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Dear Shareholders,

After a 2004 fi nancial year marked by further 
improvements in our fi nancial position – operating 
margin in excess of 7% of revenues for the fi rst 

time, net income up 77% and a further reduction in our debt – the fi rst 
half of 2005 has confi rmed that we are going in the right direction and 
maintaining our competitive performance. 

In April, we witnessed the fi rst fl ight of the Airbus A380 with pride and 
emotion, being the company responsible for the new airliner’s “central 
nervous system”, including its integrated modular avionics, cockpit 
displays and databus terminals.

For Thales, the Paris Air Show in June 2005 was one of the best-ever 
editions of this major event, with a magnifi cent stand and numerous 
contract announcements – some of which are highlighted in the 
following pages.

We are also proud to be a member of the industry team selected to 
build and operate the European Galileo satellite navigation system. 
For this programme, the largest ever launched by Europe, Thales will 
be providing expertise in data security and integrity.

The British government very recently confi rmed the launch of the 
Watchkeeper tactical unmanned air vehicle (UAV) programme, 
entrusting Thales with responsibility for the Development, Manufacture 
and Initial Support phases. Watchkeeper will provide the UK armed 
forces with an essential Intelligence, Surveillance, Target Acquisition 
and Reconnaissance (ISTAR) capability and will be a key component of 
the UK’s drive for Network Enabled Capability (NEC). This major award, 
worth close to a billion euros, is the largest single contract for Thales 
in the UK to date. It fi rmly establishes Thales in the global UAV systems 
market and reinforces our position as a major British defence company 
and trusted prime contractor. 

Our technological excellence was also recognised when the French 
government selected the regional competitiveness clusters (“pôles 
de compétitivité régionaux”) in July: Thales is one of the main industry 
partners on several of these projects, particularly those that have 
a global dimension and involve the most strategically important 
technologies. For the System@tic cluster in the Paris region, for 

example, Thales will be playing a leadership role in a project focused on 
our core competencies in complex systems and software.

Also in France, Thales is closely involved in the national Research and 
Technological Innovation Networks facilitated by the National Research 
Agency (ANR), and is an active member of the “Europe Club” that has 
set up large-scale European technology platforms, such as ACARE 
for aerospace, ARTEMIS for embedded systems, ENIAC for micro- and 
nanoelectronics and S3-SCOUT for software, systems and services. 

Thales’ ongoing mission is to make the world a safer and more secure 
place by leveraging its broad-ranging technologies and know-how. 
Our job is to provide the best possible solutions for customers in the 
defence sector, civil administration, services and industry. Thales is 
a major European player in these areas, and its research efforts are 
laying the groundwork for the future through an extensive network 
of partnerships bringing together some of the most skilled and 
experienced people in the world. 

To support these research efforts over the long term and leverage 
our outstanding technological potential as fully as possible, I have 
launched an ambitious programme to enhance our competitive 
performance. This programme, to be implemented in 2005 and 2006, 
will boost operating income by about 10% per year. I have also decided 
to reorganise our international marketing and sales system to make 
our sales forces more effective, the primary objective here being to 
increase order intake.

With the achievements and successes of the fi rst few months of 2005, 
I am more convinced than ever that Thales can and must pursue 
its long-term strategy of profi table growth for the benefi t of its 
shareholders, employees and customers.

 

Denis Ranque
Chairman and CEO

After twelve successful years with Thales, Bernard Rétat retired as Vice-Chairman of the Group on 30 June 
2005. Held in high esteem by the members of the Executive Committee, he will continue to advise the Chairman 
on matters within his extensive fi elds of expertise. The whole Investor Relations team wishes Bernard Rétat 
the very best for the future.



