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The Lonza Annual Report consists of the following three parts: 
Activity Report, Financial Report, Corporate Governance & Social and Environmental Report. These publications are accessible on 
the Internet at www.lonza.com. The Annual Report is also available in German. The English version prevails.
In this report “Lonza” and “the Group” refer to the whole group of Lonza companies, “Lonza Group Ltd” refers to Lonza Holding.
The Annual Report of Lonza Group Ltd follows the guidelines issued by the OECD for multinational corporations.
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Financial report  Letter to shareholders

Dear Shareholders

Lonza is well on track with a 39 % increase in operating income in 2005. Operating 
income increased significantly to CHF 297 million compared with the previous 
year and is fully in line with expectations as well as the strategic plan communi-
cated in January 2005. 

Sales reached CHF 2 521 million, up 16 % from the 2004 figure. The main driver behind these 
positive results was a marked improvement in the performance of our custom manufactur-
ing activities. The strategic growth projects planned for 2005 were successfully completed 
and new upside potential was identified. The Board of Directors will propose a dividend of  
CHF 1.30 per share.

Profitability exceeded the capital costs and the results achieved in all three divisions were fully 
in line with expectations. The results generated in our custom manufacturing activities (Ex-
clusive Synthesis & Biopharmaceuticals) were more than doubled. The Group’s operating in-
come margin rose from 9.8 % in 2004 to 11.8 % in the reporting period. Net income increased 
by 36 % from CHF 138 million to CHF 188 million. Cash flow before change in net working  
capital increased from CHF 256 million in 2004 to CHF 386 million in 2005. Capital expenditure 
of CHF 272 million was higher than in the previous year due to several investments primarily in 
the custom manufacturing activities.

Strategy T he strategic projects for sustainable, above-average, profitable growth planned  
for 2005 were completed successfully. Additionally, new potential has been discovered thus 
contributing to growth over and above 2010 expectations. The following projects were the 
highlights in 2005:

Biopharmaceuticals
–	 Lonza will build a large-scale plant based on mammalian cell culture in Singapore. The con-

struction of the shell was started at the end of 2005. The final build-out will follow upon 
completion of successful negotiations. 

–	 Based on a long-term supply agreement with UCB, Lonza is building a commercial-scale  
facility for microbial biopharmaceuticals (2 x 15 000L lines have been committed). The plant 
in Visp (Switzerland) is being jointly financed with the customer. Production start-up has 
been post-poned by ten weeks to the beginning of 2007 due to requested customer process 
changes.

–	T he Biopharma Services business was expanded in 2005 in response to strong customer 
demand, with a 500L production line; 60 new scientists have joined our team in Slough 
(Great Britain). 

–	T he successful FDA approval for the production of Genentech’s Rituxan® in Portsmouth, NH 
(USA) was obtained in September 2005. 

Exclusive Synthesis
–	 We have implemented milestones that will deliver market leadership in peptides:
	 – In Visp we began constructing a mid-scale plant.
	 – In January 2006 we signed a contract to take over the UCB peptide business. 
–	T he expansion of production capacity for active pharmaceutical ingredients (APIs) in Visp 

was initiated with the construction of a new building with a new drying installation, due for 
completion by the end of 2006. 

–	 Our R & D center in Nansha (China) has been strengthened. 
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Organic Fine & Performance Chemicals
–	T he acquisition of the DHA (docosahexaenoic acid) business from Nutrinova is the first step 

in the business unit’s strategy of expanding in profitable niche markets.
–	 Lonza received the Frost & Sullivan’s 2005 Technology Award for its innovative Natrulon® 

DermasphereTM Oleosome Technology which represents a breakthrough in cosmetics  
formulation technologies.

–	T he new niacinamide plant in Nansha (China) successfully went on stream in the third  
quarter of 2005.

Polymer Intermediates
–	T he capacity of the malic acid plant in Scanzorosciate (Italy) was expanded from 8 000 to  

12 000 tonnes per year in response to growing demand worldwide.
–	 Our newly developed high-performance catalyst was introduced at the maleic anhydride 

plant, improving production efficiency by 20 %. This will strengthen Lonza’s leading position 
in maleic anhydride and oxidation catalysts.

–	T he build-out of a new compounds plant in Poland is almost completed.

Other
–	 Successful launch of straight and convertible bonds in 2005 delivers the financial basis to 

secure long-term growth.

Outlook  All major growth projects communicated in January 2005 are fully on track. In addition 
to these announced projects, substantial new opportunities were identified in 2005. Targeted 
acquisitions as well as strategic investments will sustain profitable growth rates in the long 
term. Some examples are:
–	 Expansion of mid-scale bioreactors in Portsmouth, NH (USA)
–	 Construction of a third production line at the large-scale microbial plant in Visp
–	 Detailed investigation and basic design development of a vaccines plant in Portsmouth, NH
–	 Accelerated timeline allowing start-up of the API production facility in Visp
–	 Improved pipeline for Nutrition products

The delivery of these additional projects will require preinvestments and one-time costs of  
approximately CHF 30 million in 2006. 

Due to secured contracts and confirmed pipeline projects our visibility, well into 2008, has  
dramatically increased. Specificity for projects delivering growth until 2009 and beyond has 
increased. In order to implement these projects we need to hire 500 new employees worldwide 
in the Group in 2006. Overall investment (excluding third-party funding) will rise to CHF 400 
million. 

We expect sustainable sales growth from 7 % to 10 % per annum and EBIT growth 
at low double-digit levels. The long-term outlook and profitability development 
have improved.

Net debt and bonds  In the first half of 2005, Lonza successfully refinanced the long-term debt 
of CHF 675 million due in 2006. In May 2005, Lonza issued a CHF 300 million straight bond 
with a 2.625 % fixed interest rate with a duration of five years. The bond was paid in full on  
2 June 2005. At the end of June 2005, Lonza Finance Limited, Jersey, a 100 % subsidiary of Lonza 
Group Ltd, issued a 1.5 % convertible bond of CHF 430 million (value date 15 July 2005) with a 
duration of four years. Thanks to the successful refinancing, we significantly contributed to our 
goal of maintaining debt-equity ratio on a constant level for the coming years. The cash flow 
generated by the business can now be reinvested in targeted growth projects, as defined in  
our strategy. 
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People  In 2005 Lonza undertook a review and redefinition of selected organization structures. 
As a result, the Custom Manufacturing organization (Exclusive Synthesis & Biopharmaceuti-
cals) was strengthened through changes in senior management from regional to functional  
responsibilities. The division made significant improvements to its sales and marketing groups 
through targeted training and development programs, organizational changes, and the launch 
of new businesses such as Biopharma Services.
We implemented new incentive and personal development programs for employees, with 
targets that are fully in line with shareholder interests: the Employee Share Purchase Plan 
was revised with great success as measured by the increase in employee participation.  
Senior management’s long-term KPIs were changed to Total Shareholder Return and Earnings 
Per Share Growth. We began the process of assessing employee skills and job functions to ensure 
organizational fit. The initial results of this analysis have enabled improvements to be made on 
all levels of the company, helping to optimize the quality of employee performance.

Board of Directors  Bernard Mach will not seek re-election as a director of the company. The 
Board of Directors, the Senior Management and the employees of Lonza thank Bernard Mach 
for his valuable contributions over the past five years. 

Senior Management Changes  Stephan Kutzer assumed the role of Head of the Biopharmaceu-
ticals business sector in June 2005. Toralf Haag joined Lonza as Chief Financial Officer in August 
2005. Jeanne Thoma, Head of Global Human Resources, joined the Management Committee 
in August 2005.

We would like to express our gratitude to you our shareholders, for the trust you have placed 
in us over the years. We also owe thanks to our customers. We are particularly grateful to all 
Lonza employees for their outstanding efforts and vital contributions to the implementation 
of our growth strategy.

Rolf Soiron	 Stefan Borgas
Chairman of the Board of Directors	 Chief Executive Officer
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Essential Figures at a Glance

Lonza
million CHF

Sales
Operating income (before special items / goodwill amortization)
Special items net 2

Result from operating activities (EBIT)
Profit before income taxes 
Profit for the period 
 

Cash flow before change in net working capital
Investments in property, plant and equipment and intangibles (at cost) 
incl. leasing
Total equity
Net debt 
 

Basic earnings per share	 CHF
Diluted earnings per share 	 CHF
Book value per share	 CHF
Dividend payout ratio before special items 	 %
Dividend payout ratio 	 %
 

Number of shares (par value CHF 1.00) 
Share price (high / low)	 CHF
Market capitalization
Net debt-equity ratio

Lonza Group Ltd
million CHF

Net income
Shareholders’ equity
Shareholders’ equity as a percentage of total assets	 %
Dividends
Dividend per share	 CHF

 
2004 

 
 

2 182
2141

2
2111

179
138

 
256

 
(249)
1 285
1 027

 
2.91
2.91

27.12
46
45

 
50 450 000

74.75/52.60
 3 229

0.80
 

2004 
 
 

201
1 288

69
62

1.30

2005 
 
 

2 521
297

0
297
244
188

 
386

 
(272)
1 490

962
 

3.97
3.87

31.45
33
33

 
50 450 000

80.65/63.35
4 056

0.65
 

2005 
 
 

159
1 386

65
62

1.30

1  restated
2  see note 20
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Sales by division
million CHF

 
Exclusive Synthesis & Biopharmaceuticals
 

Organic Fine & Performance Chemicals
 

Polymer Intermediates
 

Holding and Other

20041

 
 

599 
 

 852 
 

 649 
 

 82 

2005 
 
 

879
 

892
 

719
 

31

	 % 
 

	3 5
 

	3 5
 

	 29
 

	 1

Result from operating activities (EBIT)  
by division
million CHF

 
Exclusive Synthesis & Biopharmaceuticals
 

Organic Fine & Performance Chemicals
 

Polymer Intermediates
 

Holding and Other

20041

 
 
 

52 
 

 121 
 

 36 
 

 2 

2005 
 
 
 

144
 

127
 

46
 

(20)

 

	 % 
 

	 48
 

	 43
 

	 15
 

	 (6)

Cash flow and investments
million CHF

 
 
 
 

Cash flow before change in net working capital	  
 

Investments in property, plant and equipment and intangibles incl. leasing	  
 
 
 
 

2004
 
 
 
 
 
 
 
 
 
 
 
 

2005 
 
 
 
 
 
 
 
 
 
 
 
 

500
400
300
200
100

0
(100)
(200)
(300)
(400)
(500) 

 

256

386

(249) (272)

1 �T he segment reporting of 2004 was restated due to the reclassification of the LOFO High Tech Film GmbH from the “Exclusive 
Synthesis & Biopharmaceuticals” Segment to “Other” Segment as a result of the change in management structure..
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Total equity and liabilities 1 	
million CHF	 Note 2

Share capital
Share premium
Treasury shares
Reserves 
Retained earnings
Total equity attributable to equity holders 
of the parent	 see page 15

Minority interest	
Total equity 	

Liabilities
Deferred tax liabilities	 11, 23

Long-term other provisions	 11

Long-term debt	 12

Total long-term liabilities and provisions	
Other short-term liabilities	 13 

Current tax payables	   
Trade payables	 14

Short-term debt: 
Due to bank and other financial institutions	 12

Total current liabilities and deferred items	  
Total liabilities	
 

Total equity and liabilities	

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2004
 
 

 50 
147

(337)
 32 

1 393 
 

1 285
0

1 285
 
 

432
124
693

1 249
188

15
209 

 
395
807

2 056
 

3 341

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 

2005 
 
 

50
147

(337)
97

1 533
 

1 490
0

1 490
 
 

452
118
757

1 327
314

56
275 

 
869

1 514
2 841

 
4 331

1  At 31 December
2  See the accompanying notes to the consolidated financial statements.

Consolidated Balance Sheet

Assets 1 	
million CHF	 Note2

Fixed assets
Property, plant and equipment	 4a

Accumulated depreciation	 4a

Intangible assets	 4a

Goodwill	 4a

Other non-current assets	 4a

Deferred tax assets	 4a,23

Investments in associates	 4a

Other investments	 4a

Long-term loans and advances	 4a

Total fixed assets
	
Current assets
Inventories	 6

Value adjustments	 6

Trade receivables, net	 7

Current tax receivables
Other receivables, prepaid expenses 
and accrued income	 8 
Short-term advances and other financial assets	 12

Cash and cash equivalents	 9,12

Total current assets	

Total assets	

  
 
 

4 041
(2 115)

 
 
 
 
 
 
 
 
 
 

584
(40)
462

15
 

115
10

 
 
 

2004
 
 
 
 

1 926
19
46

8
131

8
6

11
2 155

 
 
 

544
 
 
 
 

602
40

1 186
 

3 341

 
 
 
 

4 440
(2 331)

 
 
 
 
 
 
 
 
 
 

645
(45)
564

28
 

93
6
 
 
 

2005 
 
 
 

2 109
30
48

7
169

11
8

12
2 394

 
 
 

600
 
 
 
 

691
646

1 937
 

4 331

Consolidated financial statements  Financial Report  
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million CHF	 Note 1

Sales (see segment information)	 pages 58 – 60

Cost of goods sold
Gross profit
Marketing and distribution
Research and development	 24

Administration and general overheads
Other operating income	 19

Other operating expenses	 19

Operating income  
(before special items / goodwill amortization / impairment)
 

Special items net: 	 20

– Assets taken out of production / depreciation
– Restructuring and other provisions
– Reversal of impairment and profit / (loss) from sale net
 

Goodwill amortization / impairment
Result from operating activities (EBIT)
 

Financial income	 21a

Financial expenses	 21b

Income from associates	 22

Other investment income / (loss)	 22

Profit before income taxes
 

Income taxes	 23

Profit for the period
 

Attributable to:
– Equity holders of the parent
– Minority interest
Profit for the period
 
 

Basic earnings per share	 28

Diluted earnings per share	 28

  
 
 
 
 
 
 
 
 
 
 
 
 
 

(3)
(4)

9
 
 
 
 

 14 
(46)

(2) 
2
 
 
 
 
 
 
 
 
 
 
 
 

2004
 
 

2 182
(1 713)

 469 
(71)
(72)

(116)
37

(33)
 

 214
 
 
 
 

 2 
 

(5)
 211 

	
 
 
 

(32)
179 

 
(41)
 138 

	
 

 138 
 0 

 138
 

CHF

2.91
2.91

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

0
0
0
 
 
 
 

23
(78)

(1)
3
 
 
 
 
 
 
 
 
 
 
 
 

2005 
 
 

2 521
(1 960)

 561 
(75)
(63)

(124)
34 

(36)
  

297
 
 
 
 

 0 
 

0
 297 

	
 
 
 

(53)
244 

 
(56)
188 

	
 

 188 
 0

188
 

CHF

3.97
3.87

1  See the accompanying notes to the consolidated financial statements.

Consolidated Income Statement
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Consolidated Cash Flow Statement

	
million CHF

Profit for the period
Adjustments for non-cash items:
– Income taxes
	– Other financial (income) and expenses
	– Depreciation of property, plant and equipment excl. imp.
	– Amortization of intangibles
	– Reversal of impairment
	– Goodwill amortization / impairment
	– (Decrease) / increase of provisions
	– (Gain) / loss on disposal of assets
	– (Gain) / loss on disposal of investment
	– Share-based payments
	– Delivery of treasury shares
Income taxes paid
Interests paid 
Cash flow before change in net working capital 
 

(Increase) / decrease inventories
(Increase) / decrease trade receivables
Increase / (decrease) trade payables
(Increase) / decrease other net working capital
Increase / (decrease) of other payables net
Net cash (used for) / provided by operating activities
 

Purchase of property, plant and equipment
Purchase of intangible assets
Proceeds from sale of tangible and intangible assets
Purchase of investments
Proceeds from sale of investments
Purchase of other assets
Proceeds from sale of other assets
Decrease in loans and advances
Increase in loans and advances
Interests received
Dividends received
Net cash (used for) / provided by investing activities
 

(Decrease) / increase of capital
Proceeds from the issue of convertible and straight bond
Proceeds / (repayment) from borrowings
Increase in other long-term liabilities
Decrease in other long-term liabilities
Dividends paid
Company contribution of purchased shares
Net cash (used for) / provided by financing activities
 

Effect of currency translation on cash
  

Net (decrease) / increase in cash and cash equivalents
Cash and cash equivalents at 1 January
Cash and cash equivalents at 31 December

 
 
 

138 
  

41 
 32 

 163 
 5 

(8)
 5 

(37)
 3 

(1)
0 
 0 

(47)
(38)
 256 

 
(75)
(24)

 6 
 40 

(25)
 
  

(237)
(12)

 8 
(5)
 7 

(1)
 0 

 34 
 (7) 
 12 

 1 
 
  

 0 
 0 

 84 
1

(5)
(62)

0
 
 
 
 
 
 

2004
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 178 
 
 
 
 
 
 
 
 
 
 
 
 

(200) 
 
 
 
 
 
 
 
  

18 
 

(1)
 

(5)
 45 
 40 

 
 
 

 188 
 

 56
53

184
7

(3)
0

(13)
(6)

0
3

(1)
(26)
(56)
 386 

 
(27)
(85)

65
28
46

 
 

(241)
(17)

15
(4)

0
(2)

0
5

(1)
23

1
 
 

0
722

(296)
56
(7)

(62)
(2)

 
 
 
 
 
 

2005 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 413 
 
 
 
 
 
 
 
 
 
 
 
 

(221) 
 
 
 
 
 
 
 
 

 411 
 

3
 

606
 40 

 646 
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million CHF 
 
 
 
 

