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Consolidated balance sheets 

 

 

In thousands of US $  Year ended December 31, 

 Notes 2004  2005 

ASSETS     

 Non current assets     
 Property, plant and equipment 7 110,516  102,468 

 Goodwill  8 311,310  276,252 
 Intangible assets 8 26,557  21,732 

 Investments in associates 9 5,220  6,963 

 Deferred income tax assets 27 53,814  49,256 
 Available for sale financial assets  10 1,553  628 

 Other non-current assets   1,202  3,122 

Total non-current assets  510,172  460,421 

Current assets     

 Inventories 11 122,492  93,331 
 Trade and other receivables  12 250,409  230,959 

 Derivative financial instruments 18 7,105  - 
 Cash and cash equivalents 13 223,820  259,284 

Total current assets  603,826  583,574 

    
Total assets  1,113,998  1,043,995 

EQUITY     

Capital and reserves attributable to the company’s 

equity holders 

    

 Share capital  50,604  50,710 

 Share premium  551,526  562,746 

 Treasury shares  -  (4,275) 
 Fair value and other reserves  6,858  (4,110) 

 Cumulative translation adjustment  40,490  (16,932) 
 Retained earnings  52,742  110,620 

  702,220  698,759 

Minority interest  7,059  2,869 

Total equity  709,279  701,628 

LIABILITIES     

Non-current liabilities     
 Borrowings 14 30,249  6,908 

 Deferred income tax liabilities 27 7,038  5,755 

 Retirement benefit obligation 15 17,369  16,225 
 Provisions and other liabilities 16 16,224  10,128 

Total non-current liabilities  70,880  39,016 

Current liabilities     

 Trade and other payables 17 295,026  270,001 

 Current income tax liabilities  20,548  15,936 
 Borrowings 14 8,592  1,835 

 Derivative financial instruments 18 -  9,151 
 Provisions and other liabilities 19 9,673  6,428 

Total current liabilities  333,839  303,351 

Total liabilities  404,719  342,367 

Total equity and liabilities  1,113,998  1,043,995 
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Consolidated income statements 

 

 

In thousands of US$ Notes Year ended December 31, 

  2004  2005 

Revenue 20 960,427  992,332 

     

Cost of sales  (644,635)  (671,537) 

 Gross profit  315,792  320,795 

Operating expenses     

 Research and engineering  (64,108)  (67,340) 
 Sales and marketing  (110,823)  (114,226) 

 General and administrative  (56,257)  (59,000) 
 Other income, net 24 4,035  (224) 

Operating income  88,639  80,005 

 Finance income (expenses), net  25 (6,044)  1,360 
 Share of profit (loss) of associates 

 

 262  1,145 

Profit before income tax   82,857  82,510 

 Income tax expense 27 (25,878)  (23,243) 

Profit for the period  56,979  59,267 

     

Attributable to      

Equity holders of the company  56,291  57,072 
Minority interest  688  2,195 

     
     

Basic earnings per share 

(in US dollars)  

28 1.40  1.41 

Diluted earnings per share  

(in US dollars) 

28 1.38  1.38 

 

In thousands 

    

Average number of shares outstanding 28 40,295  40,423 
     

Average number of shares outstanding assuming dilution 28 40,697  41,365 
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Consolidated statements of changes in shareholders’ equity 

In thousands of US$ 
 Attributable to equity holders of the company Minority

interest 
Total 
equity 

 
Number of 

shares 
Share 
capital 

Share 
premium 

Treasury 
shares 

Shareholders’ 
invested equity 

Fair value and 
other reserves 

Cumulative 
translation adj. 

Retained 
earnings 

  

Stockholders’ equity as of January 1, 2004  18,000 23 1,610 - 412,020 129,193 - (3,345) 9,876 549,377 

Movements in fair value and other reserves           

 - Currency translation adjustments       40,490 (204)  40,286 

 - Fair value gains (losses), net of tax: 
  - financial assets available for sale 
  - cash flow hedges 

     
 

(1,476) 
5,998 

   
 

(1,476) 
5,998 

Net income/(expense) recognized directly in equity  - - - - 4,522 40,490 (204) - 44,808 

Profit for the period        56,291 688 56,979 

Total recognized income for 2004  - - - - 4,522 40,490 56,087 688 101,787 

Employee share option scheme      2,336    2,336 

Contribution from Schlumberger     51,191     51,191 

Recapitalization and issuance of Share capital, net capital contribution by Schlumberger 
 

40,027,000 
 

50,034 
 

542,370 
 

 
(463,211) 

 
(129,193) 

   
 

- 

Capital increase reserved to employees 445,668 547 7,546       8,093 

Equity of the Phones business of the HSTE JV (*)         1,784 1,784 

Dividend         (5,289) (5,289) 