In-fl ight entertainment: In this rapidly expanding 
market, Thales further confi rmed the success of 
the TopSeries range at the Paris Air Show. The 
Group will install the TopSeries i4500 system on Air 
Canada’s entire commercial fl eet of 241 aircraft of 
all sizes — from regional jets to widebody airliners. 
This order is the largest, most aircraft-diverse 
business agreement ever concluded in the history 
of IFE systems. 
In addition, Thales booked a 
fi rm order from Abu Dhabi-
based Etihad Airways to 
equip 31 aircraft, including 
four A380s. It will also 
install the TopSeries i5000 
system on the A380s 
ordered by Air France.

Aerospace equipment: 
IFE in a climb, new Sukhoi and 
Royal Navy contracts Airbus: Malaysian Airlines has selected Thales systems 

to train its pilots for the new A380. A full fl ight simulator 
(FFS) will enter service with the airline in September 2006. 
The Group will also supply a trainer from its 3D Thales 
Formation Systems Trainer 
(TFST) range. This order from 
Malaysian Airlines is the 
latest chapter in a successful 
business relationship between 
the two companies that 
dates back more than 30 
years. The Thales system will 
incorporate the most advanced 
technologies, particularly in 
the area of display systems.
 
Boeing: Thales has been selected by Alteon, Boeing’s 
training arm, to supply training and simulation equipment 
for the all-new B787 Dreamliner. Air France has also 
chosen Thales to supply a third simulator for training B777 
aircrews. The Group will deliver a full fl ight simulator and 
upgrade the original B777-200 ER simulator.

Thales has been selected by Dassault Aviation, prime 
contractor for the Neuron unmanned combat air vehicle 
(UCAV) technology demonstrator. Neuron is a cooperative 
programme by France, Greece, Italy, Spain, Sweden and 
Switzerland. 
Thales will develop the datalink system that will connect 
the future UCAV to its ground-based control station. 
This system will build directly on the technical and 
technological know-how developed by Thales for combat 
aircraft, particularly the Reco NG reconnaissance pod, 
bringing the programme the benefi t of the Group’s 
extensive expertise in network-centric warfare. 

At the Paris Air Show, Thales and MBDA signed the 
production contract for the seekers and proximity fuzes 
on the Aster 30 missile developed as part of the FSAF 
cooperation programme between France and Italy. The 
Aster 30 contract is the latest development in an ongoing 
partnership between Thales and MBDA and follows 
successes with the MICA, Aster 15 and BVRAAM missiles. 
The industrial activity arising from this new contract will 
last for some ten years. 

Simulation: close partnership with Airbus 
and Boeing 

Military communications: a pivotal role 
on Europe’s UCAV project 

Missile systems: continued partnership 
with MBDA 

Maritime surveillance: Thales will act as prime 
contractor for the upgrade of two new Sea King 
Airborne Surveillance and Control helicopters to 
the Mk7 standard. The Thales systems, including 
the Searchwater 2000 mission system, will enable 
a single Sea King platform 
to command all naval, 
land and/or air forces in 
the battlespace. The two 
aircraft will enter service 
with the Royal Navy in 
2007. 

2005 Paris Air Show • Thales: Intelligence on-board

Avionics: Sukhoi Civil Aircraft has selected Thales 
cockpit avionics for its new regional aircraft, the 
Russian Regional Jet (RRJ). The system offers 
pilots a simplifi ed working 
environment based on a 
concept similar to that 
developed for the A380. 
Under the contract, the 
Group will supply and 
integrate cockpit display, 
communication, navigation 
and surveillance systems. 

Watchkeeper: UK Secretary of State for 
Defence John Reid has given the green 
light for the Watchkeeper tactical UAV 
programme. Thales is prime contractor for 
this programme, worth £700 million.

Galileo: Eurely and iNavSat, the two consortia bidding for the concession 
phase of Europe’s Galileo satellite navigation system, have decided to 
join forces. Negotiations with the European authorities in charge of the 
programme will be fi nalised in late 2006. Thales is a key player in this 
programme, with responsibility for system security and other aspects. 
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Application of IFRS accounting standards
As of the 2005 fi nancial year, European Union companies must 
prepare their fi nancial statements in accordance with the new IFRS 
accounting standards. These standards aim to improve market 
transparency and harmonise accounting practices.

