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1 The notes form an integral part of the consolidated fi nancial statements.  
2  Restated, refer to note 1.04 for details.     

Consolidated fi nancial statements of the Clariant Group     
Consolidated balance sheets     
at 31 December 2005 and 2004     

Assets  2005  20042 
 Notes1 CHF mn % CHF mn %

Non-current assets     

Property, plant and equipment  4 2 605  2 440 
Intangible assets  5 418  405 
Investments in associates  6 282  277 
Financial assets  7 47  47 
Prepaid pension assets 15 77  49 
Deferred income tax assets  8 250  259 

Total non-current assets  3 679 50.2 3 477 42.9

Current assets     

Inventories  9 1 535  1 325 
Trade receivables 10 1 488  1 374 
Other current assets 11 344  419 
Cash and cash equivalents 12 223  1 477 
Current income tax receivables  55  28 

Total current assets  3 645 49.8 4 623 57.1

Total assets  7 324 100.0 8 100 100.0

Equity and liabilities  2005  2004 
 Notes1 CHF mn % CHF mn %

Capital and reserves attributable to the company’s equity holders     

Share capital 13 1 093  1 151 
Treasury shares (par value) 13 - 18  - 17 
Other reserves  663  529 
Retained earnings  793  595 
  2 531  2 258 

Minority interests  60  56 
Total equity  2 591 35.4 2 314 28.6

Liabilities     

Non-current liabilities     

Financial debts 14 599  1 723 
Deferred income tax liabilities  8 390  388 
Retirement benefi t obligations 15 507  479 
Provisions for non-current liabilities 16 289  319 
Total non-current liabilities  1 785 24.4 2 909 35.9

Current liabilities     

Trade payables 17 1 205  1 165 
Financial debts 18 1 137  1 172 
Current income tax liabilities  175  175 
Provisions for current liabilities 19 431  365 
Total current liabilities  2 948 40.2 2 877 35.5

Total liabilities  4 733 64.6 5 786 71.4

Total equity and liabilities  7 324 100.0 8 100 100.0
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1  The notes form an integral part of the consolidated fi nancial statements.     
2  Restated, refer to note 1.04 for details.     

Consolidated income statements     
for the years ended 31 December 2005 and 2004     

  2005  20042 
 Notes1 CHF mn % CHF mn %

Sales  20, 21 8 181 100.0 8 530 100.0
Costs of goods sold  - 5 765  - 5 823 

Gross profi t  2 416 29.5 2 707 31.7

Marketing and distribution  - 1 303  - 1 262 
Administration and general overhead costs  - 402  - 561 
Research and development  - 218  - 274 
Income from associates  6 23  26 
Gain/loss from the sale of discontinued operations 22 - 2  95 
Gain/loss from the sale of subsidiaries and associates 23 40  - 32 
Restructuring and impairment 27 - 186  - 136 
Amortization of goodwill  5 –  - 30 

Operating income   368 4.5 533 6.2

Interest expense  - 132  - 154 
Other fi nancial income and expenses 25 34  - 79 

Income before taxes  270  300 

Taxes  8 - 78  - 141 
Net income  192 2.3 159 1.9

Attributable to:     
Equity holders of the company  184  152 
Minority interests  8  7 

Net income  192 2.3 159 1.9

Earnings per share for profi t attributable to the company’s equity holders:     

Earnings per share (CHF/share) 26 0.81  0.72 
Diluted earnings per share (CHF/share) 26 0.81  0.72 
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1  The notes form an integral part of the consolidated fi nancial statements.     
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Consolidated statements of cash fl ows      
for the years ended 31 December 2005 and 2004     

   2005  20042

 Notes1  CHF mn  CHF mn

Net income   192  159
Depreciation of property, plant and equipment (PPE)  4  273  306
Impairment and reversal of impairment of PPE  4  59  39
Amortization of intangible assets (2004 including goodwill)  5  10  40
Changes in provisions and taxes   115  216
Interest paid   - 165  - 161
Income taxes paid   - 89  - 104
Loss (gain) before recycled exchange rate variances 22  2  - 95
and taxes from the sale of discontinued operations     
Loss (gain) before  taxes from the sale of subsidiaries 23  - 40  32
and associates     
Other non-cash items   - 84  37

Cash fl ow before changes in working capital   273  469

Changes in inventories   - 137  15
Changes in trade receivables   - 6  52
Changes in trade payables   65  90
Changes in other current assets and liabilities   14  193

Cash fl ow from operating activities   209  819

Investments in PPE  4 - 348  - 289 
Investments in fi nancial assets and associates  - 4  – 
Investments in intangible assets  5 - 5  - 8 
Sale of PPE and intangible assets  10  10 
Acquisition of companies, businesses and participations 24 - 33  - 24 
Proceeds from the sale of discontinued operations  22 -7  335 
Proceeds from the sale of subsidiaries and associates 23 71  50 
Dividends received  24  31 
Interest received  42  23 

Cash fl ow from investing activities   - 250  128

Proceeds from the issuance of share capital  –  877 
Repayment of share capital  - 58  – 
Treasury share transactions 13 - 8  16 
Proceeds from fi nancial debts  614  80 
Repayments of fi nancial debts  - 1 772  - 1 322 
Dividends paid  - 5  - 37 

Cash fl ow from fi nancing activities   - 1 229  - 386

Currency translation effect on cash and cash equivalents   16  - 13
     
Net change in cash and cash equivalents   - 1 254  548

Cash and cash equivalents at the beginning of the period 12  1 477  929

Cash and cash equivalents at the end of the period 12  223  1 477
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of the Clariant Group

The notes form an integral part of the consolidated fi nancial statements.          
          