Balance as of December 31, 2004 40,490,668 50,604 551,526 - - 6,858 40,490 52,742 7,059 709,279 

Movements in fair value & other reserves           

 - Currency translation adjustments       (57,422)  61 (57,361) 

 - Gain/(losses) on treasury shares      (14)    (14) 

 - Fair value gains (losses), net of tax: 

  - financial assets available for sale 
  - cash flow hedges 
  - machinery and equipment further to HSTE acquisition of minority interest 

     

 

(851) 
(13,647) 

 

 

 

 
 

806 

 

 
 

(202) 

 

(851) 
(13,647) 

604 

Net income/(expense) recognized directly in equity  - - - - (14,512) (57,422) 806 (140) (71,268) 

Profit for the period        57,072 2,195 59,267 

Total recognized income for 2005  - - - - (14,512) (57,422) 57,878 2,054 (12,002) 

Employee share option scheme      3,544    3,544 

Contribution from Schlumberger further to dividend payment to HSTE JV minority interest   8,718       8,718 

Purchase of Treasury shares, net (135,409 shares)    (4,275)      (4,275) 

Capital increase reserved to employees 87,767 106 2,502       2,608 

Equity of the Phones business of the HSTE JV (*)         (73) (73) 

Dividend         (6,171) (6,171) 

Balance as of December 31, 2005 40,578,435 50,710 562,746 (4,275) - (4,110) (16,932) 110,620 2,869 701,628 

(*) On March 11, 2005, Axalto purchased the 49% minority interests in H.S.T.E., a company located in China of which Axalto had owned 51% until then. A portion of H.S.T.E.’s business includes Schlumberger’s public 
phones equipment business in China, which is not in the scope of Axalto’s operations.  Pursuant to the Master Separation Agreement signed on March 19, 2004 between Schlumberger and Axalto, Schlumberger has 
agreed to assume all the risks and rewards of past and future operations of the public phone equipment business in H.S.T.E.  As a result, it was not considered appropriate to include the results of operations of the public 
phones equipment business in the Income statement of Axalto. 
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The average effective interest rate on short-term deposits was 3.12% in 2005. These deposits have a maturity of less 

than 3 months. These deposits are invested in the form of overnight and fixed term loan or in money market funds. 

Cash and bank overdrafts include the following for the purpose of cash flow statement:  

 Year ended December 31, 

 2004  2005 

Cash and cash equivalents 223,820  259,284 

Bank overdrafts (83)  - 

Total 223,737  259,284 

 

Note 14 Borrowings 

Borrowings consist of the following:  

 Year ended December 31, 

 2004  2005 

Non-current    

Syndicated bank loan 28,888  6,908 

Finance lease liabilities 1,361  - 

 30,249  6,908 

    

Current    

Short term loans 1,921  569 

Bank overdraft 83  - 

Syndicated bank loan 5,758  - 

Finance lease liabilities 830  1,266 

 8,592  1,835 

    

Total 38,841  8,743 

 

The syndicated bank loan, which amounts to $250 million, has a maturity date on August 24, 2010. At December 31, 

2005, the undrawn portion of the syndicated loan amounts to $243,092 ($121,106 in 2004). The $6,908 amount 

outstanding as of December 31, 2005 consists of a revolving facility, with short-term maturity, drawn under the 

syndicated bank loan. 

The nominal interest rates as of the end of 2004 and 2005 were the following: 

 2004  2005 

 USD EURO GBP RMB  USD EURO GBP RMB 

Short-term loans 2.61% - - 4.62%  - - - - 

Syndicated bank loan - 2.55% 5.28% -  - - 4.89% - 

Finance lease liabilities - 3.89% - -  - 3.37% - - 
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The carrying amount of Axalto's borrowings are denominated in the following currencies: 

 Year ended December 31, 

 2004  2005 

USD 1,183  552 

EURO 25,322  1,266 

GBP 11,516  6,908 

RMB 820  - 

BRL -  17 

Total 38,841  8,743 

 

Finance lease liabilities are as follows: 

 Year ended December 31, 

 2004  2005 

Finance lease liabilities – minimum lease payments    

Not later than 1 year 830  1,266 

Later than 1 year and not later than 5 years 1,361  - 

 2,191  1,266 

Future finance charges on finance leases 159  77 

Present value of finance lease liabilities 2,350  1,343 

 

 

The present value of finance leases liabilities is a follows: 

 Year ended December 31, 

 2004  2005 

Not later than 1 year 901  1,343 

Later than 1 year and not later than 5 years 1,449  - 

 2,350  1,343 

 

Note 15 Pension and other benefit plans 

 