31 December 2003 previously reported
Impact due to adoption of IFRS 2
Restated balance at 1 January 2004
Net (loss) / gain on  
net investment hedge, net of tax
Translation differences
Net income recognized directly in equity
Profit for the period
Total recognized income and  
expenses for the period
Dividends
Recognition of share-based payments
At 31 December 2004
Net (loss) / gain on   
net investment hedge, net of tax
Translation differences
Net income recognized directly in equity
Profit for the period
Total recognized income and  
expenses for the period
Recognition of equity component  
of convertible debt
Dividends
Recognition of share-based payments
Transfer of employee shares
Acquisition of treasury shares
At 31 December 2005

  
Share 

capital
 
 
 

50 
0 

50 
 

0 
0 
0 
0 
 

0 
0 
0 

50 
 

0 
0 
0 
0 
 

0 
 

0 
0 
0 
0
0 

50 

  
Premium 

 
 
 
 

 147 
 0 

 147 
 

 0 
 0 
 0 
 0 

 
 0 
 0 
 0 

 147 
 

0 
0 
0 
0 
 

0 
 

0 
0 
0 
0
0 

147 

  
Retained 

earnings/
Other 

reserves 
 

1 317 
 0 

 1 317 
 

 0 
 0 
 0 

 138 
 

 138 
 (62) 

 0 
 1 393 

 
0 
0 
0 

188 
 

188 
 

14 
(62) 

3 
(3)

0 
1 533 

  
Hedging 

reserve
 
 
 

 0 
 0 
 0 

 
 30 

 (30) 
 0 
 0 

 
 0 
 0 
 0 
 0 

 
(35) 

46 
11 

0 
 

11 
 

0 
0 
0 
0
0 

11 

  
Trans-
lation 

reserve
 
 

 58 
 0 

 58 
 

 0 
 (26) 
 (26) 

 0 
 

 (26) 
 0 
 0 

 32 
 

0 
54 
54 

0 
 

54 
 

0 
0 
0 
0
0 

86 

  
Treasury 

shares
 
 
 

 (337) 
 0 

 (337) 
 

 0 
 0 
 0 
 0 

 
 0 
 0 
 0 

 (337) 
 

0 
0 
0 
0 
 

0 
 

0 
0 
0 
1

(1) 
(337) 

 Total
 
 
 
 
 

 1 235 
 0 

1 235 
 

 30 
(56)
(26)
 138 

 
 112 
(62)

 0 
1 285  

 
(35) 
100 

65 
188 

 
253 

 
14 

(62) 
3 

(2)
(1) 

1 490 

 Minority 
interest 

 
 
 

 0 
 0 
 0 

 
 0 
 0 
 0 
 0 

 
 0 
 0 
 0 
 0 

 
0 
0 
0 
0 
 

0 
 

0 
0 
0 
0
0 
0 

 Total 
equity 

 
 
 
 

1 235 
 0 

1 235 
 

 30 
(56)
(26)
 138 

 
 112 
(62)

 0 
1 285 

 
(35) 
100 

65 
188 

 
253 

 
14 

(62) 
3 

(2)
(1) 

1 490 

Consolidated Statement of Changes in Equity

The share capital on 31 December 2005 comprised 50 450 000 registered shares with a par value of CHF 1 each (2004: 
50 450 000 registered shares with a par value of CHF 1 each) amounting to CHF 50 450 000 (2004: CHF 50 450 000).

Reserves in the amount of CHF 25 225 000 cannot be distributed.

Attributable to equity holders of the parent
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Accounting Principles

Basis of preparation T he consolidated financial statements for 2005 and 2004 are reported 
in Swiss francs (CHF) and are based on the annual accounts of the individual subsidiaries at  
31 December which have been drawn up according to uniform Group accounting principles. 
The consolidated accounts are prepared in accordance with the International Financial Report-
ing Standards (IFRS) as adopted by the International Accounting Standards Board (IASB) and 
with Swiss law. They are prepared on the historical cost basis, except that derivative financial 
instruments are stated at their fair value.

Changes in accounting policies  In late 2003 the International Accounting Standards Board 
(IASB) published a revised version of IAS 32 “Financial Instruments: Disclosure and Presenta-
tion”, a revised version of IAS 39 “Financial Instruments: Recognition and Measurement” and 

“Improvements to International Accounting Standards”, which makes changes to 14 existing 
standards. In the first quarter of 2004 the IASB published IFRS 2 “Share-based Payment”, IFRS 3 

“Business Combinations”, IFRS 4 “Insurance Contracts”, IFRS 5 “Non-current Assets Held for Sale 
and Discontinued Operations”, revised versions of IAS 36 “Impairment of Assets” and IAS 38 

“Intangible Assets” and further amendments to IAS 39. In mid 2005 the IASB issued a further 
revision to IAS 39 regarding the Fair Value Option. The Group adopted these effective 1 January 
2005. A description of the main changes and their effect on the consolidated financial state-
ments is given below.

IFRS 2 (Share-based compensation)  IFRS 2 requires the fair value of any equity instruments 
granted to employees to be recognized as an expense. In accordance with the transitional pro-
visions, IFRS has been applied to equity instruments granted after 7 November 2002 that were 
unvested as of 1 January 2005. The fair values of the equity instruments granted to employees 
are recognized as an expense and charged to the business segments for segment reporting. 
Lonza calculates the fair value of the granted options using the market prices at grant date. 
The amounts for options and other share-based compensation are expensed on a straight-line 
basis over the vesting period, based on estimates of shares/options that will eventually vest. As 
required by IFRS 2, Lonza restated its prior-year audited consolidated financial statements to 
reflect the cost of grants awarded only since 7 November 2002. 

IFRS 3 (Business combinations)  Under IFRS 3, with effect from 1 January 2005, all goodwill 
is considered to have an indefinite life and is not amortized, but is subject to annual impair-
ment testing. This requirement applies to goodwill separately presented in the Group’s balance 
sheet and to goodwill that is included in investments in associates.
At the time of their initial recognition, the assets and liabilities of consolidated subsidiaries 
are recorded at their estimated fair value. Goodwill represents the difference between the pur-
chase price and the fair value of the net assets acquired. 

Other changes in the new or revised IFRS-Standards had no significant changes in the account-
ing policies applied in the consolidated financial statements.

New and revised Standards and Interpretations effective after the balance sheet date T he 
following new and revised Standards and Interpretations have been issued until the balance 
sheet date but are not yet effective and are not applied early in these consolidated financial 
statements. Their impact on the consolidated financial statements of Lonza has not yet been 
systematically analyzed. The expected effects as disclosed in the table below reflect a first as-
sessment by Group management.
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Reclassification  For comparative purposes, certain prior-year amounts have been reclassified 
to conform to the current-year presentation.

Principles of consolidation T he consolidated financial statements represent the accounts for 
the year ended 31 December of Lonza Group Ltd and its subsidiaries.
Subsidiaries acquired during the year are included in the consolidated accounts from the date 
of acquisition, while any subsidiaries sold are excluded from the accounts from the date of 
sale. Acquisitions are accounted for by the use of the purchase method of accounting. The 
full consolidation method is used, whereby the assets, liabilities, income and expenses are 
incorporated in full, irrespective of the extent of any minority interest. Payables, receivables, 
income and expenses between Lonza consolidated companies are eliminated. Inter-company 
profits included in year-end inventories of goods produced within Lonza are eliminated. Trans-
actions between subsidiaries are concluded under market conditions. Unrealized gains on 
transactions between subsidiaries are eliminated. Unrealized losses are also eliminated un-
less the transaction provides evidence of an impairment of the asset transferred. Associates 
are valued in the consolidated financial statements using the equity method of accounting. 
Under this method, the investment is initially recorded at cost, and is increased or decreased 
by the proportionate share of the associate’s profits or losses after the date of acquisition, 
adjusted for any impairment of goodwill arising from acquisition and depreciation of fair 
market value increments/decrements recognized at that time. The Group’s investment in as-
sociates includes goodwill (net of any accumulated impairment loss) identified on acquisition. 
Dividends paid during the year reduce the carrying value of the investments. The significant 
subsidiaries included in the financial statements are shown in Note 3.

	
Standard / Interpretation

 

Amendment to IAS 19 – Employee Benefits:  
Actuarial Gains and Losses, Group Plans and Disclosures1

Amendments to IAS 39 – Financial Instruments:  
Recognition and Measurement: 
–	Cash Flow Hedge Accounting of Forecast Intragroup2  
–	The Fair Value Option2 
–	Financial Guarantee Contracts (also applies to IFRS 4)2

IFRS 6 – Exploration for and Evaluation of Mineral Resources2

IFRIC 4 – Determining whether an Arrangement Contains a Lease2

IFRIC 6 – Liabilities Arising from Participating in a Specific Market – 
Waste Electrical and Electronic Equipment2

IFRIC 7 – Applying the Restatement Approach under IAS 29 Financial  
Reporting in Hyperinflationary Economies2

IFRS 7 – Financial Instruments: Disclosures1

Amendment to IAS 1 – Presentation of Financial Statements:  
Capital Disclosures1

Effective date

 
 
 
 

01 01 2006
 
 

01 01 2006 
01 01 2006 
01 01 2006
01 01 2006
01 01 2006

 
01 12 2005

 
01 03 2006
01 01 2007

 
01 01 2007

Planned  
application  

by Lonza

Reporting year 
 

2006
 
 

2006 
2006 
2006
2006
2006

 
2006

 
2007
2007

 
2007

1  Mainly additional disclosures are expected in the consolidated financial statements of Lonza 
2  No significant impact is expected on the consolidated financial statements of Lonza
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Definition of subsidiary and associates  A subsidiary is an enterprise controlled by Lonza Group 
Ltd. Control exists when the Company has the power, directly or indirectly, to govern the finan-
cial and operating policies of an enterprise so as to obtain benefits from its activities.
An associate is an enterprise in which the Group has the ability to exercise significant influ-
ence, but not control, over the financial and operating policies. The consolidated financial 
statements include the Group’s share of the total recognized gains and losses of associates on 
an equity-accounted basis, from the date that significant influence commences until the date 
that significant influence ceases.

Definition of segments T he segment data are shown by the primary business segments and 
the secondary geographical segments. The business segments are structured by subsidiaries 
which operate within the same business activity and are the basis of the internal reporting  
system. The major criterion used to define a segment is based on the risks and rewards associ-
ated with a business activity.

Revenue recognition  Sales are recognized when the significant risks and rewards of owner-
ship of the assets have been transferred to a third party and are reported net of sales taxes and 
rebates. Provisions for rebates to customers are recognized in the same period that the related 
sales are recorded. Revenue from termination fees is recorded in the income statement in the 
period in which the termination occurs. The POC (percentage of completion) method is applied 
for development projects. The stage of completion of a contract is determined on the basis of 
the estimated total contract costs. Interest income is recognized on a time-proportion basis 
using the effective interest method. Dividend income is recognized when the right to receive 
payment is established.

Foreign currencies  Items included in the financial statements of each of the Group’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 
Swiss francs (CHF) which is the Group’s functional and presentation currency. For consolidation 
purposes the balance sheet of foreign consolidated companies is translated to CHF with the 
rate on the balance sheet date. Income, expenses and cash flows of the foreign consolidated 
companies are translated into CHF using the yearly average exchange rates (unless this av-
erage 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). Exchange rate differences arising form the different exchange rates applied in 
balance sheets and income statements are allocated to reserves. In the individual company’s 
financial statements, transactions in foreign currencies are translated at the foreign exchange 
rate applicable at the date of the transaction. Monetary assets and liabilities denominated in 
foreign currencies at the balance sheet date are translated at the foreign exchange rate ruling 
at that date.
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Derivative financial instruments and hedging  Derivative financial instruments are initially 
recognized in the balance sheet at cost and subsequently re-measured to their fair value. The 
method of recognizing the resulting gain or loss is dependent on whether the derivative con-
tract is designed to hedge a specific risk and qualifies for hedge accounting. On the date a 
derivative contract is entered into, the Group designates derivatives which qualify as hedges 
for accounting purposes as either a hedge of the fair value of a recognized asset or liability (fair 
value hedge), a hedge of a forecasted transaction or firm commitment (cash flow hedge) or a 
hedge of a net investment in a foreign entity. Changes in the fair value of derivatives which are 
fair value hedges are recognized in the income statement, along with any changes in the fair 
value of the hedged asset or liability that is attributable to the hedged risk. Changes in the fair 
value of derivatives in cash flow hedges that are highly effective are recognized in equity. The 
gain or loss relating to the ineffective portion is recognized immediately in the income state-
ment. Where the forecasted transaction or firm commitment results in the recognition of an 
asset or liability, the gains and losses previously included in equity are included in the initial 
measurement of the asset or liability. Otherwise, amounts recorded in equity are transferred 
to the income statement and classified as revenue or expense in the same period in which the 
forecasted transaction affects the income statement. 

Hedges of net investments in foreign entities are accounted for similarly to cash flow hedges. 
The Group hedges certain net investments in foreign entities with currency forward contracts. 
All foreign exchange gains or losses arising on translation are recognized in equity and included 
in cumulative translation differences.

Certain derivative instruments, while providing effective economic hedges under the Group’s 
policies, do not qualify for hedge accounting. Changes in the fair value of any derivative instru-
ments that do not qualify for hedge accounting are recognized immediately in the income 
statement.

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 in the income statement, when the committed or forecasted transaction is 
ultimately recognized in the income statement.

However, if a forecasted or committed transaction is no longer expected to occur, the cumu-
lative gain or loss that was recognized in equity is immediately transferred to the income 
statement.

The purpose of hedge accounting is to match the impact of the hedged item and the hedging 
instrument in the income statement. To qualify for hedge accounting, the hedging relationship 
must meet several strict conditions with respect to documentation, probability of occurrence, 
hedge effectiveness and reliability of measurement. At the inception of the transaction, the 
Group documents the relationship between hedging instruments and hedged items, as well as 
its risk management objective and strategy for undertaking various hedge transactions.

This process includes linking all derivatives designated as hedges to specific assets and liabili-
ties or to specific firm commitments or forecasted transactions. The Group also documents 
its assessment, both at the hedge inception and on an ongoing basis, as to whether the de-
rivatives that are used in hedging transactions are highly effective in offsetting changes in fair 
values or cash flows of hedged items.
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Fixed assets  Fixed assets (property, plant and equipment) are stated at cost less accumulated 
depreciation and accumulated impairment losses. The assets are depreciated on a component 
basis over their estimated useful lives, which vary from 10 to 50 years for buildings and struc-
tures, and 5 to 16 years for production facilities, machinery, plant, equipment and vehicles. Fixed 
assets are depreciated using the straight-line method over their estimated useful lives.

Subsequent expenditure incurred to replace a component of an item of property, plant and 
equipment that is accounted for separately, including major inspection and overhaul expen-
diture, is capitalized. Other subsequent expenditure is capitalized only when it increases the 
future economic benefits embodied in the item of property, plant and equipment. All other 
expenditure is recognized in the income statement as an expense as incurred. The residual  
values and the useful life of items of property, plant and equipment are reviewed and adjusted 
if appropriate, at each balance sheet date.

Lease  Financial leases, which effectively constitute assets purchased with long-term financing, 
are carried as fixed assets at their purchase price and are written off over their estimated useful 
lives, if the leased assets are transferred to the lessee at the end of the lease term. If there is 
no reasonable certainty that the lessee will obtain ownership by the end of the lease term, the 
asset is fully depreciated over the shorter of the lease term and its useful life. The correspond-
ing liabilities are included in long-term and short-term debt. The finance lease gives rise to a 
depreciation expense for depreciable assets as well as a finance expense for each accounting 
period. For purpose of classifying a lease of land and buildings, lease of the land and of the 
buildings are evaluated separately. Lease payments under an operating lease are recognized as 
an expense in the income statement on a straight-line basis over the lease term.

Intangible assets  Intangible assets with a definite useful life are stated at cost less accumu-
lated amortization and accumulated impairment losses. Intangibles include software, licenses, 
patents, trademarks and similar rights granted by third parties and capitalized computer soft-
ware development costs. Costs associated with internally developed or maintained computer 
software programmes are recognized as an expense as incurred. Costs that are directly associ-
ated with the production of identifiable and unique software products controlled by the Group, 
and that will probably generate future economic benefits exceeding costs beyond one year, 
are recognized as intangible assets. Those direct costs include the software development em-
ployee costs and an appropriate portion of relevant overheads. Intangible assets are amortized 
using the straight-line method over their estimated useful lives but not exceeding five years. 
All intangible assets in Lonza have finite useful lives.

Goodwill  Goodwill represents the excess of the cost of an acquisition over the fair value of the 
Group’s share of the net identifiable assets of the acquired subsidiary / associate at the date 
of acquisition. Goodwill on acquisitions of associates is included in investments in associates. 
Goodwill is tested annually for impairment and carried at cost less accumulated impairment 
losses. Goodwill is treated as an asset in the acquisition. Gains and losses on the disposal of an 
entity include the carrying amount of goodwill relating to the entity sold.
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Inventories  Inventories are reported at the lower of cost (purchase price or production cost) or 
market value (net realizable value). In determining net realizable value, any costs of completion 
and selling costs are deducted from the realizable value. The cost of inventories is calculated 
using the weighted average method. Prorated production overheads are included in the valua-
tion of inventories. Adjustments are made for inventories with a lower market value or which 
are slow moving. Unsalable inventory is fully written off. Costs include all expenditures related 
directly to specific projects and an allocation of fixed and variable overheads incurred in the 
Group’s contract activities based on normal operating capacity.

Receivables T rade receivables are recognized at the original invoice amount less allowances 
made for doubtful accounts. An allowance is recorded for the difference between the carrying 
amount and the recoverable amount where there is objective evidence that the Group will not 
be able to collect all amounts due.