Consolidated statement of changes in equity           
for the years ended 31 December 2005 and 2004          

CHF mn   Other reserves       

 Total Treasury Share Hedging Cumulative Total Retained Total  Minority Total
 share shares premium reserves translation other  earnings attributable interests equity
 capital (par value) reserves  reserves reserves  to equity  
        holders  
Balance 31 December 2003 767 - 18 274 - 8 - 243 23 404 1 176 64 1 240

Correction of errors and   - 1    – 47 46  46
changes in accounting policy           
(notes 1.03/1.04)          

Restated balance 767 - 19 274 - 8 - 243 23 451 1 222 64 1 286
31 December 2003

Cash fl ow hedges, net of tax:          
Net fair value gains (losses)    3  3  3  3

Net investment hedges     30 30  30  30
Exchange rate differences     - 20 - 20  - 20 - 2 - 22

Net income recognized  0 0 0 3 10 13 0 13 - 2 11
directly in equity          

Net income      – 152 152 7 159
Total recognized income 0 0 0 3 10 13 152 165 5 170
and expense for the period          

Purchase of minority shares      –   - 6 - 6
Dividends to third parties      – - 30 - 30 - 7 - 37
Issuance of share capital 384  493   493  877  877
Treasury share transactions  2    – 14 16  16
Employee share and option scheme:          

value of employee services       – 8 8  8
(note 29)

Balance 31 December 2004 1 151 - 17 767 - 5 - 233 529 595 2 258 56 2 314

          
Cash fl ow hedges, net of tax:          

Transfers to net income    5  5  5  5
Net investment hedges     - 35 - 35  - 35  - 35
Exchange rate differences     164 164  164 15 179

Net income recognized  0 0 0 5 129 134 0 134 15 149
directly in equity          

Net income      – 184 184 8 192
Total recognized income and 0 0 0 5 129 134 184 318 23 341
expense for the period          

Purchase of minority shares      – 14 14 - 14 0
Dividends to third parties      –   - 5 - 5
Repayment of share capital - 58     –  - 58  - 58
Treasury share transactions  - 1    – - 7 - 8  - 8
Employee share and option scheme:          

value of employee services      – 7 7  7
(note 29)      

Balance 31 December 2005 1 093 - 18 767 0 - 104 663 793 2 531 60 2 591
          

During 2005 Clariant reduced its share capital by CHF 0.25 per share 
resulting in a pay-out of CHF 58 million.

During 2004 Clariant issued new shares amounting to nominal capital 
of CHF 384 million (76 720 000 shares at CHF 5 per share). Transaction 
costs relating to the issuance of share capital in the amount of CHF 44 
million were deducted from the share premium.
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1.04 International Financial Reporting Standards effective in 2005

In 2004 the IASB published IFRS 2 ‚Share-based Payment‘, IFRS 3 
‚Business Combinations‘, IFRS 4 ‚Insurance Contracts‘ and IFRS 5 
‚Non-current Assets Held for Sale and Discontinued Operations‘. In ad-
dition as part of the IASB improvement projects there were amend-
ments and changes to IAS 36 ‚Impairment of Assets‘, IAS 38‚ Intangible 
Assets‘, IAS 28 ‘Investments in Associates’, IAS 1 ‘Presentation of Fi-
nancial Statements’, IAS 19 ‘Employee Benefi ts’ and SIC 12 ‘Employee 
compensation plans’ and further amendments to IAS 39 and IAS 21. 
The Group has adopted these new and improved standards effective 
1 January 2005. This led to a number of reclassifi cations in the fi nancial 
statement of the Group. The effects were the following:

�  IFRS 2, Share-based payment: The adoption of IFRS 2 resulted in a 
change in the accounting policy for share-based payment. Until 31 
December 2004, accruals for share-based payments were recorded 
as an expense in the income statement and a provision in the bal-
ance sheet. No expense was recognized for the provision of share 
options. The adoption of IFRS 2 led to the reclassifi cation of CHF 39 
million from provisions to equity and of CHF 9 million from deferred 
tax assets to equity, resulting in a total impact on equity of CHF 30 
million as at 31 December 2004. Of this amount CHF 22 million refers 
to reporting periods up to 31 December 2003 and CHF 8 million to 
2004. The adoption of IFRS 2 had a positive impact on the income 
statement of CHF 2 million in 2004.

�  The adoption of IFRS 3, IAS 36 (revised) and IAS 38 (revised) re-
sulted in a change in the accounting policy for goodwill. Until 31 De-
cember 2004 goodwill was amortized on a straight-line basis over a 
period ranging from ten to 20 years and assessed for an indication 
of impairment at each balance sheet date.

�  IFRS 3, Business combinations: In accordance with the provisions 
of IFRS 3:

 �  The Group ceases amortization of goodwill from 1 January 
2005;

 �  Accumulated amortization as at 1 January 2005 has been elimi-
nated with a corresponding decrease in the cost of goodwill;

 �  From the year ended 31 December 2004 onwards, goodwill is 
tested annually for impairment, as well as when there are indi-
cations of impairment.

1. Accounting policies 

1.01 General information

Clariant Ltd (the „Company“) and its consolidated subsidiaries (together 
the „Group“) are a global leader in the fi eld of specialty chemicals. The 
Group develops, manufactures, distributes and sells a broad range of 
specialty chemicals which play a key role in its customers’ manufac-
turing and treatment processes or adds value to their end products. 
The Group has manufacturing plants around the world and sells mainly 
in countries within Europe, the Americas and Asia.

The company is a limited liability company incorporated and domiciled 
in Switzerland. The address of its registered offi ce is Rothausstrasse 
61, CH-4132 Muttenz, Switzerland. The Company is listed on the Swiss 
Stock Exchange (SWX).

The Board of Directors has approved the consolidated fi nancial state-
ments for issue on 24 February 2006.