Retirement benefit obligation liability: Year ended December 31, 

 2004  2005 

Pension (Germany) 397  339 

Retirement indemnity (France) 13,414  12,519 

Jubilee premium (France) 3,558  3,367 

 17,369  16,225 

 

Income statement charge: Year ended December 31, 

 2004  2005 

Pension (Germany) 56  64 

Retirement indemnity (France) 1,303  1,135 

Jubilee premium (France) 620  411 

 1,979  1,610 
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The amounts recorded in the balance sheet are determined as follows: 

 Year ended December 31, 

 2004  2005 

 France Germany Total  France Germany Total 

Present value of unfunded obligations 16,057 449 16,506  16,381 489 16,870 

Unrecognized actuarial losses 915 (52) 863  (495) (150) (645) 

Retirement benefit obligation 16,972 397 17,369  15,886 339 16,225 

 

The amounts recognized in the Income statement are the following: 

 Year ended December 31, 

 2004  2005 

Service costs 1,160  968 

Interest costs 620  598 

Net actuarial losses recognized during the year 199  44 

                             Total pension costs 1,979  1,610 

 

 

 Year ended December 31, 

 2004  2005 

Cost of sales 414  293 

Research and engineering 301  213 

Sales and marketing 413  316 

General and administrative 231  190 

Finance expense 620  598 

                             Total pension costs 1,979  1,610 

 

The changes in liabilities recognized in the balance sheet are as follows: 

 2004  2005 

Beginning of period 13,758  17,369 

Total pension costs charged to the income statement 1,979  1,610 

Contributions paid -  (212) 

Currency translation adjustment 1,632  (2,542) 

End of period 17,369  16,225 
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The main actuarial assumptions used were the following: 

 2004  2005 

France:    

Discount rate 4.75%  4.20% 

Future salary increase 2.75%-3.00%  3.00% 

Inflation rate 2.00%  2.00% 

INSEE Mortality tables TV/TD 1998  TV/TD 2002 

Germany:    

Discount rate 5.50%  4.75% 

Future salary increase 3.00%  3.00% 

Inflation rate 2.00%  2.00% 

Dr Klaus Heubeck Mortality table Richttafeln 1998  Richttafeln 1998 

 

Note 16 Non-current  provisions and other liabilities  

 

Non-current provisions and other liabilities consist of the following for 2005: 

 Warranty 

Non-

current 

Litigation Def comp 

and empl 

benefits 

Other Non-

current 

liabilities 

Other Total 

Beginning of period 1,799 2,121 223 6,040 6,041 16,224 

Charged to income statement:       

Additional provisions - 1,206 128 - 9,750 11,084 

Unused amount reversed (164) (1,105) (10) (993) (8,390) (10,662) 

Used during the year (177) (589) - (2,745) (1,229) (4,740) 

Currency translation adjustment (500) (99) (40) (497) (642) (1,778) 

End of period 958 1,534 301 1,805 5,530 10,128 

 

Note 17 Trade and other payables 

 

Trade and other payables consist of the following:  

 Year ended December 31, 

 2004  2005 

Trade payables 126,791  126,559 

Employee related payables 70,405  62,156 

Accrued expenses 45,279  32,946 

Accrued VAT 11,112  11,689 

Deferred revenue 33,812  31,309 

Other 7,627  5,342 

                                    Total 295,026  270,001 

 

A $6.0 million currency translation adjustment accounts for most of the decrease in Employee related payables. The 

decrease in accrued expenses reflects in particular lower accruals for freight on goods sold and commissions to agents 

and distributors ($5.2 million in total), as well as lower advances from customers ($2.7 million). 
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Note 18 Derivative Financial instruments 

As exposed in note 5 Financial risk management above, Axalto enters into foreign exchange contracts as cash flow and 

fair value hedges. These derivative financial instruments consist of the following:  

 Year ended December 31, 

 2004  2005 

 Assets Liabilities  Assets Liabilities 

Forward foreign exchange contracts – cash flow hedge 222 -  - 9,081 

Forward foreign exchange contracts – fair value hedge - -  - 70 

Forward exchange option contracts – cash flow hedge 6,883 -  - - 

                                      Total  7,105 -  - 9,151 

 

 

Axalto transacts business globally and is subject to the effects of fluctuations in foreign exchange rates. Axalto’s 

objective is to reduce earnings and cash flow fluctuations caused by foreign exchange rate fluctuations. 
 
Axalto enters into various option and forward contracts to protect the value of a certain percentage of its forecasted, but 

not firmly committed, foreign currency costs for periods generally not exceeding eighteen months. The gains and losses 
on these contracts offset currency gains or losses on the related forecasted transactions. These hedges mainly relate 

to Euro denominated costs and USD denominated revenue. 
 