• The main impact of the IFRS standards on the structure of Thales’ 
balance sheet concerns the recognition of all unamortised actuarial 
losses relative to pension commitments as a deduction from equity 
(these losses are treated as off-balance-sheet items in statements 
prepared according to French accounting standards). 
• This will improve our results, as actuarial losses relative to 
pension schemes are no longer amortised.
Goodwill will no longer be amortised, but tested for impairment 
each year (Goodwill impairment in 2004 was lower than the 
amount amortised). The only other signifi cant impact results from 
accounting employee benefi ts as an expense, particularly stock 
options and bonus shares. 

Consequently, applying IFRS standards to the 2004 fi nancial 
statements has little impact on EBIT (€719m instead of €729m), 
but increases net income signifi cantly, from €198 to €339m. 
Application of the standards reduces equity on the balance sheet, 
but the rating agencies that assess the Group’s fi nancial health 
have already taken this reduction into account.

On 26 June 2005, Moody’s raised Thales’ long-term debt rating 
from A3 to A1. It also raised the ratings of several other European 
companies whose activities are deemed strategically important for 
member states. 

2005 outlook
• A slight increase in revenues is expected in 2005, with solid 
growth in most divisions partly offset by lower billings by the 
Naval division following completion of the Sawari 2 frigate 
programme. 

• A further increase in operating income is expected, driven 
primarily by strong prospective performance in the Aerospace 
and Security divisions. 

• Order intake for the 2005 fi nancial year is expected to be 
particularly satisfactory, with the formal award of several major 
European naval defence and military aerospace programmes 
that had previously been postponed, and with the continued 
upturn in the civil aerospace and security markets.

• Looking further ahead, Thales is implementing an ambitious 
set of competitiveness measures. This programme is expected 
to result in additional charges of approximately €100 million 
per year in 2005 and 2006. The measures should result in a 
year-on-year increase in operating income of approximately 
10% from 2006 and strengthen the Group’s research efforts, 
which are critical to the future development of its high-tech 
core activities.

More information at: www.thalesgroup.com/ir

2004 results

New CFO appointed
Patrice Durand has been appointed 
Senior Vice-President and Chief 
Financial Offi cer of the Thales Group, 
effective 1 July 2005. He takes over 
from Ross McInnes, who has joined 
the Pinault Printemps Redoute group. 
Patrice Durand is a graduate of 
the École Polytechnique and École 
Nationale d’Administration. He began 
his career in the French civil service, fi rst with the Interior 
Ministry, then with the Economy and Finance Ministry, 
where he spent twelve years as Assistant Manager of 
Equity Participations. He then joined Air France, where 
he played a key role in the airline’s development, before 
moving to Crédit Lyonnais, where he oversaw the bank’s 
privatisation programme. His dual public- and private- 
sector background is a signifi cant asset for our Group.

New corporate campaign

In June 2005, Thales launched a corporate advertising campaign 
in the French mainstream press to draw attention to Thales’ 
security capabilities, the nexus of all our activities.
With a tone designed to appeal to the general public, the 
campaign used video games as fi ctional illustrations of 
Thales’ security role in the real world, emphasising the high-
tech approach to security issues without making them overly 
alarming. It conveyed a simple message: “Thales is working 
hard to make sure these risks remain fi ctional”. 

More information at: www.thalesgroup.com

•  Consolidated sales at €10.3 billion, stable on a like-for-like 
basis

•  Operating income at €729 million (+4.5%), in line with target 
announced in March 2004 (+2% to +5%) 

•  Operating margin at 7.1% (6.6% in 2003), in excess of 7% of 
revenues for the fi rst time

•  Net income of €198 million, up 77%

•  Further reduction in net debt from €906 million to 
€841 million

•  Increase of 7% in net dividend, to €0.80 per share compared 
with €0.75 for the 2003 fi nancial year

Improved operational performance and fi nancial position