1.02 Basis of preparation

The consolidated fi nancial statements of the Clariant Group comply 
with the International Financial Reporting Standards (IFRS) formulated 
by the International Accounting Standards Board (IASB) and with In-
ternational Accounting Standards (IAS) and interpretations, formulated 
by its predecessor, the International Accounting Standards Committee 
(IASC), as well as with the following signifi cant accounting policies. 
The consolidated fi nancial statements have been prepared under the 
historical cost convention as modifi ed by the revaluation of fi nancial 
assets and liabilities (including derivative instruments at fair value 
through profi t or loss).

The preparation of fi nancial statements in conformity with IFRS re-
quires the use of estimates and assumptions. These affect the reported 
amounts of assets and liabilities and the disclosure of contingent as-
sets and liabilities at the date of the fi nancial statements and the re-
ported amounts of revenues and expenses during the reporting period. 
Although these estimates are based on management’s best knowledge 
of current events and circumstances, actual results may ultimately dif-
fer from those estimates. The areas involving a higher degree of judg-
ment or complexity, or areas where assumptions and estimates are 
signi fi cant to the consolidated fi nancial statements, are disclosed un-
der note 3.

1.03 Errors

During 2005 it became evident that a change in the group structure had 
not been accounted for correctly from a tax point of view in 2002. A tax 
exemption which was considered to be of a permanent nature proved to 
be temporary only. As a result an additional CHF 9 million should have 
been reported as a deferred tax liability. In accordance with IAS 8 the 
correction was posted in the earliest period presented and as such is 
included in the correction of the opening amount of equity on 1 January 
2004.

Notes to the consolidated fi nancial statements
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�  IAS 39, Financial Instruments: Recognition and Measurement (re-
vised): The modifi cation of IAS 39 also comprised a clearer focus 
with regard to the criteria for the de-recognition of fi nancial instru-
ments on the balance sheet. In view of the new guidance and as a 
result of an analysis performed related to the transfer of risk and 
rewards, trade receivables securitized in the United States and 
Germany in Asset Backed Securities (ABS) are now recognized in 
the balance sheet. This led to an increase of trade receivables and 
current fi nancial debts of CHF 241 million in the balance sheet as at 
31 December 2004.

�  IAS 21, The Effects of changes in foreign exchange rates: At the end 
of 2005 the standard was amended to clarify that a loan between 
subsidiaries of the Group (sister to sister loans) may form part of the 
net investment in a foreign operation if settlement of the loan is nei-
ther planned nor likely to occur in the foreseeable future. In addition 
to that, the standard was amended with regard to ex change differ-
ences arising from the translation of a monetary item that is de-
nominated in a currency other than the functional currency of either 
the reporting entity or the foreign operation. Such exchange rate 
differences are recognized in equity in the consolidated fi nancial 
statements if the criteria for a monetary item to qualify as a net in-
vestment in a foreign operation are met.

  The amendments to IAS 21 are effective for annual periods begin-
ning on or after 1 January 2006. Earlier adoption is however encour-
aged and the Group has adopted these amendments as of 1 January 
2005.

�  IAS 28, Investments in Associates (revised): As a result of the re-
vised standard, the accounting policies of the German Infraserv 
companies, which are valued at equity, were amended in order to be 
in line with all IFRS requirements. The fi nancial statement was re-
stated and resulted in a consolidated change in equity as at 1 Janu-
ary 2004 in the amount of CHF 39 million. Investments in associates 
increased in the amount of CHF 51 million. The major changes in valu-
ations occurred in property, plant and equipment and provisions.

�  IAS 1, Presentation of Financial Statements: The revised IAS 1 re-
quires that minority interests are included in equity. The adoption of 
this requirement resulted in the reclassifi cation of CHF 64 million to 
equity in the balance sheet as at 1 January 2004. In addition to this, 
IAS 1 (revised) now requires that net income in the income state-
ment includes the minority shares. As a consequence of this the line 
Net income in the Cash fl ow statement now also includes the minor-
ity share of the net income.

�  IFRS 5, Non-current assets held for sale and discontinued opera-
tions: On 1 January 2005 IFRS 5 became effective. The standard 
requires that non-current assets and associated liabilities be re-
ported separately in the balance sheet, if management is demon-
strably committed through a plan to sell them and if a sale is prob-
able within the next twelve months. 

�  IAS 19, Employee benefi ts (revised): The amendment of paragraphs 
32A, 34 – 34B and 61 were adopted early, however this did not result 
in any substantial changes to the Group’s accounting policies. The 
amendments of paragraphs 120 – 121 were also adopted early. This 
has affected the presentation of the reconciliation of the opening 
and closing balances of the fair value of plan assets and the defi ned 
benefi t obligations and the elements of the pension plan expenses 
recorded. Furthermore, this has resulted in additional disclosures 
regarding pension plan assets and actuarial assumptions.

  The option in paragraphs 93A – 93 D was not adopted by the Group. 
Had it been adopted this would have reduced equity in the amount 
of CHF 267 million as at 1 January 2004 and would have increased 
Operating income by CHF 9 million in 2005 and CHF 13 million in 2004. 
However, the Group has not yet decided whether it will adopt this 
option in 2006.

�  SIC 12, Equity compensation plans (revised): Changes to the Stand-
ing Interpretations Committee SIC 12 came into force on 1 January 
2005, which require the consolidation of equity compensation plans. 
Prior to this change, there was no requirement under IFRS to con-
solidate these plans. As a result, Clariant consolidated the Employee 
Participation Fund retrospectively with effect as of 1 January 2004. 
The consolidation reduced the average shares outstanding by 
266 020 due to additional Clariant Ltd shares being held by the for-
merly unconsolidated Employee Participation Fund, which holds a 
fi xed number of shares for employee compensation plans. Further-
more, the balance sheet item ‘Other current assets’ was reduced by 
the amount of CHF 5 million. The consolidation of the fund does not 
impact EPS to any signifi cant extent, nor does it affect the Cash 
fl ow statement.