Gains and losses on these contracts are initially recorded under “Fair value and other reserves” in stockholders’ equity, 
and reclassified to current earnings under cost of sales when related cost of sales (for sales to third parties) are 

recognized, offsetting changes in the value of the foreign currency costs. 

 
As of December 31, 2005, Axalto had net unrecognized losses of $5.9 million recorded under “Fair value and other 

reserves”, which the company would, at constant market conditions, reclassify as a debit to the cost of sales and credit 
to income tax over the next 12 months.  

 

The result of cash flow hedging activities on the income statement for the year ended December 31, 2005, was a net 
gain of $2.1 million (in 2004: $2.9 million), booked as a credit to cost of sales, and a charge of $2.7 million  (in 2004: 

$4.1 million), booked as a debit to finance costs. 
 

Note 19 Provisions and other liabilities – Current 

Provisions and other liabilities – Current consist of the following: 

 Year ended December 31, 

 2004  2005 

POS Terminals operating lease 5,420  2,627 

Warranty - Current 3,180  3,309 

Provision for loss on contracts 1,073  492 

 9,673  6,428 
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Note 20 Revenue 

Revenue by category are analyzed as follows: 

 Year ended December 31, 

 2004  2005 

Sales of goods 897,947  937,787 

Revenue from services 18,730  18,722 

Other (*) 43,750  35,823 

Total revenue 960,427  992,332 

(*) “Other” include mainly the postage and freight on goods sold recharged to customers and the revenue derived from 

Axalto patents and technologies.  

 

Note 21 Operating expenses by nature 

The operating expenses by nature are as follows: 

 Year ended December 31, 

 2004  2005 

Depreciation, amortization and impairment charges 51,214  34,829 
Employee compensation and benefit expense (see Note 22) 252,565  264,181 
Change in inventories (finished goods and work in progress) (13,366)  16,093 
Raw materials used and consumables 387,853  375,413 
Freight and transportation costs 28,042  29,280 
Travel costs 22,938  24,881 
Buildings and office leases 37,536  38,054 
Royalties, legal and professional fees 39,635  43,687 
Subcontracting and temporary workforce 29,768  44,276 
Other 35,603  41,633 

Total expenses 871,788  912,327 

 

Note 22 Employee compensation and benefit expense 

 

 Year ended December 31, 

 2004  2005 

Wages and salaries 143,311  152,648 
Bonuses and performance incentives 23,805  21,394 
Social security 44,635  48,041 
Vacation accruals 2,038  2,217 
Pension – Defined benefit plans (*) 1,376  999 
Pension – Defined contribution plans 12,785  14,350 
Profit sharing 4,070  5,044 
Stock options 5,377  4,870 
Other 15,168  14,618 

Employee benefit expense 252,565  264,181 

 

(*) Includes mainly IFC (“Indemnités de fin de carrière”), which are lump sum payments made to French employees upon their 

retirement. 
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Note 23 Stock compensation plan 

 
Axalto has established a Global Equity Incentive Plan (« GEIP ») for its employees, approved by the general meetings 

of shareholders held on March 18, 2004 and April 21, 2004. 

 
Stock option plans 
 
The GEIP authorizes the company to grant to employees over the duration of the plan (ending on April 21, 2014) the 

right to acquire total of 7 million ordinary shares of Axalto Holding NV. The Board of Directors of Axalto Holding NV, in 

its meeting of April 2, 2004, approved the main terms and conditions of the 2004 option grant under the GEIP and 

authorized to grant options to buy or subscribe for 3,300,000 ordinary shares with an exercise price equal to the initial 

listing price, i.e. 14.80 Euros per share. 3,196,000 stock options were granted in May 2004. 5,000 stock options were 

granted in December 2004 at stock price, i.e. 18.21 Euros per share. The vesting schedule differs, depending of the 

country of employment of the optionee, and varies from a 25% vesting per year over 4 years to a cliff vesting at the end 

of the 4 year period. 

 

The fair value of each grant is estimated on the date of grant using the multiple option Black & Scholes option-pricing 

model. For the stock options granted in May 2004, the following assumptions were used: no dividend, expected 

volatility of 25%, risk-free interest rate of 3%, and expected option life of 4.13 years. For the stock options granted in 

December 2004, the assumptions were: no dividend, expected volatility of 25%, risk-free interest rate of 3%, and 

expected option life of 3 years. 

In the income statement for the period ended December 31, 2004, a compensation expense of $2,336 corresponding to 

the amortization of the fair value of the options granted between the grant date (May 18, 2004) and December 31, 

2004, was recorded for $361 in cost of sales, $142 in research and engineering expenses, $888 in sales and marketing 

expenses and $945 in general and administrative expenses.  