Financial assets  Loans and advances and other financial assets are non-derivative financial 
assets with fixed or determinable payments that are not quoted in an active market. They 
arise when the Group provides money, goods or services directly to a debtor with no intention 
of trading the receivable. They are classified as short-term with maturities not longer than  
12 months and as long-term with maturities greater than 12 months after the balance sheet 
date. Loans and advances are carried at amortized costs using the effective interest method. 
Realized and unrealized gains and losses are recorded in the income statement in the period in 
which they arise.

Cash and cash equivalents  Cash includes cash in hand, in postal and bank accounts, as well  
as short-term deposits and highly liquid funds which have an original maturity of less than 
three months.

Impairment  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).

Calculation of recoverable amount – In assessing value in use, the estimated future cash flows 
are discounted to their present value using a pre-tax discount rate that reflects current market 
assessments of the time value of money and the risks specific to the asset.

Reversal of impairment – An impairment loss is reversed if the subsequent increase in recover-
able amount can be related objectively to an event occurring after the impairment loss was 
recognized. An impairment loss in respect of goodwill is not reversed. In respect of other assets, 
an impairment loss is reversed if there has been a change in the estimates used to determine 
the recoverable amount. An impairment loss is reversed only to the extent that the asset’s  
carrying amount does not exceed the carrying amount that would have been determined, net 
of depreciation or amortization, if no impairment loss had been recognized.
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Deferred taxes T ax expense is calculated using the balance sheet liability method. Additional 
deferred taxes are provided wherever temporary differences exist between the tax base of an 
asset or liability and its carrying amount in the consolidated accounts for the year.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable 
to differences between the financial statement carrying amounts of existing assets and liabili-
ties and their respective tax bases and operating loss and tax credit carry-forwards.

Deferred tax assets and liabilities are measured using substantially enacted tax rates in the 
respective jurisdictions in which Lonza operates that are expected to apply to taxable income 
in the years in which those temporary differences are expected to be recovered or settled. In  
assessing the recoverability of deferred tax assets, management considers whether it is prob-
able that some portion or all of the deferred tax assets will not be realized. For transactions 
and other events recognized directly in equity, any related tax effects are also recognized  
directly in equity.

Retirement benefits  Most of Lonza’s subsidiaries operate their own pension plans. Generally, 
they are funded by employees’ and employer’s contributions. The liability recognized in the 
balance sheet is the present value of the 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. A policy has been established whereby actuarial valuations 
are performed on a yearly basis. Actuarial gains and losses are recognized over a period not  
exceeding the expected remaining working lives of the participating employees if the ac-
cumulated gains and losses exceed the corridor of 10 % of the greater of plan assets and pro-
jected benefits obligation.

Termination benefits T ermination benefits are payable when employment is terminated  
before the normal retirement date, or whenever an employee accepts voluntary redundancy 
in exchange for these benefits. The Group recognizes termination benefits when it is demon-
strably committed to either: terminating the employment of current employees according to a 
detailed formal plan without possibility of withdrawal; or providing termination benefits as a 
result of an offer made to encourage voluntary redundancy.

Provisions  A provision is recognized in the balance sheet when the Group has a legal or 
constructive obligation as a result of a past event, and it is probable that an outflow of eco-
nomic benefits will be required to settle the obligation. If the effect is material, provisions are  
determined by discounting the expected future cash flows at a pre-tax rate that reflects cur-
rent market assessments of the time value of money and the risks specific to the liability. 

A provision for restructuring is recognized when the Group has approved a detailed and for-
mal restructuring plan, and the restructuring has either commenced or has been announced  
publicly. Future operating costs are not provided for.

Provisions for environmental liabilities are made when there is a legal or constructive obliga-
tion for the Group which will result in an outflow of economic resources. Provisions are made 
for remedial work, where there is an obligation to remedy environmental damage, as well as 
for containment work where required by environmental regulations.
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Borrowings  Borrowings are recognized initially at fair value, net of transaction costs incurred. 
Borrowings are subsequently stated at amortized cost; any difference between the proceeds 
(net of transaction costs) and the redemption value is recognized in the income statement over 
the period of the borrowings using the effective interest method. Borrowings are classified as 
current liabilities unless the Group has an unconditional right to defer settlement of the liabil-
ity for at least 12 months after the balance sheet date.

Straight bond  Interest-bearing borrowings are recognized initially at cost, less attributable 
transaction costs. Subsequent to initial recognition, interest-bearing borrowings are stated at 
amortized cost, with any difference between cost and redemption value being recognized in 
the income statement over the period of the borrowings on an effective-interest basis.

Convertible bond T he convertible bond is separately shown in the balance sheet by the liability 
component and the equity component. The fair value of the liability component is determined 
on the basis of the present value of the principal plus the present value of the interest payable 
over the contractual period using a rate of interest applied by the market at the time. The value of 
the equity component results by deduction of the liability component from the total proceeds of 
the bond issue. The difference between the initial liability component and the notional amount 
is amortized over the contractual period of the bond and treated as a financial expense.

Share capital  Ordinary shares are classified as equity. 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. Where any Group company purchases Lonza Group Ltd’s equity share capital  
(treasury shares), the consideration paid, including any directly attributable incremental costs 
(net of income taxes), is deducted from equity attributable to the Group’s equity holders until 
the shares are cancelled, reissued or disposed of.

Dividend  Dividend distribution to Lonza’s shareholders is recognized as a liability in the 
Group’s financial statements in the period in which the dividends are approved by the Lonza 
shareholders.

Share-based compensation T he Group operates an equity-settled, share-based compensation 
plan. The fair value of the employee services received in exchange for the grant of options and 
other share-based compensations is recognized as an expense. The total amount to be expensed 
over the vesting period is determined by reference to the fair value of the options granted. 
At each balance sheet date, the entity revises its estimates of the number of options that are 
expected to become exercisable. It recognizes the impact of the revision of original estimates, 
if any, in the income statement, and a corresponding adjustment to equity over the remaining 
vesting period.
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Research and Development  Development costs are only capitalized when the related prod-
ucts will generate probable future economic benefits. Fixed assets (buildings, machinery, plant, 
equipment) used for research purposes are valued similarly to other fixed assets. Such assets 
are capitalized and depreciated over their estimated useful lives. Expenses for research and  
development include associated wages and salaries, material costs, depreciation on fixed  
assets, as well as overhead costs.

Net financing costs  Net financing costs comprise interest payable on borrowings calculated 
using the effective interest rate method, the finance charge for finance leases, dividend in-
come, foreign exchange gains and losses, and gains and losses on hedging instruments that 
are recognized in the income statement. Interest income (expense) is recognized in the income 
statement as it accrues, taking into account the effective yield of the asset or liability or an ap-
plicable floating rate. Dividend income is recognized in the income statement on the date that 
the dividend is declared.

Interest income and expense include the amortization of any discount or premium or other dif-
ferences between the initial carrying amount of an interest-bearing instrument and its amount 
at maturity calculated on an effective interest rate basis.

Special items  Special items are disclosed in the consolidated income statement separately if 
they are related to a major restructuring activity, such as closing a plant or business line, or a 
fundamental reorganization with a material impact on the Group. All these measures must be 
based on a restructuring plan and be approved by Group Management. Special items include 
major impairments of assets, value adjustments of inventories related to the restructuring  
activity, book gains or losses from the sale of assets, as well as restructuring provisions.
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Notes to the Consolidated Financial Statements

	
CHF

	

Balance sheet year-end rates
EU	 Euro
USA	 Dollar
Great Britain	 Pound sterling

Income statement year-average rates
EU	 Euro
USA	 Dollar
Great Britain	 Pound sterling

2004
 
 
 

1.5431
1.1302
2.1831

 
 

1.5437
1.2425
2.2757

2005
 
 
 

1.5551
1.3145
2.2629

 
 

1.5484
1.2460
2.2646

Financial instruments 

Risk management activities  Lonza is exposed to market risk from changes in currency ex-
change and interest rates. Lonza has established a treasury policy of which the objective is to 
reduce the volatility relating to these exposures. Lonza enters into various derivative transac-
tions based on Lonza’s treasury policy that establishes guidelines in areas such as counterparty 
exposure and hedging practices. Counterparties to agreements are major international finan-
cial institutions. Positions are monitored using techniques such as market value and sensitivity 
analyses. There are no separable embedded derivatives.

Interest rate management  Lonza’s policy is to manage interest cost using a mix of fixed and 
variable rate debt. In order to manage this mix in a cost-efficient manner, Lonza enters into in-
terest rate swaps to exchange, at specified intervals, the difference between fixed and variable 
interest amounts calculated by reference to a corresponding notional principal amount. Lonza 
adopts a policy of having one-third of the debt on a short-term basis and two-thirds of the debt 
on a long-term basis. The mix between floating and fixed rates depends on the market view 
of Lonza.

Foreign exchange management  In management of its exposure to fluctuation in foreign cur-
rency exchange rates, Lonza has entered into a variety of currency swaps, foreign exchange 
contracts and options. These agreements generally include the exchange of one currency for 
a second currency at a future date. To hedge currency risk, forward contracts are designated 
as hedges for net investments and cash flow hedges. Lonza adopts a policy of hedging 100 % 
of the committed contractual exposure. The hedging of the planned contractual exposure  
depends on Lonza’s view of the market. 

1

2

Exchange rates

The following exchange rates were used to translate the significant currencies: 
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Positive fair values of derivatives are included in the balance sheet caption “other receivables, prepaid expenses and accrued 
income”. Negative fair values of derivatives are included in the balance sheet caption “other short-term liabilities”.

Financial instruments by currency
Forward foreign exchange rate contracts and currency swaps

million CHF 
USD
GBP
EUR
CZK
 JPY
Total 
Interest rate swap
Total financial instruments

2004
 

523 
37 

107 
92 

7 
766 
375 

1 141

2005
 

601 
89 

106 
93 

5 
894 
375 

1 269 

Fair value changes of a net investment hedge on a designated loan were recognized in shareholders’ equity under hedging 
reserve where they have been applied against corresponding currency differences. Fair value changes on the interest rate 
swap are recognized as financial income together with the underlying interest expenses.

The following table shows the contract or underlying principal amounts and fair value of derivative financial instruments 
by type of contract at 31 December 2005 and 2004. Contract or underlying principal amounts indicate the volume of 
business outstanding at the balance sheet date and do not represent amounts at risk. The fair values are determined by 
using the difference of the prices fixed in the outstanding derivative contracts from the actual market conditions which 
would have been applied at the year-end if we had had to recover these trades.

Financial instruments
million CHF

 
 

Currency-related instruments
–	Forward foreign exchange rate  
	 contracts
–	Currency swaps
Total currency-related instruments
 

Interest-related instruments
–	Interest rate swap (straight bond)
 	 (Hedge accounting is applied)
Total financial instruments

2004

 
 
 
 

42 
724 
766 

 
 

375 
 

1 141 

2005

 
 
 
 

142 
752 
894 

 
 

375
  

1 269 

2004
 
 
 
 
 

1 
42 
43 

 
 

5 
 

48 

2005
 
 
 
 
 

0 
0 
0 
 
 

4
  
4 

2004
 
 
 
 
 

0 
(5) 
(5) 

 
 

0 
 

(5) 

2005
 
 
 
 
 

(2) 
(21) 
(23) 

 
 

0
  

(23) 

2004
 
 
 
 
 

1 
37 
38 

 
 

5 
 

43 

2005
 
 
 
 
 

(2) 
(21)
(23) 

 
 

4 
 

(19) 

Contract or underlying  
principal amount

Positive fair values Negative fair values Total net fair values

Financial instruments effective for hedge accounting purposes   
million CHF

 
 
 

Total value of fair value / net investment hedge

2004
 
 
 
 

683 

2004
 
 
 
 

34 

2005
 
 
 
 

2 

2005
 
 
 
 

701 

Fair valuesContract or underlying 
principal amount
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3

1  All companies belonging to Lonza Group are non-listed entities
2  Abbreviation of currencies in accordance with ISO standards

Principal subsidiaries 1 

Two new legal entities were established in 2005: Lonza Biologics Singapore Pte Ltd. and Lonza Poland Sp.z.o.o. The 
principal subsidiaries are shown below:

Company 

 
 

Lonza Ltd
Lonza Sales Ltd
Lonza Finance Limited
Lonza Biotec sro
Lonza Compounds GmbH & Co. KG
LOFO High Tech Film GmbH
Lonza GmbH
Lonza Group GmbH
Gewerbepark Hochrhein GmbH
Lonza Biologics plc
Lonza Group UK Ltd
Lonza SpA
Lonza Europe BV
Lonza Poland Sp.z.o.o.
Lonza Guangzhou Ltd
Lonza Guangzhou Nansha Ltd
Lonza (China) Investments Co. Ltd
Lonza Guangzhou Research  
and Development Center Ltd
Lonza Singapore Pte Ltd
Lonza Biologics Singapore Pte Ltd
Lonza America Inc.
Lonza Inc.
Lonza Biologics Inc. 
 

Town / Country 

 
 

Visp, CH
Basel, CH
St. Helier, Jersey, GB
Kouřím, CZ
Miehlen, D
Weil am Rhein, D
Weil am Rhein, D
Weil am Rhein, D
Waldshut-Tiengen, D
Slough, GB
Slough, GB
Scanzorosciate, IT
Breda, NL
Krakow, PL
Guangzhou, China
Guangzhou, China
Guangzhou, China
 

Guangzhou, China
Singapore
Singapore
Wilmington DE, USA
Allendale NJ, USA
Wilmington DE, USA 
(Portsmouth NH, USA)

Purpose 
 
 
 

	 	 		   
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	  
 

	 	 	 	

 
	 	 	 	  
	 	 	 	  
	 	 	 	  
	 	 	 	

Currency 2 
 

 
CHF
CHF
CHF
CZK
EUR
EUR
EUR
EUR
EUR
GBP
GBP
EUR
EUR
PLN
USD
USD
USD
 

USD
SGD
USD
USD
USD
 

USD

 Share 
capital  
 in 000  

  
60 000 

2 000 
12 

282 100 
699 

7 671 
511 

25 
10 400

4 500 
17 000 
51 600 

19 
50

12 000
15 600
30 000

 
1 500

45 500
250

8
464

 
1

% Holding  
 direct  

 
 

100 
100 
100 

 
 
 
 
 
 
 
 
 
 
 
 

13
100

 
 
 
 

100
 
 

% Holding  
 indirect  

 
 
 
 
 

100
100
100
100
100
100
100
100
100
100
100
100 

87 
 
 

100 
100 
100

 
100 

 
100 

Research & Development

Production

Sales Office

Service / Financing
�
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Movements in fixed assets4a

Current year 2005
million CHF
 
 
 

At cost
Land
Buildings and structures
Production facilities, machinery, 
plant, equipment and vehicles
Construction in progress and 
advances for property, plant 
and equipment
Property, plant and equipment
Patents and trademarks
Computer software
Intangible assets
Goodwill
Other non-current assets net  
and deferred taxes
Investments
Long-term loans and advances
Total fixed assets
 

Accumulated depreciation /  
impairment
Land
Buildings and structures
Production facilities, machinery, 
plant, equipment and vehicles
Property, plant and equipment
Patents and trademarks
Computer software
Intangible assets
Goodwill
Investments
Long-term loans and advances
Total depreciation
  

Total fixed assets net

 Currency 
trans
lation 
differ-
ences 

 

(1) 
36

 
140

 
 

6 
181

4
2
6
2
 

18
 1 
 1 

209
 
 
 

 (1) 
 (5) 

 
(57) 
 (63) 

(3)
(2)
(5) 
 0 
 0 
 0 

 (68) 
 

141

 At  
31 12 05

 
 
 

 

49 
1 042 

 
3 122 

 
 

227 
4 440 

43
50
93
48

 
176

25
12

4 794
 
 
 

(3)
(463)

 
(1 865)
(2 331)

(24)
(39)
(63)

0
(6)

0
(2 400)

 
2 394

 Fixed 
assets 
net at  

31 12 05
 

 

46
579

 
1 257

 
 

227
2 109

19
11
30
48

 
176

19
12

2 394

 Insurance 
value at 

31 12 05 
 

 
899

 
 

3 745
 
 

141
4 785

 At 
31 12 04

 
 
 

 

  58 
 960 

 
2 877 

 
 

146 
4 041 

33
51
 84 
 83 

 
139 
 20 
 11 

4 378 
 
 
 

(16)
(427)

 
(1 672)
(2 115)

(24)
(41)
(65)
(37)

(6)
 0 

(2 223)
 

2 155 

 Change 
in the 

scope of 
consoli-

dation 

    

 0 
 0

 
 0

 
 

0 
0
0
0
0
0
 

0
 0 
 0 
0
 
 
 

 0
 0

 
0
0
0
0
0
0
0
0
0
 

0

 Addi-
tions

 
 
 

 

5 
27 

 
46 

 
 

177 
255 

11
6

17 
0 
 

46 
4 
1 

323 
 
 
 

0 
(33)

 
(151)
(184)

(2)
(5)
(7)

0
(1)

0 
(192)

 
131 

 Disposals
and 

adjust-
ments 

 

    
(18)

(4)
 

(18)
 
 

 0 
(40)

(5)
(9)

(14)
 0 

 
(23)

0
(1) 

(78)
 
 
 

14 
 2 

 
15 
31 

5
9

14
0
1
0

46
 

(32)

Transfers/  
Reclassi-
fication

 
 

 
5 

23 
 

77 
 
 

(102)
3 
0
0
0

(37) 
 

(4)
0
0 

(38) 
 
 
 

(3)
0
 

0 
(3) 

0
0
0

37
0
0

34
 

(4)

 Impair- 
ment 
losses 

 
 

 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

0
0
 

0
0
0
0
0
0
0
0
0
 

0

 Reversal 
of  

impair-
ment 
losses 

 

    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

3
0
 

0
3
0
0
0
0
0
0
3
 

3
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In 2005, a reversal of impairment loss of CHF 3.0 million was recognized in profit and loss (included in other operating 
income) under the segment “Other” due to a revaluation of land in Lonza Gewerbepark Hochrhein GmbH in Waldshut, 
Germany, which was previously impaired. This is an adjustment to the amounts of the reversal of impairment losses 
recognized in 2003 due to the redevelopment and rezoning of that area. The estimates of the recoverable amount are 
based on the fair value less cost to sell, representing the net selling price for equivalent assets. The carrying amount, 
after considering the reversal of the impairment, reached the carrying amount that would have been determined had no 
impairment loss been recognized for the asset in prior years.