Overall these changes had the following impact on the balance sheet 
positions:

Opening balance as at 1 January 2004

�  An increase in Investments in associates by CHF 51 million.
�  A decrease in Deferred tax assets by CHF 21 million.
�  An increase in Trade receivables by CHF 241 million.
�  A decrease in Other current assets by CHF 5 million.
�  An increase in Deferred income tax liabilities by CHF 15 million.
�   A decrease in Provision for non-current liabilities by CHF 30 mil-

lion.
�  An increase in Current fi nancial debts by CHF 241 million.
�  A decrease in Current income tax liabilities by CHF 6 million.
�   An increase in Total equity by CHF 110 million, thereof CHF 64 million 

as a result of the inclusion of Minority interests in the presentation 
of Total equity.
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Closing balance as at 31 December 2004

� An increase in Deferred tax assets by CHF 1 million.
�  A decrease in Financial fi xed assets by CHF 49 million due to the 

separate presentation of Prepaid pension assets on the face of the 
balance sheet.

�  A decrease in Provision for non-current liabilities by CHF 488 mil-
lion of which CHF 479 million is due to the separate presentation of 
Retirement benefi t obligations on the face of the balance sheet. 

�   An increase in Current income tax liabilities by CHF 28 million due 
to the separate presentation of Current income tax receivables on 
the face of the balance sheet. 

�   An increase in Net income by CHF 9 million, of which CHF 7 million is 
due to the inclusion of profi t attributable to Minority interests and 2 
million due to the adoption of IFRS 2.

�   An increase in Total equity by CHF 112 million, thereof CHF 56 million 
as a result of the inclusion of Minority interests in the presentation 
of Total equity.

All changes in the accounting policies have been made in accordance 
with the transition provisions in the respective standards. All standards 
adopted by the Group require retrospective application other than:

�  IFRS 2: retrospective application for all equity instruments granted 
after 7 November 2002 and not vested at 1 January 2004;

�  IFRS 3: prospective application for reporting periods beginning 
after 31 March 2004.

�  IFRS 5: prospective application for reporting periods beginning 
after 1 January 2005.

Other new or improved standards had no impact on the Consolidated 
Financial Statements.

1.05 International Financial Reporting Standards not yet effective

Certain new standards, amendments and interpretations to existing 
standards have been published that are mandatory for the Group’s ac-
counting periods beginning on or after 1 January 2006 or later periods 
but which the Group has not early adopted, as follows:

�  IAS 39 (amendment), Cash Flow Hedge Accounting of Forecast In-
tragroup Transactions (effective from 1 January 2006): The amend-
ment allows the foreign currency risk of a highly probable forecast 
intragroup transaction to qualify as a hedged item in the consoli-
dated fi nancials statements, provided that: (a) the transaction is 
denominated in a currency other than the functional currency of the 
entity entering into the transaction; and (b) the foreign currency 
risk will affect consolidated profi t or loss. The Group believes that 
this amendment will not have any signifi cant impact on the classifi -
cation of fi nancial instruments.

�  IAS 39 (amendment), The Fair Value Option (effective from 1 Janu-
ary 2006): This amendment changes the defi nition of fi nancial in-
struments classifi ed at fair value through profi t or loss and restricts 
the ability to designate fi nancial instruments as part of this catego-
ry. The Group believes that this amendment will not have any sig-
nifi cant impact on the classifi cation of fi nancial instruments.

�  IFRS 7, Financial Instruments: Disclosures (effective from 1 Janu-
ary 2007): This standard introduces new disclosures to improve the 
information about fi nancial instruments. It requires the disclosure 
of qualitative and quantitative information about exposure to risk 
arising from fi nancial instruments, including specifi ed minimum dis-
closures about credit risk, liquidity risk and market risk, including 
sensitivity analysis to market risk. It replaces IAS 30, Disclosures in 
the Financial Statements of Banks and Similar Financial Institu-
tions, and disclosure requirements in IAS 32, Financial Instruments: 
Disclosure and Presentation. It is applicable to all entities that re-
port under IFRS. The Group assessed the impact of IFRS 7 and it was 
not adopted early because this standard regulates disclosures only. 
It would not have had any impact on the Group’s accounting poli-
cies.

The above mentioned standards will be adopted as they become ef-
fective. Other new or revised standards will have no impact on the 
consolidated fi nancial statements.

1.06 Scope of consolidation

�  Subsidiaries: Subsidiaries are those entities in which the Group has 
an interest of more than one half of the voting rights or otherwise 
has the power to govern the fi nancial and operating policies. These 
entities are consolidated. The existence and effect of potential vot-
ing rights that are presently exercisable or presently convertible 
are considered when assessing whether the Group controls anoth-
er entity. Subsidiaries are consolidated from the date on which con-
trol is transferred to the Group and cease to be consolidated from 
the date control is terminated.

The Group uses the purchase method of accounting to account for 
the acquisition of subsidiaries. The cost of an acquisition is mea-
sured as the fair value of the assets given, equity instruments is-
sued and liabilities incurred or assumed at the date of exchange, 
plus costs directly attributable to the acquisition. Identifi able as-
sets ac quired and liabilities and contingent liabilities assumed in a 
business combination are measured initially at their fair values at 
the acquisition date, irrespective of the extent of a minority interest. 
The excess of the cost of acquisition over the fair value of the 
Group’s share of the identifi able net assets acquired is recorded as 
goodwill. If the costs of acquisition are less than the fair value of the 
net assets of the subsidiary acquired, the difference is recognized 
directly in the income statement (see note 1.11).
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�  Investments in associates: Associates are entities where the Group 
has between 20% and 50% of the voting rights, or over which the 
Group has signifi cant infl uence, but which it does not control. In-
vestments in associates are accounted for by the equity method of 
accounting and are initially recognized at cost. The Group’s invest-
ments in associates include goodwill (net of any accumulated im-
pairment loss) identifi ed on acquisition.