In 2005, the Board of Directors of Axalto Holding NV approved the main terms and conditions of two grants. 15,000 

shares were granted at market price in June 2005 at stock price, i.e. 22.41 Euros and 685,000 shares were granted in 

September 2005 at market price, i.e. 30.65 Euros. The vesting schedule differs, depending of the country of 

employment of the optionee, and varies from a 25% vesting per year over 4 years to a cliff vesting at the end of the 4 

year period. 

For the stock options granted in June 2005, the following assumptions were used: no dividend, expected volatility of 

27%, risk-free interest rate of 3%, and expected option life of 4.5 years. For the stock options granted in September 

2005, the assumptions were: no dividend, expected volatility of 28%, risk-free interest rate of 2.8%, and expected 

option life of 4.12 years. 

In the income statement for the period ended December 31, 2005, a compensation expense of $3,674 corresponding to 

the amortization of the fair value for the full year, was recorded for $474 in cost of sales, $243 in research and 

engineering expenses, $928 in sales and marketing expenses and $2,029 in general and administrative expenses 
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Movements in the number of share options outstanding and their related weighted average exercise price are as 

follows: 

 2004  2005 

 Average 

exercise price 

Options  Average 

exercise price 

Options 

Beginning of period - -  14.81 3,201,000 

Granted 14.81 3,201,000  30.42 700,000 

Forfeited - -  14.80 (99,750) 

Exercised - -  14.80 (79,342) 

End of period 14.81 3,201,000  17.75 3,721,908 

 
 

Share options outstanding at the end of the period have the following expiry date and exercise prices: 

 
 Year ended December 31, 

Expiry Date Exercise price 2004 2005 

2014 14.81 3,201,000 3,021,908 

2015 30.42 - 700,000 

  3,201,000 3,721,908 

 

 
Employee Stock Purchase plan 
 
In the period from May 4, 2004 to May 14, 2004, Axalto employees were offered the opportunity to buy Axalto shares at 

a price 15% below the initial listing price. 445,668 ordinary shares were subscribed by the employees at 12.58 Euros 

per share. The amount of $1,214 equal to the total discount granted to employees under that program was recorded as 

a compensation expense in the 2004 IFRS income statement: $417 were recorded in cost of sales, $231 in research 

and engineering expenses, $395 in sales and marketing expenses and $171 in general and administrative expenses. 

In the period from June 20, 2005 to July 1, 2005, Axalto employees were offered the opportunity to buy Axalto shares at 

a price 15% below the lowest of the closing price for the Axalto stock on June 20, 2005 or July 1, 2005. 87,767 ordinary 

shares were subscribed by the employees at 20.98 Euros per share. The compensation expense corresponding to the 

discount granted to employees under that program of $391 was recorded as a compensation expense in the 2005 

income statement: $81 were recorded in cost of sales, $110 in research and engineering expenses, $125 in sales and 

marketing expenses and $75 in general and administrative expenses. 

 

Note 24 Other income 

 

 Year ended December 31, 

 2004  2005 

Fixed asset sales gains / losses and write-offs (6)  (1,336) 
Subsidies and grants 421  1,251 
Montrouge and Louveciennes relocation costs -  (974) 
Bull litigation favorable resolution 3,238  - 
Other 382  835 

                                    Other income, net 4,035  (224) 
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Note 25 Financial income (expenses) 

Financial income (expense) include the following: 

 Year ended December 31, 

 2004  2005 

Interests:    
Interest cost related to the French IFC obligation (*) (620)  (598) 
Interest expense (1,904)  (1,662) 
Interest income 2,195  6,216 

Foreign exchange transaction gains (losses):    
Foreign exchange gains (losses), net of fair value hedges  (1,609)  107 
Cash flow hedges (4,106)  (2,663) 

Gain (loss) on sales of investments:    
Loss resulting from dilution in an Associate -  (40) 

Finance income (expenses), net (6,044)  1,360 

 

(*) IIFC (“Indemnités de fin de carrière”) are lump sum payments made to French employees upon their retirement. 