In 2004, a reversal of impairment of a production facility was accounted for. In 2003, the Group assessed the recoverable 
amount of those assets as zero, so that the entire carrying amount was written down. In 2004, the Group reassessed its 
estimates and CHF 8 million of the initially recognized impairment was reversed in relation to equipment in the Exclusive 
Synthesis & Biopharmaceuticals segment after the equipment had been modified on the basis of advanced negotiations 
with a customer. The estimates of the recoverable amount were based on the historical cost value which was entirely 
written down in the 2003 restructuring program.

Previous year 2004
million CHF
 
 
 

At cost
Land
Buildings and structures
Production facilities, machinery, 
plant, equipment and vehicles
Construction in progress and 
advances for property, plant 
and equipment
Property, plant and equipment
Patents and trademarks
Computer software
Intangible assets
Goodwill
Other non-current assets net  
and deferred tax assets
Investments
Long-term loans and advances
Total fixed assets
 

Accumulated depreciation /  
impairment
Land
Buildings and structures
Production facilities, machinery, 
plant, equipment and vehicles
Property, plant and equipment
Patents and trademarks
Computer software
Intangible assets
Goodwill
Investments
Long-term loans and advances
Total depreciation
  

Total fixed assets net

 Currency 
transla-

tion 
differ-
ences 

 

0 
(17)

 
(71)

 
 

2 
(86)

(3)
(2)
(5)
(3)

 
(12)

 0 
 0 

(106)
 
 
 

0 
 3 

 
30 
 33 

1
2
 3 
 1 
 0 
 0 

 37 
 

(69)

 At  
31 12 04

 
 
 

 

58 
 960 

 
2 877 

 
 

146 
4 041 

33
51
 84 
 83 

 
139 
 20 
 11 

4 378 
 
 
 

(16)
(427)

 
(1 672)
(2 115)

(24)
(41)
(65)
(37)
( 6)

 0 
(2 223)

 
2 155 

 Fixed 
assets 
net at  

31 12 04
 

 

42 
 533 

 
1 205 

 
 

146 
1 926 

9
10
 19 
 46 

 
139 
 14 
 11 

2 155 

 Insurance 
value at 

31 12 04 
 

 
885 

 
3 568 

 
 

154 
4 607 

 At 
31 12 03

 
 
 

 

 60 
 833 

 
2 719 

 
 

498 
4 110 

39
47
 86 
 86 

 
174 
 24 

 3 
4 483 

 
 
 

(14)
(422)

 
(1 769)
(2 205)

(29)
(40)
(69)
(33)

(2)
 0 

(2 309)
 

2 174 

 Change 
in the 

scope of 
consoli-

dation 

    

0 
 0

 
 0

 
 

0 
0
0
0
0
0
 

0
 0 
 0 
0
 
 
 

0 
 0 

 
0 
 0 
0
0
 0 
 0 
 0 
 0 
 0 

 
0

 Addi-
tions

 
 
 

 

  0 
 20 

 
 81 

 
 

136 
 237 

4
8

 12 
 0 

 
3 
 7 
 0 

 259 
 
 
 

0 
(28)

 
(135)
(163)

(2)
(3)
(5)
(5)
(4)
 0 

(177)
 

82 

 Disposals
and 

adjust-
ments 

    
  

(2)
(33)

 
(188)

 
 

 0 
(223)

(4)
(2)
(6)
 0 

 
(24)

(5)
 0 

(258)
 
 
 

1 
 29 

 
182 
 212 

6
0
 6 
 0 
 0 
 0 

 218 
 

(40)

Transfers/  
Reclassi-
fication

 

 
0 

 157 
 

336 
 
 

(490)
 3 

(3)
0

(3)
 0 

 
(2)
(6)
 8 
 0 

 
 
 

(3)
(9)

 
 12 

 0 
0
0
 0 
 0 
 0 
 0 
 0 

 
0 

 Impair- 
ment 
losses 

 
 

 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 0 
 0 

 
0 
 0 
0
0
 0 
 0 
 0 
 0 
 0 

 
0

 Reversal 
of  

impair-
ment 
losses 

 

    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

0 
 0 

 
8 
 8 
0
0
 0 
 0 
 0 
 0 
 8 

 
8
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Intangible assets include software purchased from third parties, related software implementa-
tion costs as well as patent and trade marks. Their amortizations are included in the line item 
“Administration and general overhead” of the consolidated income statement. 

Commitments for capital expenditure in property, plant and equipment amount to CHF 163 
million at year-end 2005 (2004: CHF 39 million), mostly related to the build-up of the Biophar-
ma plant.

The carrying amount of fixed assets under finance lease contracts at year-end 2005 amounts 
to CHF 13.8 million (2004: CHF 1.4 million). An increase of buildings and structures of CHF 14 
million was recognized under finance lease in 2005. No additions, disposals and transfers were 
made in relation to the leased fixed assets in 2004. Depreciations relating to fixed assets under 
finance lease amount to CHF 2.0 million (2004: CHF 0.8 million). 

Impairment tests for cash generating units containing goodwill

The following units show carrying amounts of goodwill:

million CHF

Lonza Biologics (Biopharmaceuticals Business)
Lonza Guangzhou (Nicotinates Business)
Lonza Inc. Performance Chemicals (Biocidal Quats Business)
Total carrying amounts of goodwill

2004
 
 

30
6

10
46

2005 
 
 

31
5

12
48

The increase in the carrying amounts of goodwill in 2005 compared with 2004 is due to cur-
rency translation differences.

The recoverable amount of the above cash-generating units is based on the value-in-use calcu-
lation. The cash flow projections include the actual operating results and the five-year business 
plan approved by management.

These cash flow projections are based on the yearly business strategy review and exclude any 
future cash inflows and outflows expected to arise from growth potential of future capital 
expenditures.

For all the above businesses containing goodwill, the recoverable amount exceeds the carrying 
amount, so that no impairment loss on goodwill needs to be recognized in 2005.

Consolidated financial statements  Financial Report

4b
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The key assumptions and the approach to determining the recovery value of the cash-generat-
ing units are based on the following:

The Biopharmaceuticals business is located in the United States as well as in Great Britain. 
Sales are based on existing contracts and planned utilization of equipments based on custom-
er demand in discussion and assumption that market demand will increase significantly over 
the five-year period. Prices are as per contracts and are assumed to stay at current levels. The 
cash flow projections beyond the five-year period are based on a zero growth rate. A pre-tax 
discount rate of 9.0 % has been used in discounting the projected cash flows. Management 
believes that any reasonably possible change in the key assumptions on which the recoverable 
amount is based would not cause the carrying amount to exceed its recoverable amount.

The Nicotinates (Vitamin B3) business plan relates to the site in Guangzhou in China. The cash 
flow projections are based on a constant expected gross margin until 2009, with a slight de-
crease in 2010 due to a decrease in selling price. Sales volume will grow in line with economic 
growth. The cash flow projections beyond the five-year period are extrapolated using a zero 
growth rate due to limitation of capacity. This growth rate for the five-year plan is based on 
the Business Strategy Review for the Nicotinates market. The cash flows are discounted at a 
pre-tax discount rate of 10.0 %. Management believes that any reasonably possible change in 
any of these key assumptions would not cause the carrying amount to exceed the recoverable 
amount of this business.

The Biocidal Quats business is located in the United States. The cash flow projections are based 
on constant expected gross margins during the five-year planning period with a steady increase 
in sales. No major regulatory changes will have an unfavorable impact on the volumes. Manage-
ment believes this to be a fair and reasonable assumption. The cash flow projections beyond the 
five-year period are extrapolated using a declining growth rate of 3.0 %, which reflects the long-
term trend of the Quats market. The cash flows are discounted at a pre-tax discount rate of 
7.5 %. Management believes that any reasonably possible change in any of these key assump-
tions would not cause the carrying amount to exceed the recoverable amount of this business.
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5 Leases

Lonza leases production facilities under finance lease agreements in the USA expiring in 
2012, as well as in Switzerland ending in 2007 and 2008. The finance lease agreement in the 
USA is based on an interest rate of 8.7 %. The lease contracts in Switzerland carry interest  
rates between 4.5 % and 5.0 %. All leases are on a fixed repayment basis and no arrangements 
have been entered into for contingent rental payments. All lease obligations are denominated 
in USD and CHF. The fair value of the Group’s lease obligations approximates to their carrying 
amount. The Group’s obligation under finance leases are secured by the lessors’ title to the 
leased assets.

Lonza leases a number of warehouse and factory facilities, vehicles as well as land under  
operating leases. The leases for warehouse, factory facilities and vehicles run for periods be-
tween one and five years and for the land to 30 years, all with an option to renew the lease after 
that date. None of the leases includes contingent rentals.

The Fair Lawn site from where the US headquarters was moved to Allendale has been sublet. 
The sublease expires on September 2007. Sublease payments of CHF 2.8 million are expected 
to be received in 2006 and 2007.

During the year ended 31 December 2005, CHF 12.3 million was recognized as an expense in 
the consolidated income statement in respect of operating leases (2004: 10.0 million) of which 
CHF 1.3 million was due to sublease payments. CHF 1.5 million was recognized as an income in 
the consolidated income statement in respect of subleases.

The land and building elements of a lease of land and buildings were considered separately for 
the purpose of lease classification as outlined in IAS 17 and have been reassessed for 2005.

Finance lease liabilities – minimum lease payments
million CHF

Not later than 1 year
Later than 1 year and not later than 5 years
Later than 5 years
Total future minimum finance lease payments
Future finance charges on finance lease payments
Present value of minimum finance lease payments 

Present value of finance lease liabilities
million CHF

 
Not later than 1 year
Later than 1 year and not later than 5 years
Later than 5 years
Present value of minimum finance lease payments 
 

Operating lease liabilities – minimum lease payments
million CHF

 
Not later than 1 year
Later than 1 year and not later than 5 years
Later than 5 years
Total future minimum operating lease payments

2004
 
 

2
7
4

13
(4)

9
 

2004
 
 

1
5
3
9
 

2004 
 
 

15
44
48

107

2005 
 
 

5
17 

8
30
(8)
22

 

2005 
 
 

3
12

7
22

 

2005 
 
 

11
39
48
98
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6 Inventories

The reported inventories are net of a total value adjustments amount of CHF 45 million (2004: 
CHF 40 million).

The value adjustment on inventories in 2004 included CHF 3 million which is related to the 
2003 restructuring program in the Exclusive Synthesis & Biopharmaceuticals segment (see 
note 20). These inventories could not be sold and therefore net realizable value was zero.

The movement of inventory value adjustments are shown as follows:

The cost of inventories recognized as expenses during the period and included in “cost of goods 
sold” amounted to CHF 1 904 million (2004: CHF 1 689 million).

	
million CHF	

Raw materials
Work in progress and finished goods
Other
Total
 

	

million CHF	

By division
Exclusive Synthesis & Biopharmaceuticals
Organic Fine & Performance Chemicals
Polymer Intermediates
Other
Total

% 
 

 25 
 57 
 18 

 100 
 

 
% 
 
 

 43 
 28 
 26 

3 
100 

2004
 
 

 136 
 312 

 96 
 544 

 

2004 
 
 
 

236 
 150 
 141 

17 
544 

% 
 

25
58
17

100
 

%

47
27
24

2
100

2005 
 
 

147
348
105
600

 

2005 
 
 
 

280
163
146

11
600

Inventory value adjustments
million CHF
 
 

Raw materials
Work in progress  
and finished goods
Other
Total

 Currency 
translation
differences 

 
0
 

1
0
1

  Change in 
the scope of 

consolidation 
 

0
 

0
0
0

 Increase 

 
 

1
 

4
3
8

 Reversal /  
utilization of 
write-downs 

 
(1)

 
(3)

0
(4)

 At  
 31 12 05

 
 

7
 

22
16
45

  At  
31 12 04

 
 

7
 

20
13
40
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Development Contracts  In the Exclusive Synthesis & Biopharmaceuticals segment, the per-
centage of completion method was applied to accounting for development contracts. The 
stage of completion is estimated on the basis of costs incurred compared with total forecasted 
costs. This accounting method is applied only to customer contracts with defined payment and  
delivery dates. Contract costs are usually recognized as an expense in the income statement in 
the accounting periods in which the work is performed. An expected excess over total contract  
revenue for the contract is recognized as an expense as soon as it is apparent that total contract 
costs may exceed total contract revenue. 

Trade receivables

The credit risk is diversified due to the large number of entities comprising the Lonza cus-
tomer base and the dispersion across many different industries and regions. Management has  
a credit policy in place and the exposure to credit risk is monitored on an ongoing basis.  
At 31 December 2005 there were no significant concentrations of credit risk. The maximum 
exposure to credit risk is equal to the carrying amounts.

Other receivables, prepaid expenses and accrued income

Other receivables include accruals and receivables for taxes (other than income taxes) and 
down-payments to suppliers.

million CHF

Contract revenue recognized as revenue in the period
– Contract costs incurred
– Recognized profits less recognized losses
Contract costs incurred plus recognized profits less recognized losses
– Less: progress billings
Total net amount due to / from customers
 

Gross amount due from customers for contract work
Gross amount due to customers for contract work
 

Advances received
Retentions held by customers for contract work 

2004
 
 

 7 
 4 
 3 
 7 
 0 
 7 

 
16 
 0 

 
7 
 0 

2005 
 
 

 10 
7 
 3 

 10 
 (2) 

 8 
 

8 
 0 

 
 10 

0

7

8

million CHF

Receivables from customers
Value adjustments
Total

2004
 
 

 468 
(6)

 462 

2005 
 
 

 577 
(13)
564 

million CHF

Other receivables
Prepaid taxes and social security payments
Prepaid expenses and accrued income
Total

2004
 
 

 96 
0 

19 
115 

2005 
 
 

 59 
5 

29
93 
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Cash and cash equivalents

Pledges and assets under reservation of ownership
No assets were pledged for security of own liabilities in 2005 and 2004. The Group’s obligation 
under finance leases are secured by the lessors’ title to the leased assets.

Provisions 

Environmental T he environmental provision reflects the future expenses for environmental 
protection for the plants in Waldshut (Germany), in Visp (Switzerland) and Conalco Inc. (USA) 
and is expected to be utilized within 10 years. An increase of environmental provisions was 
provided for environmental measures in Conalco Inc., USA.

Restructuring T he opening balance of short- and long-term provisions of CHF 23 million rep-
resents the remaining amount of pre-pension costs of Lonza AG with regard to a reduction in 
headcount of 149 employees relating to the 2003 restructuring program (CHF 19 million) as 
well as the provision for the cancellation fee for a leasing contract in Fair Lawn (USA) provided 
in 2004 (CHF 4 million). The remaining restructuring provision of Lonza AG is expected to be 
used until 2011. The provision for the leasing cancellation fee is to be used until 2007. In 2005 
the restructuring provisions have been decreased by CHF 5 million for restructuring expenses 
of Lonza AG and CHF 2 million for the leasing expenses in Fair Lawn.

Personnel  Provisions for personnel include accruals for personnel with regard to holidays and 
long-term time account. 

million CHF

Cash
Time deposits
Total

2004
 
 

 40 
0

 40 

2005 
 
 

82 
564
646 

Long-term provisions
 

million CHF  
 
 

Deferred taxes
Retirement benefits
Environmental 
Restructuring
Personnel
Total

 Change 
in the 

scope of 
consoli-

dation 

0
0
0
0
0
0

 Increase
 
 
 
 

57
10

2
0
2

71

 Used 

 
 
 

(49)
0
0
0

(1)
(50)

 Reversed
 
 
 
 

0
0
0
0

(1)
(1)

 Reclas-
sifica-

tion
 
 

0
(10)

0
(7)
(8)

(25)

 At  
 31 12 05

 
 
 

452
86
12
11

9
570

 Currency 
transla-
tion dif-
ferences 

 
12

6
0
0
1

19

  At  
31 12 04 

 
 
 

432
80
10
18
16

556

9

10

11

Short-term provisions
(see Note 13) 
million CHF  
 
 

Retirement benefits
Environmental 
Restructuring
Personnel
Other
Total

 Change 
in the 

scope of 
consoli-

dation 

0
0
0
0
0
0

 Increase
 
 
 
 

8
2
0

17
1

28

 Used 

 
 
 

(15)
0

(7)
(18)

(7)
(47)

 Reversed
 
 
 
 

0
(2)

0
(1)

0
(3)

 Reclas-
sifica-

tion
 
 

10
0
7
2
0

19

 At  
 31 12 05

 
 
 

6
7
5

25
9

52

 Currency 
transla-
tion dif-
ferences 

 
0
0
0
0
0
0

  At  
31 12 04 

 
 
 

3
7
5

25
15
55
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Net debt 

The net debt comprises:

Convertible bond (2002–2006)  Amount: CHF 300 million, due 28 June 2006. Interest: 2 % p.a. 
payable on 28 June, for the first time on 28 June 2003. Conversion right: On or after 1 July 2002, 
up to and including 21 June 2006, each bond of CHF 5 000 principal amount is convertible by 
bondholders into 37.03704 shares with a par value of CHF 1 (conversion price: CHF 135; sec-
tion 6 of the terms of the bond). Risk: The usual risk with the convertible bond is the risk that 
the conversion will not be executed by the end of the conversion period.

