRS and US GAAP has
no impact on net income or shareholders’ equity.

Goodwill amortization and impairment

On January 1, 2002 the Company adopted the provisions of the Statement of Financial Accounting Standard SFAS No 142,
“Goodwill and Other Intangible Assets”, issued by the Financial Accounting Standards Board (“FASB”) in July 2001. SFAS
142 requires that goodwill and intangible assets with indefinite lives no longer be amortized but be tested for impairment
at least annually at the reporting unit level. A reporting unit is an operating segment or one level below an operating segment
(i.e. a component) as defined in SFAS No 131, “Disclosures about Segments of an Enterprise and Related Information”.
Statement 142 also requires that intangible assets with definite useful lives be amortized over their respective estimated
useful lives to their estimated residual values and be reviewed for impairment in accordance with SFAS No 144, “Accounting
for the impairment or Disposal of Long-Lived Assets”, which was also adopted on January 1, 2002.

Under US GAAP reversals of impairment losses are prohibited whereas under IFRS they are permitted under certain
circumstances.

During 2002, 2003 and 2004, as a result of its adoption, the Company did not recognize amortization expense under US
GAAP.

The Company has reassessed the useful lives of its intangible assets and has not made any adjustment.

The Company did not reclassify any indefinite-life intangible assets from goodwill, nor did the Company reclassify any
intangible assets as goodwill. As a result of applying the provisions of SFAS 142 when performing its impairment testing,
the Company did not record a goodwill impairment charge in 2004 for US GAAP purposes (2003: € 55,238 thousand).
Under IFRS, the Company performed its impairment testing at the level of the cash-generating units, which are the smallest
identifiable group of assets that generate cash inflows. As a result, the Company recorded a goodwill impairment charge of
€ 19,879 thousand in 2003 and € 22,124 thousand in 2002 for IFRS purposes.

The allocation of goodwill to the Company’s reportable segments is presented in Note 11. Under US GAAP, following the
adoption of FAS 142 where goodwill is no longer amortized, the impact on the net book value of goodwill is € 26,904 thousand
as of December 31, 2004 (€ 19,186 thousand and € 48,273 thousand as of December 31, 2003 and 2002, respectively).
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Other comprehensive income

After implementation of IAS 39, there are no reconciling items between IFRS and US GAAP related to other comprehensive
income, except for the accounting for pensions (€ 8,428 thousand in 2004, € 7,769 thousand in 2003, € 8,008 thousand
in 2002) and for the foreign currency translation adjustment effect of US GAAP adjustments (€ 137 thousand in 2004, € 135
thousand in 2003 and € 136 thousand in 2002).

FASB Statement No. 87, “Employers’ Accounting for Pension”, requires the Company to recognize a minimum pension
liability equal to the amount by which the actuarial present value of the accumulated benefit obligations exceeds the fair
value of plan’s assets, i.e. the unfunded amount. This liability is recorded, net of tax, within other comprehensive income.

40. OTHER REQUIRED DISCLOSURES UNDER US GENERALLY ACCEPTED
ACCOUNTING PRINCIPLES

Recently issued accounting standards under US GAAP, which could affect the
reconciliation

In December 2003, the FASB issued Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities
("VIE"). This interpretation of Accounting Research Bulletin No. 51, Consolidated Financial Statements, addresses consolidation
by business enterprises of certain variable interest entities.

This interpretation explains how to identify variable interest entities and how an enterprise assesses its interests in a variable
interest entity to decide whether to consolidate that entity. It requires existing unconsolidated variable interest entities to be
consolidated by their primary beneficiaries if the entities do not effectively disperse risks among parties involved. Variable
interest entities that effectively disperse risks will not be consolidated unless a single party holds an interest or combination
of interests that effectively recombines risks that were previously dispersed.

An enterprise that consolidates a variable interest entity is the primary beneficiary of the variable interest entity. The primary
beneficiary of a variable interest entity is the party that absorbs a majority of the entity’s expected losses, receives a majority
of its expected residual returns, or both, as a result of holding variable interests, which are the ownership, contractual, or
other monetary interests in an entity that change with changes in the fair value of the entity’s net assets excluding variable
interests. This interpretation requires the primary beneficiary of a variable interest entity, and an enterprise that holds significant
variable interests in a variable interest entity but is not the primary beneficiary, to make certain disclosures about the variable
interest entity.

Application of this interpretation is required in Consolidated Financial Statements of public entities that have interests in
variable interest entities or potential variable interest entities commonly referred to as special-purpose entities for periods
ending after December 15, 2003. Application by public entities (other than small business issuers) for all other types of
entities is required in Consolidated Financial Statements for periods ending after March 15, 2004.