 

Note 26 Net foreign exchange gains (losses) 

 

The exchange differences (charged)/credited to the income statement are as follows (see note 18): 

 Year ended December 31, 

 2004  2005 

Cost of sales 2,878  2,122 
Finance income (expenses), net (5,715)  (2,556) 

Net foreign exchange gains (losses) (2,837)  (434) 

 

Note 27 Taxes 

 

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets 

against current tax liabilities and when the deferred income taxes relate to the same tax authority. Net amounts are as 

follows: 

 Year ended December 31, 

 2004  2005 

Deferred tax assets:    

- Deferred tax assets to be recovered after more than 12 months 42,739  35,858 

- Deferred tax assets to be recovered within 12 months 11,075  13,398 

 53,814  49,256 

Deferred tax liabilities:    

- Deferred tax liabilities to be recovered after more than 12 months (6,918)  (5,747) 

- Deferred tax liabilities to be recovered within 12 months (120)  (8) 

 (7,038)  (5,755) 

Net deferred tax assets 46,776  43,501 
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The changes in the net deferred income tax assets are as follows: 

 2004  2005 

Beginning of period 15,902  46,776 

Charge to income statement  (6,440)  (772) 

Tax credit recognized in equity 32,686  3,046 

Currency translation adjustment 4,628  (5,549) 

End of period 46,776  43,501 

 

The changes in deferred tax assets and liabilities during the years ended December 31, 2004 and 2005 are as follows:  

Deferred tax assets: 

Net 

operating 

losses 

Depreciation 

and 

amortization 

Employee and 

retirement 

benefits 

Warranty, 

reserves and 

accruals Other Total 

As of January 1st, 2004 7,617 4,777 2,577 2,961 3,325 21,257 

- Charged (credited) to income statement (11,231) 1,387 1,060 1,294 3,125 (4,365) 

- Charged (credited) to equity 34,067 (152) 2,042 (1,107) (2,645) 32,205 

- Currency translation adjustment 3,560 418 325 164 250 4,717 

As of December 31, 2004 34,013 6,430 6,004 3,312 4,055 53,814 

- Charged (credited) to income statement (3,874) 100 (1,013) (1,143) 3,823 (2,107) 

- Charged (credited) to equity - - - - 3,090 3,090 

- Currency translation adjustment (4,533) (11) (570) (83) (344) (5,541) 

As of December 31, 2005 25,606 6,519 4,421 2,086 10,624 49,256 

 

Deferred tax liabilities: 

Depreciation 

and 

amortization Other Total 

As of January 1st, 2004 (5,272) (83) (5,355) 

- (Charged) credited to income statement (2,059) (16) (2,075) 

- (Charged) credited to equity 481 - 481 

- Currency translation adjustment (88) (1) (89) 

As of December 31, 2004 (6,938) (100) (7,038) 

- (Charged) credited to income statement 920 414 1,334 

-(Charged) credited to equity (280) 236 (44) 

- Currency translation adjustment - (7) (7) 

As of December 31, 2005 (6,298) 543 (5,755) 

 

The total deferred income tax charged to equity for fair value adjustments in 2005 amounted to $2,480 of which a 

charge of $2,760 relating to fair value losses on cash flow hedge and a profit of $280 relating to fair value gains on 

machinery and equipment. 
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The income tax expense is as follows: 

 Year ended December 31, 

 2004  2005 

Current tax (19,438)  (22,471) 
Deferred tax (6,440)  (772) 

Income tax expense (25,878)  (23,243) 

 

The reconciliation between the income tax expense on Axalto's profit before income tax and the amount that would 

arise using the weighted average tax rate applicable to profits of the consolidated entities is follows: 

 Year ended December 31, 

 2004  2005 

 $ %  $ % 

Profit before income tax 82,857 100.0  82,510 100.0 
      
Tax calculated at domestic rate applicable to profits of the consolidated entities 24,669 29.8  31,318 38.0 

Effect of utilization of tax assets not recognized in earlier years (11,003)   (7,249)  

Effect of unrecognized deferred tax assets 2,500   1,142  

Other permanent differences 9,712   (1,968)  

Income tax expense 25,878 31.2  23,243 28.2 

 

Deferred income tax assets are recognized for tax loss carry forwards and other future deductions to the extent that the 

realization of the related tax benefit through the future taxable profits is probable. As of December 31, 2005 and 2004, 

Axalto did not recognize tax assets amounting to $22.4 million and $31.4 million relating to tax losses and other future 

tax deductions. 

Tax losses that can be carried forward against future taxable income amount to $91 million (in 2004: $118 million). 

No deferred income tax liabilities have been recognized for withholding tax and other tax payable on the unremitted 

earnings of the subsidiaries either because the remittance of earnings does not trigger such taxes or because Axalto 

intends to permanently reinvest its earnings. However deferred taxes are accrued on unremitted earnings of associates 

when Axalto does not control the dividend distribution process. 