The company’s share of the post-acquisition profi ts or losses of as-
sociates is recognized in the income statement and its share of 
post-acquisition movements in reserves is recognized in reserves. 
The cumulative post-acquisition movements are adjusted against 
the cost of the investment. When the Group’s share of losses in an 
associate equals or exceeds its interest in the associate, including 
any other unsecured receivables, the Group does not recognize fur-
ther losses, unless it has incurred obligations or made payments on 
behalf of the associate.

All associates use the same set of accounting policies (IFRS) as ap-
ply to the consolidated accounts of the Group.

1.07 Principles and method of consolidation

The annual closing date of the individual fi nancial statements is 31 De-
cember. The consolidated fi nancial statements are prepared in accord-
ance with the historical cost convention except for the revaluation to 
market value of certain fi nancial assets and liabilities and applying uni-
form presentation and valuation principles. 

Intercompany income and expenses, including unrealized gross profi ts 
from internal Group transactions and intercompany receivables and 
payables, are eliminated. The results of minority interests are sepa-
rately disclosed in the income statement and balance sheet.

1.08 Reclassifi cation

Certain prior year balances have been reclassifi ed to conform to the 
current year presentation (for details, refer to the respective notes).

1.09 Revenue recognition

Sales of goods are recognized when the signifi cant risks and rewards 
of ownership 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, based on the contract terms.

Interest income is recognized on a time proportion basis, taking into 
account the principal outstanding and the effective rate over the period 
to maturity when it is determined that such income will accrue to the 
Group. Dividends are recognized when the right to receive payment is 
established.

1.10 Exchange rate differences

�  Functional currency: Items included in the fi nancial statements of 
each entity are measured using the currency of the primary eco-
nomic environment in which the entity operates (“the functional 
currency“). The consolidated fi nancial statements are presented in 
Swiss francs, which is the functional and presentation currency of 
the parent.

�  Transactions and balances: Foreign currency transactions are 
translated into the functional currency using the exchange rates 
prevailing at the dates of the transactions. Foreign exchange gains 
and losses resulting from the settlement of such transactions and 
from the translation of monetary assets and liabilities denominated 
in foreign currencies, are recognized in the income statement, ex-
cept when deferred in equity as qualifying cash fl ow hedges and net 
investment hedges. Translation differences on debt securities and 
other monetary fi nancial assets measured at fair value are included 
in foreign exchange gains and losses. 

�  Group companies: Income statements and cash fl ows of foreign en-
tities are translated into the Group’s presentation currency at sales 
weighted average exchange rates for the year and their balance 
sheets are translated at the exchange rates prevailing on 31 De-
cember. Exchange rate differences arising on the translation of the 
net investment in foreign entities and of borrowings and other cur-
rency instruments designated as hedges of such investments are 
taken to shareholders’ equity. Net investments also include loans 
for which settlement is neither planned nor likely to occur in the 
foreseeable future. When a foreign entity is sold, such exchange 
rate differences are recognized in the income statement as part of 
the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of for-
eign entities after 31 March 2004 are treated as assets and liabilities of 
the foreign entity and translated at the closing rate. 

1.11 Property, plant and equipment

Property, plant and equipment are valued at historical acquisition or 
production costs and depreciated on a straight-line basis to the income 
statement, using the following maximum estimated useful lives in ac-
cordance with group’s guidelines:
� Buildings 40 years
� Machinery and equipment 16 years
� Furniture, vehicles, computer hardware 5 to 10 years
� Land is not depreciated

Financing costs associated with the construction of property, plant 
and equipment are not capitalized.

Subsequent costs are included in the asset’s carrying amount or rec-
ognized as a separate asset, as appropriate, only when it is probable 
that future economic benefi ts associated with the item will fl ow to the 
Group and the costs of the item can be measured reliably. All other re-
pairs and maintenance are charged to the income statement during the 
fi nancial period in which they are incurred.



68

Gains and losses on disposals are determined by comparing proceeds 
with the carrying amount. These are included in the income statement. 

1.12 Intangible assets

Goodwill represents the excess of the cost of an acquisition over the 
fair value of the Group’s share of the net identifi able assets of the ac-
quired subsidiary/associate at the date of acquisition. Goodwill on ac-
quisitions of associates is included in investments in associates. Good-
will is tested annually for impairment and carried at cost less ac cu mulated 
impairment losses. Gains and losses on the disposal of an entity in-
clude the carrying amount of goodwill relating to the entity sold.

Goodwill is allocated to cash generating units for the purpose of im-
pairment testing. Each of those cash generating units represents the 
Group’s investment in each business segment.

Trademarks and licenses are capitalized at historical cost and amor-
tized on a straight-line basis to the income statement over their esti-
mated useful lives, with a maximum of ten years.

Acquired computer software licenses are capitalized on the basis of 
the costs incurred to acquire and bring to use the specifi c software. 
These costs are amortized on a straight-line basis to the income state-
ment over their estimated useful lives (three to fi ve years). Costs as-
sociated with developing and maintaining computer software programs 
are recognized as an expense when incurred. Costs that are directly 
associated with the production of identifi able and unique software 
products controlled by the Group, and that will probably generate eco-
nomic benefi ts exceeding costs beyond one year, are recognized as 
intangible assets. Direct costs include the software development em-
ployee costs and an appropriate portion of relevant overheads. 