In order to refinance the outstanding CHF 300 million 2 % bond due 28 June 2006 and for gen-
eral corporate purposes outside Switzerland, a new convertible bond was issued in 2005 with 
the following conditions:

million CHF	

Long-term debt
Bond
Convertible bond
Due to banks and other:
– Banks
– Other
Leasing
Total
 

	
Breakdown by maturity (long-term debt excluding leasing) 
million CHF	

2005
2006
2007
2008
2009
Thereafter
Total long-term debt excluding leasing
 

	
Fair value comparison (long-term debt excluding leasing)
million CHF	
 

Bond
Convertible bond
Other
Total

 
 
 
 
 
 

16 
 0 

 

 
 
 
 
 
 
 
 

 

  
Balance 

Sheet

 
375 
294 

16 
685 

2004
 
 
 

375 
294 

 
 

16 
8 

 693 
 

2004
 
 

  0 
669 

0 
0 
0 

16 
685 

 

2004
Fair 

Value 
 

375 
295 

16 
 686 

 
 
 
 
 
 

27 
 0 

 

 

 
 
 
 
 
 
 
 

 

  

Balance 
Sheet

 
 297 
413 

27 
 737 

2005 
 
 
 

297
413 

 
 

27 
20 

 757 
 

2005 
 
 

0
0
0

27 
413 
297 
 737

  

2005
Fair 

Value 
 

302 
437 

27 
766

12
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million CHF 
 

Face value of convertible bonds
Equity conversion component	
Liability component on initial recognition
	  
Interest expenses 	
Amortization of liability component

 Convertible 
bond  

(2002 – 2006) 
 

 300
(17)
283

 
6.0
4.3

Convertible 
bond  

(2005 – 2009)

 
 430
(14)
416

 
6.5
3.5

Financial report  Consolidated financial statements

Convertible bond (2005–2009)  Amount: CHF 430 million, due 15 July 2009. Interest: 1.5 % p.a. 
payable on 15 July, for the first time on 15 July 2006. Conversion right: on or after 25 August 
2005 up to and including 1 July 2009, each bond of CHF 5 000 principal amount is convertible 
by bondholders into initially 54.52563 shares with a par value of CHF 1 (conversion price: CHF 
91.70; section 2 of the terms of the bond). 

The fair values of the liability component and the equity conversion component were deter-
mined on the issue of the two bonds. The fair value of the liability component, included in long-
term debt, was calculated using a market interest rate for an equivalent non-convertible bond. 
The residual amount, representing the value of the equity conversion component, is included 
in equity. 

The convertible bonds are recognized in the balance sheet at initial recognition, as follows:

Straight bond (2003 – 2006)  Amount: CHF 375 million, due 14 February 2006. Interest: 2 % p.a. 
payable on 14 February, for the first time on 14 February 2004. The bond is subject to an interest 
rate swap that creates a liability at floating rates. The annual interest expenses amount to CHF 
7.5 million.

A new straight bond was issued in 2005 for refinancing the outstanding CHF 375 million  
2 % straight bond due 14 February 2006, with the following conditions:

Straight bond (2005 – 2010)  Amount: CHF 300 million, due 2 June 2010. Interest: 2.625 % p.a. 
payable on 2 June, for the first time on 2 June 2006. The annual interest expenses amount to 
CHF 7.9 million.
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Breakdown of debt by currencies
million CHF	

 

Swiss franc
Pound sterling
Euro
US dollar
Other
Total
 

Breakdown of loans and advances by currencies
million CHF	

 

Swiss franc
Pound sterling
Euro
US dollar
Total

2004 
 
 
 

 
 846 

 0 
 2 

 227 
 13 

1 088 
  

2004 
 
 
 

 
10 

0 
1 

10 
21 

 Average
interest

rates 
%

 
1.80

–
–

3.80
–
  
 
 

 Average
interest

rates 

%
 

2.00
0.00
0.00
4.00

 

 
 
 

% 

 
85

0
0

15
0

100
 

 
  
 

%
 

33
0
0

67
100

2005
  
 
 

1 385
0
0

241
0

1 626
 

2005
  
 
 

6
0
0

12
18

 Average
interest

rates 
%

 
1.60

–
2.61
2.20
2.86

 

 Average
interest

rates 
%

 
1.00

–
2.60
3.00

 

  
 
 

% 

 
78

0
0

21
1

100
 

 
  
 

%

 
48

0
4

48
100

Short-term debt
million CHF

Due to banks and other financial institutions
Other
Long-term debt due within one year 
–	Bond (2003–2006)
–	Convertible bond (2002–2006)
Total

Total debt 
 

Loans and advances (floating interest rates)
million CHF	

Long-term loans and advances
Short-term loans and advances
Cash and cash equivalents
Total
 

Net debt 

 
 
  
 
 

0
0 
 
 

 

 
 
 

(11)
(10)
(40)

 
 

2004
 
 

294
101

 
 

0
395 

 
1 088 

 

2004 
 
 
 
 
 

(61) 
 

1 027

 
  
 
 

375
298 

 
 
 
 

  
 

(12)
(6)

(646)
 
 
 

2005 
 
 

43
153

 
 

673
869 

 
1 626

 
 

2005
 
 
 
 
 

(664)
 

962

Loans and advances are for the most part receivables from the pension funds.

Interest rates are floating rates.
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million CHF

Payables to third parties
Total

2004
 
 

209
209

2005 
 
 

275
275

Other short-term liabilities

Accrued liabilities and other payables include accruals and deferred income, such as down-
payments from customers. In other interest-free liabilities payments received from customer-
funding are included.

Trade payables

Payables to third parties principally comprise amounts outstanding for trade purchases and 
ongoing costs. The carrying amount of trade payables approximates to their fair value. 

Contingent liabilities
In conjunction with (i) a disputed supplementary claim of the Swiss old-age, survivors’ and 
invalidity insurance against Lonza Ltd and (ii) various alleged environmental risks against 
Conalco Inc. in the USA, respective contingent liabilities exist. The maximum exposure is as-
sumed at an amount of CHF 1.0 million with regard to Swiss old-age and CHF 7.5 million for 
the alleged environmental risk against Conalco Inc.

Material and energy costs

million CHF

Material costs
Energy costs
Total

2004
 
 

1 019 
103 

1 122

2005 
 
 

1 146
108

1 254

13

14

15

16

million CHF

Short-term provisions (see Note 11)
Accrued liabilities and other payables
Other interest-free liabilities
Accrued interest payables
Total

2004
 
 

55
53
73

7
188

2005 
 
 

52
114
133

15
314
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Personnel expenses

Depreciation and amortization / impairment

  

Other operating income and expenses
Operating income and operating expenses include items not assignable to the other functions 
of the consolidated income statement.

17

18

19

million CHF

Wages and salaries 
Pensions (IAS 19)
Other social security contributions
Other personnel expenses
Total personnel cost

2004
 
 

 427 
33 
78 
11 

549 

2005 
 
 

 464 
34 
88 
13   

599

million CHF

Property, plant and equipment
Intangible assets
Reversal of impairment (in 2004 in special items net) 
Total 
 

Amortization (2004) / impairment of goodwill (2005)

2004
 
 

 163 
5

(8) 
160 

  
5  

2005 
 
 

  184 
7

(3) 
188 

 
0
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Special items 
In 2005, no special items have been included in the consolidated income statement due to the 
absence of any major restructuring activity.

In 2004, the consolidated income statement included special items of CHF 2 million net, which 
were adjustments to the special items incurred in 2002 / 2003. They were composed of the  
following elements:

Value adjustment on inventories  included a full write-off of CHF 3 million in the Exclusive 
Synthesis & Biopharmaceuticals segment which was related to the 2003 restructuring pro-
gram based on the latest assessment.

Restructuring and other provisions  included a provision of CHF 4 million for moving the US 
headquarters from Fair Lawn to Allendale which was part of the 2003 restructuring program 
for the Organic Fine & Performance Chemicals business segment.

Reversal of impairment  In 2003, assets of CHF 71 million were impaired in the course of the 
2003 restructuring program. The Group assessed the recoverable amount of those assets as 
zero, so that the entire carrying amount of those assets was written down. In 2004, the Group 
reassessed its estimates and CHF 8 million of the initially recognized impairment was reversed 
in relation to equipment in the Exclusive Synthesis & Biopharmaceuticals segment after the 
equipment had been modified on the basis of advanced negotiations with a customer. The es-
timates of the recoverable amount were based on the historical cost value which was  
entirely written down in the 2003 restructuring program.

Book gain / Book loss  A book gain of CHF 3 million was realized in 2004 from the sale of the 
Bayport plant which was impaired in 2003 in the Organic Fine & Performance Chemicals busi-
ness segment. A book loss of CHF 2 million resulted from the sale of land and buildings at 
the Los Angeles plant which was impaired in the 2002 restructuring program in the Exclusive  
Synthesis & Biopharmaceuticals business segment.

20

Special items
2004	

million CHF 

–	Value adjustment on inventory
Assets taken out of production / depreciation
Restructuring and other provisions
–	Reversal of impairment 
–	Book loss on sale of land and buildings at  
	 Los Angeles plant
–	Book gain on sale of Bayport plant
Reversal of impairments and profit / (loss)  
from sale
Total special items net

 Total
Lonza

(3)
(3)
(4)

8
 

(2)
3
 

9
2

 Exclusive
Synthesis &
Biopharma-

ceuticals

(3)
(3)

0
8
 

(2)
0
 

6
3

 Organic
Fine &
Perfor-
mance

Chemicals

0
0

(4)
0
 

0
3
 

3
(1)

 Polymer
Inter-

mediates

0
0
0
0
 

0
0
 

0
0

 Other

0
0
0
0
 

0
0
 

0
0
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Interest and other financial income 

Interest and other financial expenses

Other financial income includes recognized exchange differences of CHF 0.5 million (2004:  
CHF 0.4 million). Other financial expenses are primarily composed of financing costs for the 
convertible and straight bonds.

Income from investments

Income taxes

Lonza Group Ltd and the operating company Lonza Ltd are domiciled in Switzerland. The  
maximum rate of all income taxes on companies domiciled in Switzerland is 8 % (2004: 8 %)  
for holding companies and 23 % for operating companies (2004: 23 %).

Since the Group operates across the world, it is subject to income taxes in many different tax 
jurisdictions. Lonza calculates the average tax rate as a weighted average of the rates applying 
in the tax jurisdictions in which it operates. The average tax rate for 2005 is 29 % (2004: 23 %). 
The change of the tax rate reflects the increase in net income in the USA. The effective tax rate 
for 2005 is 23 % (2004: 23 %).

million CHF

Interest income
Other financial income
Total

2004
 
 

 12 
2 

14

2005 
 
 

23
0

23

million CHF

Interest expenses
Other financial expenses
Total

2004
 
 

 (36)
(10)
(46)

2005 
 
 

(67)
(11)
(78)

million CHF

Dividend earned
Income from associates
Other investment income / (loss)
Total

2004
 
 

 0 
2 

(2)
0 

2005 
 
 

  0 
(1) 

3
2

million CHF

Major components of tax expenses
Current taxes
Deferred tax expense relating to the origination  
and reversal of temporary differences
Deferred tax (expense) / income resulting  
from tax rate changes
Total

2004
 
 
 

 (19)
  

(25)
 

3 
(41)  

2005 
 
 
  

(52)
  

(4)
 

0  
(56)

21a

21b

22

23
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million CHF

Reconciliation of tax expense
Tax at the domestic rates applicable to the profits earned  
in the country concerned
Tax effect of expenses that are not deductible for tax purposes
Tax-free earnings or earnings that are taxed with different tax rates
Deduction at source (non-refundable withholding tax) on dividends
Overprovided in prior years
Subsequent tax burden / relief from tax audit
Not recognized potential deferred tax assets of current year
Value adjustment of previously activated deferred taxes
Realization of non-activated deferred income taxes in the current year
Deferred tax benefit from tax rate changes
Other
Total
  

Deferred tax expenses (charges) / credited directly to equity

2004
 
 
 
 

41 
(1)

4 
0 
0

(5)
0 
0 
0 

(3)
5 

41 
 

(7) 

2005 
 
 
  
 

71 
0
0 
0 

(18)
0
1 
0 
0 
0
2 

56
 

18

All changes of deferred taxes are booked against profit and loss, except those related to the 
movement of treasury shares of CHF 7 million (2004: CHF – 7 million) and those related to 
the movement of hedges of net investments of CHF 11 million which are directly recognized 
in equity. 

Capital taxes of CHF 5 million (2004: CHF 5 million) are contained in “Administration and 
general overheads”.

million CHF	

 

Components of deferred income tax balances
Short-term operating provisions
Long-term operating provisions
Inventory
Property, plant and equipment
Other assets
Tax loss carry-forwards
Total

 
 

Assets 
 
 
 

1
35

0
2

16
77

131

2004
 

Liabilities 
 
 
 

7
101

38
255

31
0 

432

2005 
 

Liabilities 
   
 
 

5
69
38

293
47

0
452 

 
 

Assets 
   
 
 

12
40

9
3

13
92

169 
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These amounts are included in the following captions in the balance sheet:

At 31 December 2005, Lonza had loss carry-forwards of CHF 166 million (2004: CHF 60 million)  
for which no deferred tax asset was recognized due to uncertainty regarding utilization of  
these loss carry-forwards. These loss carry-forwards will expire in 2009 and subsequent years.

Research and development 
Research and development costs include all primary costs directly related to this function  
as well as internal services and imputed depreciations. These costs are incurred for:

–	 development of new products and services
–	 improvement of existing products and services
–	 development of new production processes
–	 improvement of existing production processes
–	 costs for patents
–	 purchase price for product and process know-how as far as it has not been capitalized

These costs amounted to CHF 89 million (2004: CHF 86 million) and represent the full range 
of R & D activity. However, the consolidated income statement discloses research and develop-
ment costs of only CHF 63 million (2004: CHF 72 million), because of costs absorbed in “cost of 
goods sold” by R & D products and services sold.

24

million CHF

Deferred tax assets
Deferred tax liabilities
Net deferred tax liability
 

Years of expiration of tax loss carry-forwards
million CHF 

Expiring in 2005
Expiring in 2006
Expiring in 2007
Expiring in 2008
Expiring in 2009
Expiring from 2010
Unlimited
Total

2004
 
 

131
(432)
(301)

 
 

2004
 

6
24

0
23

123
86
55

317

2005 
 
 

169
(452)
(283)

 
 

2005 
 

0
8
0

31
123
287

23
472
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Defined benefit pension plans  Lonza sponsors defined benefit pension plans according to the 
regulations of the countries in which it operates. There are no significant defined contribution 
plans. The benefits are primarily based on years of service and the employees’ compensation 
during the last years of employment. During 2005, actuarial valuations were performed for all 
significant defined benefit plans using the Projected Unit Credit Valuation Method. The prin-
cipal assumptions, expressed as a weighted average for Lonza, are the result of the underlying 
national economic conditions of the respective countries.

 

Pension assets of CHF 25 million (2004: CHF 24 million) and liabilities of CHF 48 million (2004: 
CHF 45 million) are included in the financial statements as financial receivables and liabilities 
respectively. 

Financial report  Consolidated financial statements

 
in percent

 
Discount rate
Expected long-term rate of return on plan assets
Future salary increases
Future pension increases
 
 

The funded status of the defined benefit pension plans is as follows: 

 
million CHF 

Present value of unfunded obligations
Present value of funded obligations
Plan assets at fair value 
Funded status (surplus) / deficit
Unrecognized transition amount
Unrecognized actuarial gains / (losses)
Unrecognized prior service (costs) / gains
Limitation on recognition of surplus due to uncertainty  
of obtaining future benefits
Net liability recognized in the balance sheet

2004 
 
 

4.1
5.5
2.2
0.5

 
 
 

2004 
 
 

44
1 359

(1 297)
106

1
(197)

79 
 

32 
21

2005
 
 

3.5
5.2
2.2
0.5

 
 
 

2005 
 
 

49
1 474

(1 320)
203

1
(308)

72
 

55
23

25
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Movement in the net liability recognized in the balance sheet
million CHF

  
Net liability at 1 January
Impact of exchange rate changes
Adjustment
Contributions paid
Expense recognized in the income statement
Curtailment impact
Limitation on recognition of surplus due to uncertainty  
of obtaining future benefits
Net liability at 31 December

2004
 

 
25 

0 
0 

(36)
9 
0 
 

23 
21

2005 
 

21
0
0

(32)
11

0
 

23
23

		
million CHF

 
Current service cost
Interest cost
Expected return on plan assets
Actuarial (gains) / losses recognized
Past service cost
Amortization of transition obligation
Total pension costs
Impact from limitation on recognition of surplus due to uncertainty  
of obtaining future benefits
Total recognized pensions costs

2004
 
 

26 
57 

(71)
3 

(6)
0 
9 
  

23 
32

2005 
 
 

29
 58

 (74)
 5

(7)
0

11
  

23
34

Actual return on plan assets 
million CHF
 

Expected return on plan assets
Actuarial gain / (loss) on plan assets
Actual return on plan assets

2004
 
 

71
(15)

56 

2005 
 
 

74
(43)

31 

Pensions costs are recognized in personnel expenses (see note 17).