 

 Note 28 Earnings per share 

 

 Year ended December 31, 

Basic 2004  2005 
    
Profit attributable to equity holders of the company 56,291  57,072 

    
Weighted average number of ordinary shares outstanding  (in thousands) 40,295  40,423 

    
Basic earnings per share $1.40  $1.41 
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 Year ended December 31, 

Diluted 2004  2005 
    
Profit attributable to equity holders of the company 56,291  57,072 

    
Weighted average number of ordinary shares outstanding  (in thousands) 40,295  40,423 
Adjustment for share options (in thousands) 402  942 
Weighted average number of ordinary shares for diluted earnings per share 
(in thousands) 40,697  41,365 

    
Diluted earnings per share $1.38  $1.38 

 

The company presents both basic and diluted earnings per share (EPS) amounts. Basic EPS is calculated by dividing 

net income by the weighted average number of common shares outstanding during the period. Diluted EPS is 

calculated according to the Treasury Stock method by dividing net income by the average number of common shares 

outstanding assuming dilution. Dilution is determined assuming that all stock options, which are in the money, are 

exercised at the beginning of the period and the proceeds used, by the Company, to purchase shares at the average 

market price for the period. 

 

Note 29 Cash generated from operations 

 Notes Year ended December 31, 

  2004  2005 

Income for the period before minority interest  56,979  59,267 
Adjustment for:     
 Tax 27 25,878  23,243 
        Research tax credit  -  (1,891) 
 Depreciation 7 34,481  30,729 
 Amortization 8 9,604  6,451 
 Stock option compensation charge (*) 23 2,336  3,674 
 ESPP discount (*) 23 1,214  391 
 Gains and losses on sales of fixed assets and write-offs  3,988  1,425 
 Net movement in provisions for liabilities and charges  (1,921)  (6,612) 
 Retirement benefit obligation 15 1,735  1,610 
 Interest income  (2,202)  (6,451) 
 Interest expense  2,530  2,493 
 Share of profit (loss) from associates 9 (262)  (1,145) 
     
Changes in current assets and liabilities (excluding the effects of 
acquisitions and exchange differences in consolidation) 

    

 Inventories  (10,750)  20,862 
 Trade and other receivables (*)  4,004  (3,935) 
 Retirement benefit obligation 15 -  (212) 
 Derivative financial instruments   1,348  (136) 
 Trade and other payables  53,709  5,336 

 Cash generated from operations  182,671  135,099 

 
(*) Compared with the IFRS consolidated statement of cash flow for the year ended December 31, 2004 published in the interim 

consolidated financial statements as of June 30, 2005: 

-  $3,550 representing the non-cash stock compensation charge recorded in 2004 were reclassified from “Invested equity” to “Cash 

generated from operations” 

-  $173 representing the variation of long term deposits in 2004 were reclassified from “Cash generated from operations” to 

“Purchase of non-current assets”. 
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Note 30 Commitments and contingencies 

 

Schlumberger residuals 

Pursuant to the terms of the Master Separation Agreement signed on March 19, 2004, Schlumberger and Axalto have 

agreed to carry out the complete transfer of the Schlumberger Group’s Cards and POS businesses to Axalto or one of 

its subsidiaries. 

These undertakings remain in effect so long as there are contracts, assets or liabilities falling within the scope of 

Axalto’s business that have not been transferred at the time of the Separation. This also applies to contracts, assets or 

liabilities falling within the scope of Schlumberger’s business that have not been transferred at that same time. 

Until the date of transfer of the such contracts, assets or liabilities to Axalto or to Schlumberger, as the case may be, or 

in the event that they could not be transferred or shall not be transferred as agreed by the parties, Schlumberger and 

Axalto have agreed to cooperate and execute the contracts or manage the assets and liabilities in the name of and for 

the account of the other party, pursuant to the instructions of such party, who will receive all profits and bear all losses 

(including all taxes normally due, other than those due as a result of a tax reassessment, and which are covered by tax 

indemnification provisions) resulting from these contracts, assets and liabilities. 

Therefore, the activities, assets and liabilities pertaining to Schlumberger activities falling under the provisions of the 

Separation Agreement are not disclosed in the accompanying consolidated financial statements of Axalto nor is the 

associated payable from Axalto to Schlumberger or the associated receivable by Axalto from Schlumberger. 

As of December 31, 2005, the balance of the assets and liabilities belonging to Schlumberger was a net asset of $12.7 

millions. 

Lease commitments 

Minimum rental lease commitments under non-cancelable operating leases, primarily real estate and office facilities in 

effect as of December 31, 2005, are as follows: 

2006 …………………………………………………………………………………………………………………………  20,561 

2007 …………………………………………………………………………………………………………………………  14,995 

2008 …………………………………………………………………………………………………………………………  12,189 

2009 …………………………………………………………………………………………………………………………  10,568 

2010 …………………………………………………………………………………………………………………………  10,015 

2011 and after ………………………………………………………………………………………………………………  66,320 

Operating lease rental expense aggregated: $13,274 in 2004 and $16,087 in 2005. 