The Company has performed a review of potential VIE's and has determined that it does not have any interests in VIEs as of
the issuance of these Consolidated Financial Statements. Adoption of FIN 46 in 2003 and the adoption of FIN 46R in 2004
did not have a material impact on the Company’s consolidated net income and total shareholders’ equity under US GAAP.

In December 2003, the FASB revised SFAS No. 132, “Employers’ Disclosures about Pensions and Other Postretirement
Benefits”, to require additional disclosure about the assets, obligations, cash flows, and net periodic benefit cost of defined
benefit pension plans and other defined benefit post retirement plans. These disclosure requirements were effective for the
2004 year-end and have been included since then in Note 20 of our Consolidated Financial Statements included in this report.

In November 2004, the FASB issued SFAS 151, Inventory Costs-an amendment of ARB No. 43, Chapter 4, “Inventory Pricing”.
This Statement amends the guidance in ARB No. 43, Chapter 4, “Inventory Pricing,” to clarify that the accounting for
abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage) should be recognized as
current period charges. In addition, this Statement requires that allocation of fixed production overheads to the costs of
conversion be based on the normal capacity of the production facilities. The provisions of this Statement are effective for



inventory costs incurred during fiscal years beginning after June 15, 2005 and are required to be applied prospectively. The
Company does not expect the adoption of this pronouncement to have a material impact on the Company’s consolidated
net income and total shareholders’ equity under US GAAP.

In December 2004, the Financial Accounting Standards Board (FASB) issued FAS 123(R), Share-Based Payment (revised 2004)
an amendment of FASB Statements which addresses the accounting for equity based compensation arrangements. FAS
123(R) eliminates the ability to account for share-based compensation transactions using Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees” and replaces some of the existing requirements under FASB
No. 123, “Accounting for Stock-Based Compensation”. The statement requires that such arrangements are accounted for
using a fair-value-based method of accounting and the related cost expensed over the corresponding service period. This
statement will be effective as of the beginning of the first interim or annual reporting period that begins after June15, 2005
(July 1, 2005 to the Company). The Company is currently considering the early adoption of FAS 123 R as of January 1, 2005.

In December 2004, FASB issued SFAS No. 153 (FAS 153), Exchanges of Nonmonetary Assets — Accounting Principles Board
Opinion No. 29, Accounting for Nonmonetary Transactions (APB 29). The new standard is the result of the convergence
project between the FASB and the International Accounting Standards Board (IASB). FAS 153 states that nonmonetary asset
exchanges should be recorded and measured at the fair value of the assets exchanged, with certain exceptions. FAS 153
amends APB 29 to eliminate the fair-value exception for nonmonetary exchanges of similar productive assets and replace
it with a general exception for nonmonetary exchanges, that do not have commercial substance. It is effective for non-
monetary asset exchanges occurring in fiscal periods beginning after June 15, 2005.

Others

In May 2003, the Emerging Issue Task Force (“EITF”) issued Consensus No. 03-6 (“EITF 03-6"), “Participating Securities and
the Two-class Method under FASB No. 128, Earnings Per Share”. EITF 03-6 considers how a “participating security” should
be defined for purposes of applying paragraphs 60 and 61 of Financial Accounting Standards Board (“FASB") Statement No.
128, and whether paragraph 61 of FASB Statement No. 128 requires an entity to use the two-class method in computing
EPS based on the presence of a nonconvertible participating security, regardless of the characteristics of that participating
security. EITF 03-6 is effective for fiscal periods beginning after March 31, 2004. The adoption of EITF 03-6 is not expected
to have a material impact on the Company’s consolidated net income and total shareholders’ equity under US GAAP.

In March 2004, the Emerging Issue Task Force reached a consensus on issue 03-01, “The Meaning of Other-Than-Temporary
Impairments and Its Application to Certain Investments” (EITF 03-01). EITF 03-01 includes new guidance on determining when
a debt or equity security is impaired and whether that impairment is other than temporary. Impairment was defined as when
the fair value of a debt or equity security is less than its cost. Per EITF 03-01, the impairment is other than temporary if the
Company does not have the ability to hold onto the investment for a reasonable period of time to allow for recovery of fair
value up to the cost of the investment and evidence exists that the investment will probably not recover its fair value within
a reasonable period of time. If an investment is determined to have an other than temporary impairment, the Company is
required to recognize an impairment loss equal to the difference between the investments cost and fair value. EITF 03-01 also
required additional disclosures for those other than temporary impaired investments. The recognition and disclosure requirements
of EITF 03-01 were originally effective for reporting periods ending after June 15, 2004. However, in September, the Financial
Accounting Standards Board (FASB) issued FASB Staff Position 03-01-1, Effective Date of Paragraphs 10-20 of EITF Issue No.
03-01, The Meaning of Other-Than-Temporary Impairments and Its Application to Certain Investments, which suspends for
further discussion the recognition criteria of EITF 03-01. However, the disclosure guidance of EITF 03-01 remains in effect. At
September 26, 2004, the Company did not have any temporary investments that were in an unrealized loss position.