The net periodic pension costs for Lonza’s significant benefit plans consist of the following:
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Other post-retirement benefits  Lonza’s post employment benefits other than pensions are not 
funded. They mainly consist of post-retirement healthcare benefits in the USA which are pro-
vided under a defined benefit plan.

 The principal assumptions are as follows:

These expenses are recognized in personnel expenses (see note 17).

		
in percent
 
Discount rate
Medical-cost trend rate

 
The funded status of the post-retirement benefit plans is as follows:

million CHF 
 
Present value of unfunded benefit obligations
Unrecognized transition amount
Unrecognized actuarial gains / (losses)
Unrecognized prior service cost
Liability recognized in the balance sheet
 

Movement in the liability recognized in the balance sheet 
million CHF
 
Liability as of 1 January
Impact of exchange rate changes
Expenses recognized in income statement
Benefits paid
Liability as of 31 December

 
million CHF
 
Service cost
Interest cost
Actuarial (gains) and losses recognized
Past service cost
Amortization of transition obligation
Total post-retirement costs

2004 
 
 

6.25
8.00

 

2004 
 
 

40
0

(6)
3

37
 

2004 
 
 

43
(7)

3
(2)
37

 

2004 
 
 

1
2
0
0
0
3

2005
 
 

6.00
10.00

 

 
2005

 
 

42
0

(4)
5

43
 

2005
 
 

37
6
2

(2)
43

2005
 
 

1
2
0

(1)
0
2

Net periodic costs for the post-retirement benefit plans are the following:
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No options were exercised in 2005 nor in 2004.

Share-based payments

Equity-settled share option scheme

Options (LOSOP)  In 2000, the Board of Directors of Lonza Group Ltd implemented a Share Option Plan (LOSOP) for a  
selected segment of the Group’s employees. These options are exercisable at a price equal to the average market closing 
price of the Company’s shares during the period starting thirty business days and ending ten business days prior to grant 
date. The options are issued by a bank and listed on the SWX Swiss Exchange. The vesting period is three years. If the 
options remain unexercised after a period of five years from grant date, the options expire. Options are forfeited if the 
employees leave the Group before the options vest.

Details of the share options outstanding during the year are as follows:

26

Year
 

2000
2001
2002
2003
2004
2005

Number of 
options

 
2 175 500
2 220 650
4 353 718
1 204 700
1 245 000
1 435 000

Exercise ratio
 
 

10:1
10:1
10:1
10:1
10:1
10:1

 Strike price
CHF 

 
97.00

104.50
113.00

77.00
64.25
73.80

Vesting / Expiry Date
 
 

03 05 03 / 03 05 05
02 04 04 / 03 04 06
08 04 05 / 06 04 07
19 03 06 / 19 03 08
30 03 07 / 30 03 09
25 05 08 / 25 05 10

Participants

 
Board of Directors 1

Management Committee 1

Key employees
Total options granted

Issue 2000

 
 

0
881 600

1 293 900
2 175 500

Issue 2002

 
 

2 588 718
562 500

1 202 500
4 353 718

Issue 2001

 
 

1 237 800
207 850
775 000

2 220 650

Issue 2003

 
 

0
315 940
888 760

1 204 700

Issue 2004

 
 

0
350 000
895 000

1 245 000

Issue 2005

  
 

0
395 000

1 040 000
1 435 000

Development option plans 2005 

 
LOSOP 	 2000
LOSOP 	 2001
LOSOP 	 2002
LOSOP 	 2003
LOSOP 	 2004
LOSOP 	 2005
Total options

Granted  
during 2005

 
0
0
0
0
0

1 435 000
1 435 000

Exercised 
during 2005

 
0
0
0
0
0
0
0

Forfeited 
during 2005

 
0
0
0
0
0
0
0

Expired 
during 2005

 
(1 893 900)

0
0
0
0
0

(1 893 900)

Outstanding
31 12 2005 

 
0

2 160 650
4 149 808
1 204 700
1 245 000
1 435 000

10 195 158

Exercisable
31 12 2005 

 

0
2 160 650
4 149 808

0
0
0

6 310 458

Outstanding
01 01 2005

 
1 893 900
2 160 650
4 149 808
1 204 700
1 245 000

0
10 654 058

Development option plans 2004 

 
LOSOP 	 2000
LOSOP 	 2001
LOSOP 	 2002
LOSOP 	 2003
LOSOP 	 2004
Total options

Granted  
during 2004

 
0
0
0
0

1 245 000
1 245 000

Exercised 
during 2004

 
0
0
0
0
0
0

Forfeited 
during 2004

 
0
0
0
0
0
0

Expired 
during 2004

 
0
0
0
0
0
0

Outstanding
31 12 2004 

 
1 893 900
2 160 650
4 149 808
1 204 700
1 245 000

10 654 058

Exercisable
31 12 2004 

 

1 893 900
2 160 650

0
0
0

4 054 550

Outstanding
01 01 2004

 
1 893 900
2 160 650
4 149 808
1 204 700

0
9 409 058

1  Acting and former members
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The weighted average share price at 31 December 2005 of the share options outstanding is 
CHF 95.47 (2004: CHF 98.66). The options outstanding at year-end have a weighted average 
remaining contractual life of 22 months (2004: 26 months). The estimated fair values of the 
options granted in 2005 are CHF 1.54 (2004: CHF 0.99). Their fair values were calculated using 
the market price at grant date. The amounts for options are expensed on a straight-line basis 
over the vesting period, based on estimates of options that will eventually vest. The expected 
volatility was 0 % in 2005 (2004: 2 %).

833 709 treasury shares with a par value of CHF 1 each (31 December 2004: 833 709 shares) are 
reserved for the option plans.

Employee Share Purchase Plan (ESPP)  In keeping with our vision and culture, Lonza introduced 
an ESPP for the first time in 2002. This plan is intended to give our employees the opportunity 
to become co-owners of Lonza. This opportunity is open to full-time and part-time employees. 
Under the plan rules 2002 and 2003, these employees have the opportunity – but no obligation 
– to acquire shares in Lonza against payment of the full purchase price, in amounts ranging 
from CHF 1 500 to CHF 15 000. After a holding period of three years, Lonza will provide these 
employees with one additional share for every three shares purchased. In 2005, Lonza introduced 
a new Employee Share Purchase Plan, ESPP Plus. Under the new plan rules, the employees have 
the opportunity – but not the obligation – to acquire Lonza shares in multiples of three at a 
price reduction of 30 %, in amounts ranging from CHF 500 to CHF 15 000. The shares purchased 
in this manner remain blocked for three years. After this blocking period, participants are en-
tirely free to do as they wish with the shares. If a participant keeps his shares for a further two 
years in a blocked deposit, he will then – after this holding period is over – receive one free 
share for every three shares purchased. The ESPP is not part of an incentive program. The plan 
is intended as a long-term share-savings scheme to provide employees with an incentive to 
strengthen teamwork and personal commitment.

Fair value at grant date		

 
LOSOP 	 2000
LOSOP 	 2001
LOSOP 	 2002
LOSOP 	 2003
LOSOP 	 2004
LOSOP 	 2005

CHF 
 

2 199 866
2 140 262
2 682 761

837 507
1 207 899
2 209 900

Grant date

 
 

	Dec 	 2000
Aug 	 2001
June 	 2002
March 	 2003
March 	 2004
May 	 2005

Details of the share purchase 
plans
 

ESPP 	 2002
ESPP 	 2003
ESPP 	 2005

Purchased 
 
 

35 010
12 954
71 181

Allocated

 
 
 

11 670
4 318

23 727

Ratio 
 
 
 

3:1
3:1
3:1

Expiry date

 
 
 

09 11 2005
19 12 2006
15 05 2010

Price at  
grant date

CHF 
 

85.89
63.43
73.80
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Development share purchase plans 2005 

ESPP 	 2002
ESPP 	 2003
ESPP 	 2005
Total shares

Outstanding
01 01 2005

 
10 640

4 004
0

14 644

Forfeited
during 2005 

 
(350)

0
0

(350)

Granted  
during 2005

 
0
0

23 727
23 727

Exercised
during 2005 

 
(10 290)

0
0

(10 290)

Expired
during 2005 

 
0
0
0
0

Outstanding
31 12 2005 

 
0

4 004
23 727
27 731

The weighted average share price at the date of exercise for the shares exercised during the year was CHF 74.30 (2004:  
CHF 65.31). The weighted average share price at 31 December 2005 of the allocated shares was CHF 72.30 (2004: CHF 79.75).

The shares outstanding at the end of the year have a weighted average remaining contractual life of 47 months (2004: 
15 months). The estimated fair value of the shares granted in 2005 was CHF 51.66.

The fair values were calculated using the market price at grant date. The amounts for shares are expensed on a straight-
line basis over the vesting period, based on estimates of shares that will eventually vest. The expected volatility was 30 % 
in 2005. The expected dividend was not incorporated in the calculation of fair value.

In order to satisfy the exercise of the Employee Share Purchase Plan 2005, Lonza has acquired 16 765 shares during 2005, 
at an average market value of CHF 73.80 (2004: none). 21 119 treasury shares with a par value of CHF 1 each (31 December 
2004: 14 644 shares) are reserved for the share purchase plans.

Development share purchase plans 2004

ESPP 	 2002
ESPP 	 2003
Total shares

Outstanding
01 01 2004

 
11 103

4 318
15 421

Forfeited
during 2004 

 
0
0
0

Granted  
during 2004

 
0
0
0

Exercised
during 2004 

 
(463)
(314)
(777)

Expired
during 2004 

 
0
0
0

Outstanding
31 12 2004 

 
10 640

4 004
14 644

Fair Value at grant date 

ESPP 	 2002 
ESPP 	 2003
ESPP 	 2005
ESPP	 2005 discount

CHF
 

872 033
270 207

1 225 737
1 574 666
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Compensation for Board of Directors T he compensation system for members of the Board of Directors allows them to 
choose either a payment in shares or a combination of cash and shares whereby the cash portion cannot exceed 40%. 
Shares granted are rated at the relevant market price calculated, based on the average of the last five business days 
of each quarter. The shares are blocked for a period of three years and are dividend-eligible. Access to these shares is 
only available in the fourth and later years.

Development of 
compensation for  
Board of Directors 2003

CHF

Total

Total  
shares

 
8 442
8 060
7 728

24 230

Fair values 
shares

 
536 890
536 541
539 759

1 613 190

Share 
price

 
63.60
66.57
69.74
66.58

Cash 

 
140 000
140 000
140 000
420 000

Total
 
 

676 890
676 541
679 759

2 033 190

Expiry
date 

 
30 06 2006
30 09 2006
31 12 2006

  

Grant 
date

 
30 06 2003
30 09 2003
31 12 2003

 

The amount of CHF 2 033 190 was recognized as an expense in the year 2003.

Development of 
compensation for  
Board of Directors 2004

CHF

Total

Total  
shares

 
8 390
5 644
6 510
5 586

26 130

Fair values 
shares

 
540 400
359 523
359 743
359 738

 1 619 404

Share 
price

 
64.41
63.70
55.26
64.40
61.97

Cash 

 
140 000
105 000
105 000
105 000
455 000

Total
 
 

680 400
464 523
464 743
464 738

 2 074 404

Expiry
date 

 
31 03 2007
30 06 2007
30 09 2007
31 12 2007

  

Grant 
date

 
31 03 2004
30 06 2004
30 09 2004
31 12 2004

 

The amount of CHF 2 074 404 was recognized as an expense in the year 2004.

Development of 
compensation for  
Board of Directors 2005

CHF

Total

Total  
shares

 
4 035
4 947
4 663
4 327
4 101

22 073

Fair values 
shares

 
295 322
358 915
326 363
327 078
327 055

1 634 733

Share 
price

 
73.19
72.55
69.99
75.59
79.75
74.06

Cash 

 
 0

105 000
145 000
145 000
145 000
540 000

Total
 
 

295 322
463 915
471 363
472 078
472 055

 2 174 733

Expiry
date 

 
28 02 2008
31 03 2008
30 06 2008
30 09 2008
31 12 2008

  

Grant 
date

 
28 02 2005
31 03 2005
30 06 2005
30 09 2005
31 12 2005

 

The amount of CHF 2 174 733 was recognized as an expense in the year 2005.

Recognition in the Consolidated Financial Statements  IFRS 2 requires the fair value of any equity instruments granted 
to employees to be recognized as an expense. In accordance with the transitional provisions, IFRS has been applied to 
equity instruments granted after 7 November 2002 that were unvested as of 1 January 2005. The fair values of the equity 
instruments granted to employees are recognized as an expense and charged to the business segments for segment 
reporting. 

The change in the accounting treatment of equity-settled share-based payments had an impact on the 2005 result from 
operating activities amounting to CHF 2.9 million and on the prior year’s result of CHF 0.5 million. The prior year has been 
restated to take account of share-based payments following the requirement of retrospective application stipulated in 
the standard.
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Changes in shares and share capital movements27

Number of shares

Total number of shares
 

Treasury shares
Shares reserved for convertible bonds
Shares reserved for share option plan (LOSOP)
Shares reserved for share purchase plan (ESPP)
Total treasury shares
 

Total shares ranking for dividend at 31 December
 

Transferred shares (ESPP), between January and date  
of dividend payment of following year
 

Total shares ranking for dividend at date  
of dividend payment

Share capital movements
Share capital			CH   F

31 Dec 2003
 
 

50 450 000
 
 

2 222 222
833 709

15 421
3 071 352

 
47 378 648

 
 

2 187
 
 

47 380 835
 
 

50 450 000 

31 Dec 2004
 
 

50 450 000
 
 

2 222 222
833 709

14 644
3 070 575

 
47 379 425

  
 

58
 
 

47 379 483
 
 

50 450 000

Change  
in year

 
0 
 
 

0
0

(777)
(777)

 
777 

 
 
 
 
 
 
 
 

0 

Change  
in year

 
0
 
 

0
0

6 475
6 475

 
(6 475)

 
 
 
 
 
 
 
 

0

31 Dec 2005
 
 

50 450 000
 
 

 2 222 222
833 709

21 119
3 077 050

 
47 372 950

 
 
 
 
 

n.a.
 
 

50 450 000 

Translation reserve T he translation reserve of the statement of the changes in equity comprises all foreign exchange 
differences arising from the translation of the financial statements of foreign entities. 

Hedging reserve T he hedging reserve comprises the effective portion of the cumulative net change in the fair value of 
cash flow hedging instruments where the hedged transaction has not yet occurred at the balance sheet date. The ex-
change rate differences arising from the net investment hedge in a foreign entity are included in the hedging reserve.

A dividend per share of CHF 1.30 (2004: CHF 1.30) is proposed after the balance sheet date. 

On the Annual General Meeting 2004 the creation of conditional capital up to a maximum of CHF 2.5 million was approved.
The share capital of Lonza Group Ltd may be increased through the issuance of a maximum of 2 500 000 fully paid-in 
registered shares with a par value of CHF 1 each up to a maximum aggregate amount of CHF 2.5 million through the 
exercise of conversion rights and / or warrants granted in connection with the issuance of bonds or similar debt instru-
ments of the Group.
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Basic earnings per share 	  
million CHF

 
Profit for the period
Reversing special items
Tax effect on special items		
Profit for the period before special items		
Weighted average numbers of shares
 
Basic earnings per share 			   CHF
Basic earnings per share before special items 		  CHF
 

Diluted earnings per share 
million CHF

 
Profit for the period
Profit for the period before special items

– Elimination of interest expenses on convertible bond
– Reversing other convertible cost items
– Minus tax effect on dilution costs
 
Diluted profit for the period
Diluted profit for the period before special items
 
Weighted average of numbers of shares
– Adjustment for assumed conversion of convertible debt
– Adjustments for dilutive share options 
Weighted average numbers of shares for diluted earnings per share
 
Diluted earnings per share			   CHF
Diluted earnings per share before special items		  CHF
 
Dividend of the period		
Dividends per share of the period			   CHF
 
Dividends declared after the balance sheet date	
Dividends per share declared after the balance sheet date		  CHF

2004 
 
 

138
(2)

0
136

47 379 287
 

2.91
2.87

 

2004 
 
 

138.0
136.0

0.0
0.0
0.0

 
138.0
136.0

 
47 379 287

0
0

47 379 287
 

2.91
2.87

  
62

1.30 
 

62
1.30

2005
 
 

 188
0
0

188
47 375 616

 
3.97
3.97

2005
 
 

188.0
188.0

3.2 
2.4 

(1.3) 
 

192.3
192.3

 
47 375 616
 2 344 602

18 453 
49 738 671

 
3.87
3.87

 
62

1.30
 

62
1.30

Earnings per share28
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29 Related parties

Identity of related parties T he Group has a related-party relationship with its subsidiaries 
(see note 3), an associate, as well as with the Board of Directors and the members of the 
Management Committee.

Transactions with Key Management Personnel

Board of Directors  In 2005 payments to acting members of the Board of Directors of Lonza 
Group Ltd totaled CHF 2.175 million (2004: CHF 2.0751 million), 75.17 % (2004: 78.07 %) of 
which was received in the form of shares. The compensation system for Board members allows 
them to choose either a payment in shares or a combination of cash and shares. Shares granted 
are rated at the relevant market price at grant date. Free access to these shares is only available 
in the fourth and later years.

Members of the Board of Directors and their immediate relatives control 0.1 % (2004: 0.1 %) of 
the voting shares of Lonza Group Ltd. None of the directors owns shares in the Group’s subsid-
iaries or associate.

Management Committee T he acting members of the Management Committee and those 
who gave up their functions in the year under review received for their contributions and time 
served in 2005, CHF 5.649 million (2004: CHF 4.254 million2) in cash, options and additional 
benefits.