 

Microprocessor chips purchase commitments 

Axalto is committed by contract towards its suppliers of chips to purchase the whole quantity of products in safety 

stocks within a period of time of one year from the availability date of the safety stocks. At December 31, 2005, the 

commitments to purchase these safety stocks valued at the average purchase price amounts to $18,590. 
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Montrouge and Louveciennnes relocation 

On July 29, 2005, Axalto signed a twelve-year lease for 20,000 m2 of office space located in Meudon near Paris that 

will allow Axalto to regroup the employees of its Montrouge and Louveciennes sites in one single location. The transfers 

into the new location are scheduled between March and December 2006. One-off costs related to the Montrouge and 

Louveciennes lease terminations, to the new lease and set up of the Meudon site are booked as incurred over 2005 

and 2006. The project will also require capital expenditure in building improvements and equipment. 

 

Axalto Holding NV guarantees 

During 2005, Axalto Holding N.V. has issued guarantees to secure several banking facilities against the risk of default 

of payment of its borrowing subsidiaries. These guarantees are continuing securities and will be valid until final 

payment in full of all amounts owed. The aggregate amount recoverable from Axalto Holding N.V. shall not exceed 

$310 million. This includes the $250 million syndicated facility referred to in Note 14. 

 

SAIT Commitment  

Axalto holds a 51% interest in SAIT, a Chinese joint venture. This joint venture has been fully consolidated within 

Axalto. In 2005, Axalto and the joint venture partner amended its articles of association and agreed the following: 

• Axalto guarantees the profit of the joint venture will not be less than Chinese renminbi 29 million 

(approximately $3.6 million) for 2005, Chinese renminbi 32 million (approximately $4.0 million) for 2006, 

Chinese renminbi 28 million (approximately $3.5 million) for 2007 and Chinese renminbi 25 million 

(approximately $3.1 million) for each fiscal year thereafter until 2009 (inclusive). 

• In exchange, Axalto is granted and shall exercise control of the joint venture until December 31, 2009. 

This commitment has been fair valued, and the liability will be re-valued at the end of each reporting date. To date, 

management estimated that the fair value of the guarantee is not material. 

 

Note 31 Contemplated business combination with Gemplus 

 

On December 6, 2005, Axalto Holding N.V. (“Axalto”) and Gemplus International S.A. (“Gemplus”) entered into a 

combination agreement governed by French law under the terms of which the two companies agreed to a merger of 

equals. 

The Board of Directors of each company unanimously approved this transaction. The two largest shareholders of 

Gemplus also approved this combination and have also entered into the combination agreement. 

The combination will be completed in two distinct, successive steps: 

• an increase in the share capital of Axalto through the contribution in kind of the entirety of the Gemplus shares 

held by the two largest shareholders of Gemplus (approximately 43.7% of the share capital of Gemplus) 

• followed by a voluntary public offer launched by Axalto for the balance of the Gemplus shares that Axalto 

(which will have then changed its name to Gemalto) will not already hold (approximately 56.3% of the share 

capital of Gemplus). 
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The contribution in kind and the voluntary public exchange offer will be at the same exchange ratio of 2 Axalto shares 

for every 25 Gemplus shares. 

Immediately prior to the contribution in kind, Gemplus will distribute � 0.26 to all its shareholders. The contribution in 

kind and distribution are subject to anti-trust and other regulatory approvals, the approval of the Gemplus shareholders 

and certain other customary contractual conditions. 

The Axalto shareholders meeting, which occurred on January 31, 2006, approved the combination. 

The Gemplus shareholders meeting, which occurred on February 28, 2006, approved the resolutions related to the 

combination. 

Approval by the anti-trust authorities of the relevant jurisdictions is expected to take place late in the second quarter or 

in the third quarter. 

The press release announcing the combination and the description of its main terms are available on the Axalto and 

Gemalto websites (www.axalto.com, www.gemalto.com). 

As of December 31, 2005, Axalto has deferred $2.1 million of costs incurred in the second half of 2005 for the 

preparation, execution and announcement of the Combination Agreement. These costs consist mainly of lawyers and 

public relations firms fees. Axalto also committed to pay certain expenses in connection with the contemplated 

Combination, amounting to $2.0 million as of December 31, 2005 and agreed to reimburse to Gemplus the external 

costs Gemplus has and will incur in relation with the combination, upon completion of the combination. The costs 

incurred by Gemplus in relation to the combination are estimated at $3.9 million as of December 31, 2005. 

 

Note 32 Post-closing events 

To management’s knowledge, there is no significant event that occurred since December 31, 2005, which would 

materially impact the consolidated financial statements, as presented in this document.  

 