1.13 Impairment of assets

Property, plant and equipment and other non-current assets, including 
goodwill and other intangible assets, are reviewed for impairment 
losses whenever events or changes in circumstances indicate that the 
carrying amount may not be recoverable. An impairment loss is recog-
nized for the amount by which the carrying amount of the asset ex-
ceeds its recoverable amount, which is the higher of an asset’s fair 
value less costs to sell and value in use. For the purpose of assessing 
impairment, assets are grouped at the lowest level for which there are 
separately identifi able cash fl ows (cash generating unit).

An impairment loss is recognized as an expense in the income state-
ment and is fi rst allocated to the goodwill allocated to the cash gener-
ating unit and then to the other assets of the cash generating unit. An 
impairment loss may be reversed, for assets excluding goodwill, in sub-
sequent periods if and only if there is a change in the estimates used to 
determine the asset’s recoverable amount. 

1.14 Inventories

Purchased goods are valued at acquisition cost, while self-manufac-
tured products are valued at manufacturing costs including related 
production overhead costs. Borrowing costs are excluded. Inventory 
held at the balance sheet date is primarily valued at standard cost, 
which approximates to actual costs on a weighted average basis. This 
valuation method is also used for valuing the cost of goods sold in the 
income statement. Adjustments are made for inventories with a lower 
net realizable value. Unsaleable inventory is fully written off.

1.15 Trade receivables

Trade receivables are recognized initially at fair value and subsequent-
ly measured at amortized cost, less impairment of trade receivables. A 
provision for the impairment of trade receivables is established when 
there is objective evidence that the Group will not be able to collect all 
amounts due according to the original terms of receivables. The amount 
of the provision is the difference between the carrying amount and the 
recoverable amount, being the present value of expected cash fl ows, 
discounted at the market rate of interest for similar borrowers. The 
amount of the provision is recognized in the income statement.

1.16 Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, deposits and calls 
with banks, as well as short-term investment instruments with an ini-
tial lifetime of 90 days or less. Bank overdrafts are shown within fi nan-
cial debt in current liabilities on the balance sheet.

1.17 Derivative fi nancial instruments and hedging

Under IAS 39 derivative fi nancial instruments are initially recognized 
at fair value on the date a derivative contract is entered into and are 
subsequently remeasured at their fair value. Depending on the type of 
fi nancial instrument, fair value calculation techniques include, but are 
not limited to, quoted market value, present value of estimated future 
cash fl ows (e.g. interest rate swaps) or corresponding exchange rates 
at balance sheet date (e.g. forward foreign exchange contracts). The 
method of recognizing the resulting gain or loss is dependent on wheth-
er the derivative contract is designated to hedge a specifi c risk and 
qualifi es for hedge accounting.

On the date a derivative contract is entered into, Clariant designates 
certain derivatives as either a) a hedge of the fair value of a recognized 
asset or liability (fair value hedge), b) a hedge of a forecast transaction 
(cash fl ow hedge) or c) a hedge of a net investment in a foreign entity.

Changes in the fair value of derivatives in fair value hedges that are 
highly effective are recognized in the income statement, along with 
any changes in the fair value of the hedged asset or liability that is at-
tributable to the hedged risk. 
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Changes in the fair value of derivatives in cash fl ow hedges are recog-
nized as a hedging reserve in shareholders‘ equity. Where the forecast 
transaction results in the recognition of an asset or liability, the gains 
and losses previously included in equity are included in the initial mea-
surement of the asset or liability. Otherwise, amounts recorded in eq-
uity are transferred to the income statement and classifi ed as revenue 
or expense in the same period in which the forecast transaction af-
fects the income statement. The gain or loss relating to the ineffective 
portion is recognized immediately in the income statement.

Hedges of net investments in foreign entities are accounted for similar 
to cash fl ow hedges. Clariant hedges certain net investments in foreign 
entities with foreign currency borrowings and cross currency swaps. 
All foreign exchange gains and losses on the effective portion of the 
hedge are recognized in equity and included in cumulative translation 
differences. Any gains or losses relating to an ineffective portion are 
recognized immediately in the income statement. Gains and losses ac-
cumulated in equity are included in the income statement when the 
foreign operation is disposed of.
 
When a hedging instrument expires or is sold, or when a hedge no lon-
ger 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 forecast transaction is 
ultimately recognized in the income statement. However, if a forecast 
or committed transaction is no longer expected to occur, the cumula-
tive gain or loss that was recognized in equity is immediately trans-
ferred to the income statement.

Certain derivative instruments, while providing effective economic 
hedges under Clariant policies, do not qualify for hedge accounting. 
Changes in the fair value of any derivative instruments that do not 
qualify for cash fl ow hedge accounting under IAS 39 are recognized 
immediately in the income statement.

Financial instruments are used in the normal course of business to re-
duce risk arising from currency translation and interest rate or price 
movements. Clariant manages and records centrally its cover of vari-
ous positions arising from existing assets and liabilities as well as fu-
ture business transactions. To minimize counterparty risk, Clariant 
enters into fi nancial instruments only with reputable international 
banks. The result of using fi nancial instruments in Clariant‘s risk man-
agement program is permanently monitored, checked and communi-
cated to Group management.

1.18 Leases

Leases under which the Clariant Group assumes substantially all of the 
risks and benefi ts of ownership are classifi ed as fi nance leases. At the 
inception of the lease, a lease asset and a lease liability are recognized 
at the lower of the fair value of the leased property or the present value 
of the minimum lease payments. In subsequent periods the leased as-
set is depreciated on a straight-line basis, like other property, plant and 
equipment, over the shorter of its estimated useful life or the lease 
term. The depreciation amount of the asset and the interest amount on 
the fi nance lease liability are charged to the income statement. 