The compensation for the Board of Directors and the Management Committee was as follows:

The remuneration is included in “personnel expenses”, see note 17.

Other related party transactions

Associates  Lonza holds a 31 % stake in Aravis Ventures I, L.P., an international venture capi-
tal group under Cayman Islands jurisdiction, focusing on early-stage companies in the bio
technology and drug development sectors. The total capital commitment of Lonza in Aravis 
Ventures is USD 18.6 million of which USD 10.2 million was drawn up to 31 December 2005. 
The investment in Aravis Venture I, L.P. is accounted for using the equity method.

In Lonza’s 2005 financial statements, the investment in the associate amounted to  
CHF 10.8 million (2004: CHF 8.1 million). The capital contribution to Aravis Venture was  
CHF 2.3 million in 2005 (2004: CHF 3.5 million). An equity-loss of CHF 1.0 million in 2005 
(2004: 2.6 million) was disclosed.

million CHF		

Short-term benefits 3

Post-employment benefits2

Other long-term benefits
Termination benefits 
Share- / option-based payments
Total

2004 

4.476
0.167
0.000
0.000
1.686
6.329

2005
 

5.041
0.307
0.000
0.529
1.947
7.824

1  restated according to IFRS 2
2  including contribution for social security and pension fund 
3  including incentive 2005 at 90 % satisfaction level, pay out in March 2006
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Accounting estimates and judgments

Key assumptions and sources of estimation uncertainty

Use of estimates T he preparation of the financial statements and related disclosures in con-
formity with International Financial Reporting Standards requires management to make esti-
mates and assumptions that affect the reported amounts of assets and liabilities and disclo-
sure of contingent assets and liabilities at the date of the financial statements and revenues 
and expenses during the period reported. Actual results could differ from those estimates. 
Estimates are used in accounting for allowances for uncollectible receivables, inventory obso-
lescence, depreciation, employee benefits, taxes, restructuring provisions and contingencies. 
Estimates and assumptions are reviewed periodically and the effects of revisions are reflected 
in the financial statements in the period they are determined to be necessary. 

The key assumptions about the future key sources of estimation uncertainty that entail a sig-
nificant risk of causing a material adjustment to the carrying value of assets and liabilities 
within the next financial year are described below.

Environmental provisions  Lonza is exposed to environmental liabilities and risks relating to 
its past operations, principally in respect of provisions for remediation costs, which at 31 De-
cember 2005 amount to CHF 19 million, as disclosed in note 11. Provisions for non-recurring 
remediation costs are made when there is a legal or constructive obligation and the cost can 
be reliably estimated. It is difficult to estimate any future action required by Lonza to correct 
the effects on the environment of prior disposal or release of chemical substances by Lonza or 
other parties, and the associated costs, pursuant to environmental laws and regulations. The 
material components of the environmental provisions consist of costs to fully clean and refur-
bish contaminated sites and to treat and contain contamination at sites. The Group’s future 
remediation expenses are affected by a number of uncertainties which include, but are not 
limited to, the method and extent of remediation and the percentage of material attributable 
to Lonza at the remediation sites relative to that attributable to other parties. The Group per-
manently monitors the various sites identified at risk for environmental exposures. 

Lonza believes that its provisions are adequate, based upon currently available information, 
however given the inherent difficulties in estimating liabilities in this area, there is no guaran-
tee that additional costs will not be incurred beyond the amounts provided. Due to the uncer-
tainty both of the amount and timing of future expenses, the provisions provided for environ-
mental remediation costs could be affected in future periods. 

30
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Income taxes  At 31 December 2005, deferred tax assets of CHF 169 million, current tax receiv-
ables of CHF 28 million, deferred tax liabilities of CHF 452 million and current tax payables of 
CHF 56 million are disclosed in the consolidated balance sheet. Significant estimates are re-
quired in determining the current and deferred assets and liabilities for income taxes. Some of 
these estimates are based on interpretations of existing tax laws or regulations. Management 
believes that the estimates are reasonable and that the recognized liabilities for income tax-
related uncertainties are adequate. Various internal and external factors may have favorable or 
unfavorable effects on the income tax assets and liabilities. These factors include, but are not 
limited to, changes in tax laws, regulations and/or rates, changing interpretations of existing 
tax laws or regulations and changes in overall levels of pre-tax earnings. Such changes that 
arise could affect the assets and liabilities recognized in the balance sheet in future periods.
 
Pensions  Many of the Group’s employees participate in postemployment plans. The cal-
culations of the recognized assets and liabilities from such plans are based upon statistical 
and actuarial calculations. In particular the present value of the defined benefit obligation 
is influenced by assumptions on discount rates used to arrive at the present value of future 
pension liabilities, and assumptions on future increases in salaries and benefits. Furthermore, 
the Group’s independent actuaries use statistically based assumptions covering areas such as 
future withdrawals of participants from the plan and estimates on life expectancy. At 31 De-
cember 2005 the present value of the Group’s defined benefit obligation is CHF 1 474 million 
for funded plans and CH 49 million for unfunded plans. The plan assets at fair value amount 
to CHF 1 320 million, resulting, compared with the present value of the pension obligation, in 
a funded status deficit of CHF 203 million (see Note 25). The actuarial assumptions used may 
differ materially from actual results due to changes in market and economic conditions, higher 
or lower withdrawal rates or longer or shorter life spans of participants and other changes in 
the factors being assessed. These differences could affect the assets or liabilities recognized in 
the balance sheet in future periods.

Impairment test of property, plant and equipment, intangible assets and goodwill T he 
Group has carrying values with regard to property, plant and equipment of CHF 2 109 million, 
goodwill of CHF 48 million and intangible assets of CHF 30 million (see Note 4). All of these 
assets are reviewed annually for impairment. To assess if any impairment exists, estimates 
are made of the future cash flows expected to result from the use of the asset and its pos-
sible disposal. Actual outcomes could vary significantly from such estimates of discounted 
future cash flows. Factors such as changes in the planned use of buildings, machinery or 
equipment, or closure of facilities, the presence or absence of competition, technical obso-
lescence or lower than anticipated sales for products with capitalized rights could result in 
shortened useful lives or impairment.
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Critical accounting judgments in applying the Group’s accounting policies

In the process of applying the Group’s accounting policies, management has made the  
following judgments that have the most significant effect on the amounts recognized in the 
financial statements (apart from those involving estimations, which are dealt with above): 

Revenue recognition T he Group has recognized revenue for sales of goods to customers  
during 2005 who have the right to rescind the sale if the goods do not meet the agreed  
quality. The Group believes that, based on past experiences with similar transactions, the  
quality delivered will be accepted. Therefore it is appropriate to recognize revenue on this trans- 
action during 2005. Moreover, the Group has various contract agreements which include up-
front and milestone payments over a period of several years. Revenue is recognized only when, 
according to Management’s judgments, risks and rewards have been transferred to the cus-
tomer. For certain transactions, recognition of revenue is based on the performance of the con-
ditions agreed in particular contracts, the verification of which requires evaluation and judg-
ments by management. 

Events after the balance sheet date

On 17 January 2006, Lonza has announced that it will acquire the Bioproducts manufactur-
ing division of UCB for EUR 120 million, effective 28 February 2006 (closing date). This divi
sion, with approximately 300 employees, is located in Braine-l’Alleud just outside Brussels 
(Belgium) and has been active in chemical peptide manufacturing for over 20 years.

Approval of financial statements

The Board of Directors authorized the consolidated financial statements for issue on  
17 February 2006.

31

32

Financial Report C onsolidated financial statements
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Primary reporting format – business segments 

Year ended 31 December 2005
million CHF
  

Sales third party
Inter-segment sales 1

Total sales
Operating income (before special items /  
goodwill amortization / impairment)
– Percentage return on sales			   %
Goodwill impairment
Result from operating activities (EBIT)
– Percentage return on sales			   %
  
Financial income
Financial expenses
Income from associates
Other investment income / (loss)
Profit before income taxes
Income taxes
Profit for the period
 
Included in result from  
operating activities (EBIT):
– Research and development
– Depreciation and amortization
– Impairment losses 
– Reversal of impairment losses 
  
Assets 2

Liabilities 3

Net capital invested 4
  
Investment in associates
  
Return on net capital invested 5			   %
Investments in property, plant and  
equipment and intangibles 6
  
Headcount
Average headcount

Exclusive 
Synthesis & 
Biopharma-

ceuticals
 

879 
39

918
 

144
16.4

0
144

 16.4
 

 
 
 
 

57
99

0
0
 

1 677
(317)
1 360

  
 0 
  

11.2
 

155
 

2 437
2 303

Polymer  
Inter-

mediates

 
719 

1
720

 
46
6.4

0
46

 6.4
 

 
 
 
 

9
37

0
0
 

703
(146)

557
  

 0 
  

8.2
 

36
 

1 221
1 210

Organic Fine & 
Performance 

Chemicals

 
892 
140

1 032
 

127
14.2

0
127

 14.2
 

 
 
 
 

20
52

0
0
 

943
(128)

815
  

 0 
  

16.2
 

72
 

2 149
2 135

Other

 
 
 

31 
32
63

 
(20)

na
0

(20)
 na

 

 
 
 
 

3
3
0

(3)
 

81
(27)

54
  

 11 
  

na
 

9
 

177
178

Consolidation

 
 
 

0 
(212)
(212)

 
0

na
0
0

 na
 

 
 
 
 

0
0
0
0
 

(34)
34

0
  

 0 
  

na
 

0
 

0
0

Total

 
 
 

2 521 
0

2 521
 

297
11.8

0
297

 11.8
 

23
(78)

(1)
3

244
(56)
188 

 
 
 

89
191

0
(3)

 
3 370
(584)
2 786

  
 11 

  
11.0

 
272

 
5 984
5 826

1  Inter-segment sales were based on prevailing market prices
2  Assets consist of property, plant and equipment, intangible assets, inventories and receivables 
3  Liabilities comprise trade payables, other operating payables, other long-term liabilities, operating provisions and exclude taxation and interest-bearing debt
4  Net capital invested comprises all assets and liabilities committed to the segment operations at historical year-end rates
5  Calculated at historical yearly average rates
6  Investments calculated at average rates

Consolidated financial statements  Financial Report

There are no discontinuing operations in 2005.
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Primary reporting format – business segments 

Year ended 31 December 2004
million CHF
  

Sales third party
Inter-segment sales 1

Total sales
Operating income (before special items /  
goodwill amortization / impairment)
– Percentage return on sales			   %
  

Special items net:
– Value adjustment on inventories
Assets taken out of production / depreciation
Restructuring and other provisions
– Reversal of impairment 
– Book loss of sale of land and building  
	  at Los Angeles plant
– Book gain of sale of Bayport plant
Reversal of impairments and profit / (loss)  
from sale
Total special items net
  

Goodwill amortization
  

Result from operating activities (EBIT)
– Percentage return on sales			   %
 

Financial income
Financial expenses
Income from associates
Other investment income / (loss)
Profit before income taxes
Income taxes
Profit for the period
 

Included in result from  
operating activities (EBIT):
– Research and development
– Depreciation and amortization
– Impairment losses 
– Reversal of impairment losses 
 

Assets 2

Liabilities 3

Net capital invested 4

  
Investment in associates
  

Return on net capital invested 5			   %
Investments in property, plant  
and equipment and intangibles 6

  
Headcount
Average headcount

Exclusive 
Synthesis & 
Biopharma-

ceuticals*
 

 599 
 35 

 634 
  

52 
8.7 

  
 

(3)
(3)
 0 
 8 

 
(2)
 0 

 
 6 
 3 

 
(3)

  
52 

 8.7 
 

 
 
 

 53 
 79 

 0 
 (8) 

 
1 394 
(192)
1 202 

 
0
  

 4.4 
 

 136 
 

2 168 
2 191

Polymer
Inter- 

mediates 

 
 649 

 0 
 649 

  
36 

 5.5 
 
 

0 
 0 
 0 
 0 

 
 0 
 0 

 
 0 
 0 

 
 0 

 
 36 
 5.5 

 

 
 
 

 7 
 36 

 0 
 0 

 
684 

(125)
 559 

 
0
 

6.2 
 

 22 
 

1 199 
1 204

Organic Fine & 
Performance 

Chemicals

 
 852 
 122 
 974 

  
124 
14.6 

 
 

 0 
 0 

(4)
 0 

 
 0 
 3 
  
3 

(1)
  

(2)
  

121 
14.2 

 

 
 
 

 24 
 50 

 0 
 0 

 
861 

(105)
 756 

 
0
 

 16.4 
  

73 
 

2 122 
2 106

Other

 
 
 

82 
 38 

 120 
  
2 

 na
 
 

 0 
 0 
 0 
 0 

 
 0 
 0 

 
 0 
 0 

 
0 
 

 2 
na

 

 
 
 

 2 
 3 
 0 
 0 

 
86

(29)
57

 
8
 

na
  

18 
 

179 
 163

Consolidation

 
 
 

0 
(195)
(195)

  
0 

na
 
 

 0 
 0 
 0 
 0 

 
 0 
 0 

 
 0 
 0 

 
 0 

 
 0 

na
 

 
 
 

 0 
 0 
 0 
 0 

 
(20)
 20 

 0 
 

0
 

na
 

 0 
 

 0 
 0 

Total

 
 
 

2 182 
 0 

2 182 
  

214 
 9.8 

 
 

(3)
(3)
(4)
 8 

 
(2)
 3 

 
 9 
 2 
  

(5)
 

211 
 9.7 

 
14 

(46)
(2) 

2
 179 
(41)
 138 

 
 
 

 86 
 168 

 0 
(8) 

 
3 005 
(431)
2 574 

 
8
 

 8.4 
  

249 
 

5 668 
5 664 

1  Inter-segment sales were based on prevailing market prices
2  Assets consist of property, plant and equipment, intangible assets, inventories and receivables 
3  Liabilities comprise trade payables, other operating payables, other long-term liabilities, operating provisions and exclude taxation and interest-bearing debt
4  Net capital invested comprises all assets and liabilities committed to the segment operations at historical year-end rates
5  Calculated at historical yearly average rates
6  Investments calculated at average rates
* T he segment reporting of 2004 was restated due to the reclassification of the LOFO High Tech Film GmbH from the “Exclusive Synthesis & Biopharmaceuticals”  
	 Segment to “Other” Segment as a result of the change in management structure.

There were no discontinuing operations in 2004.
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Year ended 31 December 2005
million CHF
 
Sales third party by geographical  
location of customers
Total sales by production area
Sales third party by production area
Operating income (before special items /  
goodwill amortization / impairment)
– Percentage return on sales			   %
 

Goodwill impairment
  

Result from operating activities (EBIT)
– Percentage return on sales			   %
 

Net capital invested
Investments in property, plant and equipment 
and intangibles incl. leasing 1

Headcount

EU 
 
 
 

975
1 012

999
 

75
7.5

 
0
 

75
7.5

 
555

 
49

1 505

North 
America 

 
  

927
607
393

 
66

16.8
 

0
 

66
16.8

 
841

 
56

1 054

Rest of 
Europe 

 
 

37
69

0
 

10
na

 
0
 

10
na

 
169

 
9

304

Other 
areas 

 
 

328
150
124

 
3

2.4
 

0
 

3
2.4

 
207

 
17

541

Consoli- 
dation 

 
 

0
(834)

0
 

0
na

 
0
 

0
na

 
0
 

0
0

Total 
 
 
 

2 521
2 521
2 521

 
297
11.8

 
0
 

297
11.8

 
2 786

 
272

5 984

Switzerland 
 
 
 

254
1 517
1 005

 
143
14.2

 
0
 

143
14.2

 
1 014

 
141

2 580

Year ended 31 December 2004
million CHF
 
Sales third party by geographical  
location of customers
Total sales by production area
Sales third party by production area
Operating income (before special items / 
 goodwill amortization / impairment)
– Percentage return on sales			   %
 
Special items net:
– Value adjustment on inventories
Assets taken out of production/depreciation
Restructuring and other provisions
– Reversal of impairment 
– �Book loss of sale of land and  buildings  

at Los Angeles plant
– Book gain on sale of Bayport plant
Reversal of impairments and profit / (loss)  
from sale
Total special items net
  

Goodwill amortization
  

Result from operating activities (EBIT)
– Percentage return on sales				    %
  

Net capital invested
Investments in property, plant and equipment 
and intangibles incl. leasing 1

Headcount

EU 
 
 
 

939
816
793

 
(12)
(1.5)

 
 

 0 
 0 
 0 
 0 

 
 0 
0 
 

 0 
 0 

 
(3)

 
(15)
(1.9)

 
553

 
43

 1 453

North 
America 

 
 

673
543
387

 
42

 10.9 
 
 

 0 
 0 

(4)
 0 

 
(2)
 3 

 
1 

(3)
  

(2)
 

37 
 9.6 

 
646

 
53

973

Rest of 
Europe 

 
 

31
50

0
 

6
na

 
 

 0 
 0 
 0 
 0 

 
0 
 0 

 
0 
 0 
  

 0 
 

 6 
na

 
163

 
20

278

Other 
areas 

 
 

327
123

99
 

4
 4.0 

 
 

 0 
0 
 0 
 0 

 
0 
0 
 

 0 
 0 

 
 0 

 
 4 

 4.0 
 

164
 

28
455

Consoli- 
dation 

 
 

0
(692)

0
 

0
 na

 
 

 0 
 0 
0 
 0 

 
0 
0 
 

0 
 0 

 
 0 

 
 0 

na
 

0
 

0 
0

Total 
 
 
 

2 182
2 182
2 182

 
214
 9.8 

 
 

(3)
(3)
(4)

8
 

(2)
3
 

9
2
 

(5)
 

211
 9.7 

 
2 574

 
249

5 668

Switzerland 
 
 
 

212
1 342

903
 

174
 19.3 

 
 

(3)
(3)
 0 
 8 

 
 0 
 0 

 
8 
 5 
  

 0 
   

179 
 19.8 

 
1 048

 
105

2 509

1  Investments calculated at average rates
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Report of the Group Auditors
to the Annual General Meeting of Lonza Group Ltd, Basel

As group auditors, we have audited the consolidated financial statements (balance sheet, 
income statement, cash flow statement, statement of changes in equity and notes on pages 
12 to 60) of Lonza Group Ltd for the year ended 31 December 2005.