In October 2004, the FASB ratified EITF 04-08, “The Effect of Contingently Convertible Instruments on Diluted Earnings per
Share”. Certain debt instruments, commonly referred to as “Co-Cos”, are contingently convertible into the common shares
of the issuer after the common share price has exceeded a predetermined threshold for a specified period of time. Under
the EITF guidance, Co-Cos must be included in diluted earnings per share calculations regardless of whether or not the
contingency threshold has been met. The impact of this EITF should be retroactively applied to instruments outstanding as
of December 31, 2004. The adoption of EITF 04-08 is not expected to have a material impact on the Company’s net income
per share under US GAAP.
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Income taxes

The components of income (loss) before tax and minority interest are as follows:
(in thousands of euros)

Years ended December 31 2004 2003 2002
Domestic®” 19,590 14,195 10,299
Foreign (1,964) (160,628) (322,066)
Income (loss) before tax and minority interest 17,626 (146,433) (311,767)

(1) Luxemburg.

Presentation of the Consolidated Statement of Income

The operating income (loss) would have been as follows under US GAAP:
(in thousands of euros)

Years ended December 31 2004 2003 2002
Operating income (loss) in accordance with IFRS 26,318 (133,786) (231,708)
Goodwill amortization on consolidated subsidiaries 7,718 (18,237) 47,117
Reversal of restoration of impairment losses on long-lived

assets 19 (2,555) -
Provision for a loan to a former director and executive - (67,582)
Purchase consideration - (837) (2,351)
Capitalized development costs - 7,321 (1,803)
Stock options accounting (6,950) (6,399) (2,887)
Interests accrued on loans related to stock options - - 1,706
Other differences (57) 26 360

Operating income (loss) in accordance with US GAAP 27,048 (154,467) (257,148)




41. DIFFERENCES BETWEEN INTERNATIONAL FINANCIAL REPORTING STANDARDS
AND FRENCH AND LUXEMBURG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

For the purpose of the reconciliations presented below, the Company has adopted accounting policies that are compliant
with French and Luxemburg generally accepted accounting principles (GAAP).

Net income and Shareholders’ equity

(in thousands of euros)

Years ended December 31 2004 2003 2002
Net income (loss) in accordance with IFRS 6,291 (158,955) (316,558)
Minority interest (1,617) (2,152) (4,333)
Net income (loss) per French / Luxemburg GAAP 4,674 (161,107) (320,891)

(in thousands of euros)

December 31 2004 2003 2002
Shareholders’ equity in accordance with IFRS 721,313 707,085 875,618
Minority interest (10,701) (12,073) (15,167)
Net unrealized (gain) loss on hedging instruments (28,367) (11,030) (6,698)

Shareholders’ equity in accordance
with French / Luxemburg GAAP 682,245 683,982 853,753

Net income (loss) in accordance with IFRS includes both net income attributable to equity holders of the Company and
minority interest. Under French and Luxemburg GAAP, net income (loss) corresponds only to net income attributable to
equity holders. Similarly, shareholders’ equity in accordance with IFRS includes minority interest. Minority interest is excluded
from shareholders’ equity under French and Luxemburg GAAP.

For the purpose of this reconciliation, the Company has adopted accounting policies regarding foreign currency hedging
which are compliant with IAS 39 except for the reassessment of the effective portion of hedging instruments at fair value
on the face of the balance sheet. Under IFRS, this effective portion is marked to market on the face of the balance sheet
with the corresponding entry in “Other comprehensive income” until the underlying forecasted transactions occur. Under
French and Luxemburg GAAP, this effective portion is accounted for and presented as an off-balance sheet item until the
underlying forecasted transactions occur.

Operating income

In France, GAAP recommend to present goodwill amortization and certain other items below operating income. Operating
income (loss) in accordance with French GAAP would be as follows:
(in thousands of euros)

Years ended December 31 2004 2003 2002
Operating income (loss) in accordance with IFRS 26,318 (133,786) (231,708)
Goodwill amortization and impairment 7,718 33,051 47,117
Other operating (income) expense, net 101 (703) (63)
Operating income (loss) in accordance with French GAAP 34,137 (101,438) (184,654)
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42, LIST OF SUBSIDIARIES AND ASSOCIATES

In 2004, 2003 and 2002, the Company acquired interests in various companies, mainly with activities related to its core
business. The impact of these acquisitions, individually and in aggregate, was immaterial to the Consolidated Financial
Statements (net sales, net income and total assets).