A lease is classifi ed as an operating lease if the substance of the trans-
action does not meet any of the requirements of a fi nance lease. Lease 
payments under an operating lease are charged to the income state-
ment on a straight- line basis over the term of the lease.

1.19 Current income tax

The taxable profi t (loss) of group companies, on which the reporting pe-
riod’s income tax payable (recoverable) is calculated using applicable 
local tax rates, is determined in accordance with the rules established 
by the taxation authorities of the countries in which they operate. Cur-
rent income taxes for current and prior periods, to the extent they are 
unpaid, are recognized as liabilities. In case income taxes already paid 
in respect of current and prior periods exceed the income tax liability 
amount of those periods, the exceeding amounts are recognized as as-
sets. Current income tax receivables and current income tax liabilities 
are offset if there is a legally enforceable right to set off the recognized 
amounts and if there is the intention to settle on a net basis or to realize 
the asset and settle the liability simultaneously.

1.20 Deferred income tax

Deferred income tax is calculated using the comprehensive liability 
method. This results from the temporary differences that arise be-
tween the recognition of items in the balance sheets of group compa-
nies used for tax purposes and the one prepared for consolidation 
purposes. An exception is that no deferred income tax is calculated for 
the temporary differences in investments in group companies and as-
sociates provided that the investor (parent company) is able to control 
the timing of the reversal of the temporary difference and it is probable 
that the temporary difference will not reverse in the foreseeable fu-
ture. Furthermore, withholding taxes or other taxes on the eventual dis-
tribution of retained earnings of group companies, are only taken into 
account when a dividend has been planned, since generally the re-
tained earnings are reinvested.
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Deferred taxes, calculated using applicable local tax rates, are includ-
ed in non-current assets and non-current liabilities, with any changes 
during the year recorded in the income statement. Changes in deferred 
taxes on items that are recognized in equity are recorded in equity.

Deferred income tax is determined using tax rates (and laws) that have 
been enacted or substantially enacted by the balance sheet date and 
are expected to apply when the related deferred income tax asset is 
realized or the deferred income tax liability is settled.

Deferred income tax assets are recognized to the extent that it is prob-
able that future taxable profi t will be available against which the tem-
porary differences can be utilized.

1.21 Equity compensation benefi ts

In 2005 Clariant replaced its two equity compensation plans, the Clari-
ant Executive Stock Option Plan (CESOP) and the Management Stock 
Incentive Plan (MSIP), by the Clariant Executive Bonus Plan (CEBP). 
Under this new plan specifi c groups of executives and managers are 
granted a certain number of registered shares in Clariant Ltd. The op-
tions and shares granted under the old plans up to February 2005 con-
tinue to vest. The fair value of the employee services received in ex-
change for the grant of the shares and options is recognized as an 
ex pense. The total amount to be expensed over the vesting and mea-
surement periods is determined by reference to the fair value of the 
shares and options granted. An adjustment is made for dividends not 
distributed during the vesting period. Non-market vesting conditions 
are included in assumptions about the number of shares and options 
that are expected to become exercisable. At each balance sheet date, 
the entity revises its estimates of the number of shares and options 
expected to vest. It recognizes the impact of the revision of original 
estimates, if any, in the income statement, and a corresponding adjust-
ment to equity over the remaining vesting period.

1.22 Obligations for pensions and similar employee benefi ts

Group companies operate various pension schemes. The Group has 
both defi ned benefi t and defi ned contribution plans. A defi ned benefi t 
plan is a pension plan that defi nes an amount of pension benefi t that an 
employee will receive on retirement, usually dependent on one or more 
factors such as age, years of service and compensation. A defi ned 
contribution plan is a pension plan under which the Group pays fi xed 
contributions into a separate entity. The Group has no legal or con-
structive obligations to pay further contributions if the fund does not 
hold suffi cient assets to pay all employees the benefi ts relating to em-
ployee service in the current and prior periods.

Some Group companies provide post-retirement health care benefi ts 
to their retirees. The entitlement to these benefi ts is usually condi-
tional on the employee remaining in service up to retirement age and 
the completion of a minimum service period. The expected costs of 
these benefi ts are accrued over the period of employment using an ac-
counting methodology similar to that for defi ned benefi t pension plans. 
Actuarial gains and losses arising from experience adjustments and 
changes in actuarial assumptions, are charged or credited to the in-
come statement over the expected average remaining working lives of 
the related employees. These obligations are valued annually by inde-
pendent qualifi ed actuaries.

For defi ned contribution plans, the Group pays contributions to pub-
licly or privately administered pension insurance plans on a mandatory, 
contractual or voluntary basis. The Group has no further payment obli-
gations once the contributions have been paid. Contributions to de-
fi ned contribution plans are recorded in the income statement in the 
period to which they relate.

For defi ned benefi t plans, the amount to be recognized in the provision 
is determined using the Projected Unit Credit Method, according to 
which, each period of employee service gives rise to an additional unit 
of benefi t entitlement and each unit is measured separately to build up 
the fi nal obligation. Actuarial valuation techniques that take into con-
sideration the demographic and fi nancial assumptions are used to de-
termine the carrying value of the net post-employment liability. Inde-
pendent actuaries perform these valuations.
 
The portion of the actuarial gains and losses to be recognized as in-
come or expense is the excess of the net cumulative unrecognized ac-
tuarial gains and losses at the end of the previous reporting year over 
the greater of 10% of the present value of the defi ned benefi t obligation 
at that date or 10% of the fair value of any plan assets at that date, di-
vided by the expected average remaining working lives of the employ-
ees participating in the plan.