These consolidated financial statements are the responsibility of the board of directors. Our 
responsibility is to express an opinion on these consolidated financial statements based on our 
audit. We confirm that we meet the legal requirements concerning professional qualification 
and independence.

Our audit was conducted in accordance with Swiss Auditing Standards and with the Interna-
tional Standards on Auditing (ISA), which require that an audit be planned and performed to 
obtain reasonable assurance about whether the consolidated financial statements are free of 
material misstatement. We have examined on a test basis evidence supporting the amounts 
and disclosures in the consolidated financial statements. We have also assessed the account-
ing principles used, significant estimates made and the overall consolidated financial state-
ment presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the finan-
cial position, the results of operations and the cash flows in accordance with the International 
Financial Reporting Standards (IFRS) and comply with Swiss law.

We recommend that the consolidated financial statements submitted to you be approved.

KPMG Fides Peat

Hanspeter Stocker	 Urs Zeder
Swiss Certified Accountant	 Swiss Certified Accountant 
Auditor in Charge

Zurich, 17 February 2006
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Assets 1	  
CHF

 
Fixed assets
Property, plant and equipment
Investments
Long-term loans to subsidiaries
Total fixed assets
 

Current assets
Receivables:  
– From third parties 
– From subsidiaries and associates
Prepaid expenses: 
– Third parties 
– Subsidiaries and associates
Short-term advances: 
– Subsidiaries and associates
Marketable securities: 
– Own shares
Cash
Total current assets
Total assets

2004 

 
 

 1
 881 783 807
 562 137 500

1 443 921 308
  
 
 

277 001 
 3 668 686

 
 9 988 752 
5 967 566

  
340 669 646

  
54 294 592
 8 406 414

 423 272 657
1 867 193 965

2005
 

	  
 

 254 816
 903 662 687
 412 137 500

1 316 055 003
  
 
 

166 792 
4 457 939

 
  4 067 978 
7 740 117

  
566 565 874

  
68 564 068

 149 682 744
 801 245 512

2 117 300 515

Liabilities and shareholder’s equity 1	  
CHF

 
Shareholders’ equity
Share capital
Legal reserve: 
– General legal reserve 
– Reserve for own shares
Available earnings brought forward
Net income for the year 2004 and 2005
Total shareholders’ equity
 

Liabilities
 

Long-term liabilities
Long-term debt: 
– Due to third parties
Long-term provisions: 
– Due to third parties
Total long-term liabilities
 

Current liabilities
Payables and other liabilities: 
– Due to third parties 
– Due to subsidiaries and associates
Accrued expenses: 
– Due to third parties 
– Due to subsidiaries and associates
Short-term provisions: 
– Due to third parties
Short-term debt: 
– Due to third parties 
– Due to subsidiaries and associates
Total current liabilities 
Total liabilities
Total liabilities and shareholders’ equity
Shareholders’ equity as a percentage of total assets	 %

2004 

 
 

 50 450 000
 

 25 225 000 
335 897 598
 675 527 850
 201 257 424

1 288 357 872
  
 
 
 
 

375 000 000
   

522 231
 375 522 231

  
 
 

4 622 669 
 161 163

  
6 457 020 

0
   

638 733
  

176 510 000 
14 924 277

 203 313 862
 578 836 093

1 867 193 965
69.0

2005
 

	  
 

 50 450 000
 

 25 225 000 
336 251 047
 814 838 497
 158 803 356

1 385 567 900
  
 
 
 
 

300 000 000
   

392 108
 300 392 108

  
 
 

7 140 418 
 23 096

  
27 602 036 

3 919 158
   

555 000
  

375 000 000 
17 100 799

 431 340 507
 731 732 615

2 117 300 515
65.4

1  At 31 December
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CHF

 
Income
Income from investments
Income from sale of property
Interest income
Other financial income
Other income
Total income
 

Expenses
Personnel expenses
Other administrative expenses
Interest expenses
Other financial expenses
Taxes
Other expenses
Write-offs on property, plant and equipment 
Total expenses
 

Net income for the year

2004 

 
 

 206 712 960
 1 594 149

  35 187 696
  4 276 339
  1 839 183

  249 610 327
  
 

5 971 570
  5 778 478

 23 641 293
  8 941 375
 2 605 855
  1 414 332

 0
 48 352 903

  
201 257 424

2005
 

	  
 

 144 038 927
 0

51 919 379
27 554 125

1 272 142
 224 784 573

  
 

7 650 054
5 441 005

39 721 268
1 625 012
 9 433 582
2 063 711

 46 585
65 981 217

  
158 803 356

Income Statement – Holding
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Contingent liabilities
At 31 December 2005, indemnity liabilities, guarantees and pledges in favor of third parties to-
taled CHF 928 188 780 (31 December 2004: CHF 480 971 435). The company is a member of the 
Lonza Group value-added-tax group in Switzerland and is thereby jointly and severally liable to 
the federal tax authorities for value-added-tax debt of that group.

Liabilities to personnel welfare institutions
31 December 2005: CHF 40 775 (31 December 2004: CHF 517 601).

Investments
See list of significant subsidiaries, page 27.

Major shareholders in accordance with Art. 663c of the Swiss Code of Obligation
At 31 December 2005, it is known to us that EMS-Chemie Holding AG holds a total of 9 305 363 
nominal shares representing 18.44 % of the share capital. On 8 February 2005, Harris Associates 
L.P., Chicago (USA), made it known that it held 5 002 650 Lonza Group Ltd shares, representing 
9.92 % of the share capital. On 30 September 2004, Franklin Templeton Companies LLC, Fort 
Lauderdale (USA), made it known that it held 5 073 774  Lonza Group Ltd shares, representing 
10.06 % of the share capital.

Own shares
At 31 December 2005, Lonza Group Ltd and one of its subsidiaries held 3 077 050 of its own 
registered shares with a par value of CHF 1 each (31 December 2004: 3 070 575), resulting in a 
reserve for own shares of CHF 336 251 047 (31 December 2004: CHF 335 897 598). 
In order to satisfy the exercise of the Employee Share Purchase Plan in 2005, Lonza Group Ltd  
delivered 10 290 registered shares at an average market value of CHF 74.30 and acquired  
16 765 registered shares at an average market value of CHF 73.80. 
854 828 of the own registered shares with a par value of CHF 1 each (31 December 2004:  
848 353) are reserved for the Share Option Plans and the Employee Share Purchase Plan.  
2 222 222 registered shares with a par value of CHF 1 each are reserved for Lonza Finance 
Ltd’s convertible bond, purchased in 2002 at an average market price of CHF 118. The total of  
registered shares not entitled to a dividend is therefore 3 077 050 with a par value of CHF 1 each 
(2004: 3 070 575).

Short-term, long-term debts
In February 2003, Lonza Group Ltd issued a 2 % bond of CHF 375 000 000, at an issue price 
of 100.69 %, with maturity date 14 February 2006. In May 2005, Lonza Group Ltd issued a 
2.625 % bond of CHF 300 000 000, Tranche A CHF 250 000 000 at an issue price of 100.27 % and  
Tranche B CHF 50 000 000 at an issue price of 100.70 %, with maturity date 2 June 2010.

Additional notes

Exchange gains / losses  Other financial income includes in 2005 net realized exchange rate 
gains of CHF 4 835 241. Other financial expenses include in 2005 net unrealized exchange rate 
losses of CHF 1 623 439. (In 2004, exchange rate losses of CHF 2 860 991 were included in other 
financial expenses).

Value adjustment for own shares  Other financial income in 2005 includes a revaluation for 
own shares of CHF 13 916 027 (in 2004: a provision for valuation of CHF 6 017 876 was included 
in other financial expenses).

There were no other circumstances subject to the reporting requirements of Art. 663b CO. 

1

2

3

4

5

6
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Proposal of the Board of Directors 
concerning the appropriation of available earnings

Financial report  Financial statements of lonza group ltd

If the General Annual Meeting approves the above proposal from the Board of Directors,  
the dividend of CHF 1.30 per registered share, less 35 % withholding tax, will be paid as of  
28 March 2006 at the offices designated in the publication organ of the company and in  
selected daily newspapers.

Basel, 20 January 2006

Rolf Soiron	 Stefan Borgas
Chairman of the Board	 Chief Executive Officer

	  
CHF

 
Available earnings brought forward
Net income for the year
Available earnings at the disposal  
of the Annual General Meeting
 

Payment of a dividend of CHF 1.30 (2004: CHF 1.30  
per share) on the share capital eligible for dividend of  
CHF 47 372 950 (2004: CHF 47 379 483)
Available earnings carry-forward
 

Increase reserve for own shares  
in the 2005 business year
Available earnings brought forward  
after dissolution reserve

2004 

 
675 527 850  
 201 257 424 

  
876 785 274 

 
 
 

 61 593 328 
 815 191 946 

 
 

(353 449) 
 

 814 838 497  

2005
 
 

814 838 497  
  158 803 356 

  
973 641 853 

 
 
 

 61 584 835 
  912 057 018 
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Report of the Statutory Auditors
to the Annual General Meeting of Lonza Group Ltd, Basel

As statutory auditors, we have audited the accounting records and the financial statements 
(balance sheet, income statement and notes on pages 64 to 67) of Lonza Group Ltd for the 
year ended 31 December 2005.

These financial statements are the responsibility of the board of directors. Our responsibility 
is to express an opinion on these financial statements based on our audit. We confirm that 
we meet the legal requirements concerning professional qualification and independence.

Our audit was conducted in accordance with Swiss Auditing Standards, which require that an 
audit be planned and performed to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. We have examined on a test basis evidence 
supporting the amounts and disclosures in the financial statements. We have also assessed 
the accounting principles used, significant estimates made and the overall financial state-
ment presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the accounting records and financial statements and the proposed appropria-
tion of available earnings comply with Swiss law and the company’s articles of incorporation.

We recommend that the financial statements submitted to you be approved.

KPMG Fides Peat

Hanspeter Stocker	 Urs Zeder
Swiss Certified Accountant	 Swiss Certified Accountant
Auditor in Charge

Zurich, 17 February 2006
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Information for Investors

Lonza Group Ltd shares are listed on the SWX Swiss Exchange and included in the Swiss Market 
Index (SMI). The shares are traded on the virt-x, an electronic trading system based in London. 
The nominal value of the Lonza Group Ltd share amounts to CHF 1.

The Lonza share price recovered quickly from the all-year low of CHF 63.35 reached on  
10 January 2005, rising steadily from the beginning of the year until mid-June. This was a con-
tinuation of the marked upward trend apparent from the summer of 2004. The share price 
performed well above the SMI Index throughout the first six months of 2005. Then in June 
2005, the Lonza share lost 10 % of its value in a few days and fell back to the level of the SMI  
Index. The drop in price followed immediately on the publication of two news releases, one from  
Genentech on 17 June 2005, the other from Bristol-Myers Squibb on 22 June 2005, notwithstand-
ing the fact that neither announcement had any implications for the long-term supply agree-
ments between Lonza and these companies. The share price stabilized again by mid September 
and continued to run in parallel with the SMI. In mid October it weakened again and stabilized  
before the end of the year. On 29 December 2005, the share price reached its all-year peak of 
CHF 80.65, the highest level over the last two years.

At 31 December 2005, it is known to us that EMS-Chemie Holding AG holds a total of  
9 305 363 nominal shares representing 18.44 % of the share capital. In February 2005, Harris 
Associates L.P. informed Lonza Group Ltd that it now held 9.92 % of the voting rights of Lonza 
Group Ltd, falling short of the 10 % threshold. On 30 September 2004, Franklin Templeton 
Companies LLC, Fort Lauderdale (USA), made it known that it held 5 073 774  Lonza Group Ltd 
shares, representing 10.06 % of the share capital.

Daily trade volume was 295 548 shares on average in 2005.

Lonza Group share price development versus Swiss Market Index rebased 2005 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

	 Lonza Group Ltd 
	 Swiss Market Index rebased 
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Registered shares	  

 
Number of shares issued
Number of shares ranking for dividend 1

Par value per share	 CHF
 

Net income	 CHF million
Net income before special items	 CHF million
 

Diluted net income 2	 CHF million
Diluted net income before special items 2	 CHF million

2004 

 
50 450 000
47 379 425

1 
 

138
136

 
138
136

2005
 
 

50 450 000
47 372 950

1 
 

188
188

 
192
192

Ratios per security	  

 
Weighted average number of shares
Diluted weighted average number of shares
Basic earnings per share before special items	 CHF
Basic earnings per share	 CHF
Diluted earnings per share before special items	 CHF
Diluted earnings per share	 CHF

2004 

 
47 379 287
47 379 287

2.87
2.91
2.87
2.91

2005
 
 

47 375 616
49 738 671

3.97
3.97
3.87
3.87

1  See note 27
2  See note 28
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		   	 Note 1 
 

Origin of value added:
Income from production
Dividend earned			   22

Total income
 

Services bought from third parties:
Material costs			   16

Energy costs			   16

Other operating expenses  
excl. capital taxes			    
Gross value added
Depreciation on property, plant  
and equipment as well as amortization  
on intangibles and goodwill  
amortization /  impairment		  18

Income from application  
of the equity method		  22

Total net value added  
before special items
Special items net			   20

Total net value added
  

Distribution of value added:
To staff: 
– Wages and salaries 		  17

– Pensions			   17

– Other social security contributions	 17

– Other personnel expenses		  17

Total personnel cost
 

To public authorities: 
– Income and capital taxes		  23

To lenders: 			 
– Interest on net debt	 21a, 21b

To shareholders: 		
– Dividends paid 		  page 15

To the company:
– Profit for the period
– Dividends paid 		  page 15

Total

Distribution of value added  
per employee: 
CHF

 
Wages and salaries
Pensions
Other social security contributions
Other personnel expenses
Total per employee  

1 See the accompanying notes to the consolidated financial statements

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

427 
 33 
 78 
 11 

  
 
 
 
 
 
 
 
 

138 
(62)

 

 

 

2004 
million CHF

 
 

2 295 
 0 

2 295 
 
 

(1 019)
(103)

 
(237)
 936 

 
 
 

(173)
  
0 
  

763 
 2 

 765 
  
 
 
 
 
 
 

549 
  
 

46 
  

32 
  

62 
  
 

76 
 765 

2004 

 
75 395 

5 827 
13 772 

1 943 
96 937

% 
 
 
 
 

100.0
  
 
 
 
 
 
 
 
 
 
 

 
  

33.2 
 0.1 

33.3
  
 
 
 
 
 
 

71.8
 
 

6.0
 

4.2
 

8.1
 
 

9.9
100.0

 

 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

464 
 34 
 88 
 13 

  
 
 
 
 
 
 
 
 

188 
(62)

 

 

 

2005 
million CHF

 
 

2 614 
 0 

2 614 
 
 

(1 146)
(108)

 
(271)

 1 089 
 
 
 

(188)
  
2 
  

903 
 0 

 903 
  
 
 
 
 
 
 

599 
  
 

61 
  

55 
  

62 
  
 

126 
 903 

 

2005 

79 643 
5 836 

15 105 
2 231 

102 815

% 
 
 
 
 

100.0
  
 
 
 
 
 
 
 
 
 
 

 
  

34.5 
 0.0 

34.5
  
 
 
 
 
 
 

66.3
 
 

6.8
 

6.1
 

6.9
 
 

13.9
100.0
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The following is a summary of the free cash flow using Lonza’s definition. It includes earnings 
before interest, taxes and depreciation (EBITDA) and subtracts the increase of operating net 
working capital and capital expenditures less disposal of fixed assets. It can be derived from 
the cash flow statement as follows:

 	  
million CHF

 
Profit for the period
Adjustments for:
–	Income taxes
–	Other (financial income) and expenses
 

Result from operating activities (EBIT)
 

–	Goodwill amortization / impairment
–	Depreciation of property,  
	 plant and equipment
–	Amortization of intangible assets 
–	Reversal of impairment
–	(Gain) / loss on disposal of assets
–	(Increase) / decrease inventories
–	(Increase) / decrease trade receivables
–	Increase / (decrease) trade payables
–	(Increase)  / decrease other  
	 net working capital
Change of operating net working capital
–	Purchase of property, plant and equipment
–	Purchase of intangible assets
–	Proceeds from sale of tangible  
	 and intangible assets
–	(Purchase)  / proceeds  
	 from sale of other assets
–	(Decrease) / increase  
	 in other long-term liabilities 
Operating investment net
 

Free cash flow

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(27)
(85)

65
 

28
 

(241)
(17)

 
15

 
(2)

 
49

  
 

2005
 
 

188
 

56
53

 
297

 
0
 

184
7

(3)
(6)

 
 
 
 
 

(19)
 
 
 
 
 
 
 
 

(196)
 

264

2004 
 
 

138
 

41
32

 
211

 
5
 

163
5

(8)
3
 
 
 
 
 

(53)
 
 
 
 
 
 
 
 

(246)
 

80

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(75)
(24)

6
 

40
 

(237)
(12)

 
8
 

(1)
 

(4)
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