As of December 31, 2004, the list of subsidiaries and associates was as follows:

Subsidiaries

Name of the company Country Name of the company Country
Gemplus International SA Luxemburg Goldpac Datacard Solutions Co. Ltd Hong Kong
Gemplus Finance SA Luxemburg Gemplus India Ptd Ltd India
Gemplus Argentina SA Argentina Celocom Ltd Ireland
Gemplus NV Belgium Celo communications Ltd Ireland
Gemventures 1 NV Belgium Celo communications R&D Ltd Ireland
Gemplus do Brasil Produtos Electronicos, Ltda Brasil Gemplus Italia Srl Italy
Gemplus Bank Note, Ltda Brasil Gemplus Japan Co. Ltd Japan
Gemplus Canada Inc Canada Gemcard Sdn BhD Pte Ltd Malaysia
Gemplus International Trading Shanghai Co. Ltd China Gemplus Industrial SA de CV Mexico
Gemplus China Investment Co. Ltd China Gemplus BV Netherlands
Tianjin Gemplus Smart Card Co. Ltd China Celo communications BV Netherlands
Goldpac Datacard Solutions Zhuhai Co. Ltd China Gemplus Pologne Sp.zo.o. Poland
Goldpac SecurCard Zhuhai Co. Ltd China Polski Plastik Sp.zo.o. Poland
Gemplus Tianjin New Technologies Co. Ltd China Gemplus Sp.zo.o. Poland
Silver Dragon Microelectronics Co. Ltd China Gemrokitki Sp.zo.o. Poland
Gemplus Beijing Electronics R&D Co. Ltd China Gemtczew Sp.zo.o0. Poland
Gemplus de Colombia SA Colombia Gemplus LLC Russia
Gemplus S.R.O. Czech Republic  Gemplus Technologies Asia Pte Ltd Singapore
Gemplus SA France SecurCard Gemplus Pte Ltd Singapore
Gemplus Trading SA France Gemplus Microelectronics Asia Pte Ltd Singapore
ST GEM GIE France Gemplus Asia Pacific Pte Ltd Singapore
SCI Font de Sereine France Gemplus Southern Africa Pty Ltd South Africa
Certplus SA France Gemplus Card International Espana SA Spain
SLP SA France Gemplus Management and Trading SA Switzerland
Gemplus GmbH Germany GemCard (Thailand) Co. Ltd Thailand
Gemplus MIDS GmbH Germany Gemplus Middle-East FZ-LLC UAE
Gemplus Mobile Technology GmbH Germany Gemplus Ltd United Kingdom
Celo communications GmbH Germany Gemplus Associates International Ltd United Kingdom
Zenzus Holdings Ltd Gibraltar Gemplus Corp. USA
Great Steps Ltd Hong Kong Gemplus Card International de Venezuela, CA Venezuela
Associates

Name of the company Country Name of the company Country
Leigh Mardon Gemplus Pty Ltd Australia Setelis SA France
Gemware Technology Ltd BVI CLM GmbH & Co. KG Germany
Solutions Fides Canada Toppan Gemplus Services Co. Ltd Japan
Realtime A/S Denmark Concesionaria Renave SA de CV Mexico
Welcome Realtime SA France Gemplus EDBV Smart Labs Pte Ltd Singapore
Immotec Systemes Sarl France Gemplus EDBV Smart Labs Management Pte Ltd Singapore
Ismap SA France Aju Data Services Co. Ltd South Korea
Gkard SAS France Softcard Solutions Ltd United Kingdom
Netsize SA France




Shareholder Information

Shareholder Services

Gemplus International SA
Shareholder Services Department
2-4, place des Alpes, 1201 Geneva
Switzerland

CCF

Services aux Actionnaires

Avenue Robert-Schuman - BP 2704
51051 Reims Cedex

France
service_relations_actionnaires@ccf.fr

Depositary for American Depositary Shares
Deutsche Bank Trust Company Americas

60 Wall Street

New York, New York 10005

USA

Annual General Meeting
April 26, 2005 - 11: 00 am
Hotel Royal, 12, boulevard Royal, 2449 Luxemburg, Luxemburg.

Stock Exchanges
The shares of Gemplus International SA are quoted on the following exchanges:

Exchange Symbol Currency
Euronext Paris SA LU0121706294-GEM EUR
The Nasdaq Stock Market GEMP 36866Y102 usb

Investor Relations Contacts
Céline Berthier

2-4, place des Alpes, 1201 Geneva
Switzerland

T: + 41 22 544 50 00

Information via the Internet
Internet World Wide Web users can access Gemplus annual reports, financial information and press releases through
http://investor.gemplus.com

Gemplus International SA

46A, avenue J.F. Kennedy

L-1855 Luxemburg, Grand Duchy of Luxemburg
T: +352 26 005 226 - F: +352 26 005 832
www.gemplus.com
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