Termination benefi ts are provided for in accordance with the legal re-
quirements of certain countries. Termination benefi ts are payable 
when employment is terminated before the normal retirement date, or 
whenever an employee accepts voluntary redundancy in exchange for 
these benefi ts. The Group recognizes termination benefi ts when it is de-
monstrably committed to either terminating the employment of current 
employees according to a detailed formal plan without possibility of with-
drawal, or providing termination benefi ts as a result of an offer made to 
encourage voluntary redundancy. Benefi ts falling due more than 12 
months after balance sheet date are discounted to present value.
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The charges for defi ned benefi t plans, defi ned contribution plans and 
termination benefi ts are included in personnel expenses and reported 
in the income statement under the corresponding functions of the re-
lated employees and in expenses for restructuring and impairment.

1.23 Provisions

Provisions are recognized when the Group has a binding present obli-
gation. This may be either legal because it derives from a contract, 
legislation or other operation of law, or constructive because the Group 
created valid expectations on the part of third parties by accepting 
certain responsibilities. To record such an obligation it must be proba-
ble that an outfl ow of resources embodying economic benefi ts will be 
required to settle the obligation and a reliable estimate can be made for 
the amount of the obligation. The amount recognized as a provision is 
the best estimate (most probable outcome) of the expenditure required 
to settle the present obligation at the balance sheet date. The non-cur-
rent provisions are discounted if the impact is material.

1.24 Research and development

Research and development expenses are capitalized to the extent that 
the recognition criteria according to IAS 38 are met. The Group consid-
ers that regulatory and other uncertainties inherent in the development 
of key new products preclude it from capitalizing development costs. 
At the balance sheet date, no research and development projects met 
the recognition criteria. Laboratory buildings and equipment included 
in property, plant and equipment are depreciated over their estimated 
useful lives. The reason for this practice is the structure of research 
and development in the industries that Clariant engages in, making it 
diffi cult to demonstrate how singular intangible assets will generate 
probable future economic benefi ts.

1.25 Segment reporting

Clariant is divided operationally on a worldwide basis into the fol lowing 
fi ve divisions, which at the same time are the Group‘s reportable busi-
ness segments:
� Textile, Leather & Paper Chemicals
� Pigments & Additives
� Functional Chemicals
� Life Science Chemicals
� Masterbatches

These Divisions which are based on internal management structures, 
are best described as follows:

The Textile, Leather & Paper Chemicals Division is a supplier of spe-
cialty chemicals and dyes for the textile, leather and paper industries. 
Textile dyes include dispersion, reactive, acid and sulfur dyes. The Tex-
tile Business encompasses special chemicals for pretreatment, dye-
ing, printing and fi nishing of textiles. Optical brighteners and chemicals 
for functional treatment are also part of the range. The Paper Business 
supplies paper dyes, optical brighteners and process and pulping 
chemicals. The Leather Business produces chemicals for refi ning. Its 
offering includes all chemicals for fi nishing and dyeing as well as a 
complete range of wet-end chemicals.

The Pigments & Additives Division develops and produces pigments 
for paints and lacquers, for plastics and for special applications. The 
product range includes high-performance pigments to meet the spe-
cifi c demands of the automotive and electronics industries. Printing 
pigments are supplied to the printing ink industry, and, increasingly, for 
non-impact printing, ink jet and laser printing. The core business also 
includes additives to improve heat resistance as well as light and 
weather resistance of plastics and paint. Halogen-free fl ame retar-
dants are used in protective coatings, resins, thermoplastics and poly-
ester fi bers. The division’s portfolio also includes high-quality waxes 
based on various materials.

The Functional Chemicals Division’s products are based on surfactants 
and polymers. The Detergents Business, which offers anionic and 
cationic surfactants, as well as bleach activators, is a partner to the 
detergent industry. Performance Chemicals supplies such different 
industries as personal care products, crop protection, paints, lacquers 
and plastics. The Process Chemicals Business markets products for 
the production and refi ning of oil and natural gas and for metalworking, 
mining and the aerospace and automotive industry.

The Life Science Chemicals Division has two Businesses. The Pharma 
Business is a service partner for the launch of new drugs and supplies 
customer-specifi c late stage intermediates with a high degree of syn-
thesis, patented active ingredients and around 30 different generic 
active substances. Specialty Fine Chemicals covers a wide range of 
industrial applications with its silane derivatives, glyoxalic acid deriva-
tives and diketene-based chemicals. It also supplies precursors and 
active ingredients for crop protection agents.

The Masterbatches Division supplies color and additive concentrates 
and special mixtures of these components mainly for plastic proces-
sors. At the local level each of the division’s production plants provides 
a complete technical service for all products and applications.



72

Corporate: Income and expenses relating to Corporate include the 
costs of the Group headquarters and those of corporate coordination 
functions in major countries. In addition, Corporate includes certain 
items of income and expense, which are not directly attributable to 
specifi c divisions.

The Group’s divisions are business segments that offer different prod-
ucts. These business segments are managed separately because they 
manufacture, distribute and sell distinct products, which require dif-
fering technologies and marketing strategies. These products are also 
subject to risks and returns that are different from those of other busi-
ness segments. Geographical segments provide products within a 
particular economic environment that are subject to risks and returns 
that are different from those operating in other economic environ-
ments. The Group designates business segments as its primary report-
able segments and geographical segments as its secondary reportable 
segments.

Segment revenue is revenue reported in the company‘s income state-
ment that is directly attributable to a segment and the relevant portion 
of the company income that can be allocated on a reasonable basis to 
a segment, whether from sales to external customers or from transac-
tions with other segments.

Segment expense is an expense resulting from the operating activities 
of a segment that is directly attributable to the segment and the rele-
vant portion of an expense that can be allocated on a reasonable basis, 
including expenses relating to sales to external customers and ex-
penses relating to transactions with other segments.

Intersegment sales are determined on an arm’s length basis. 

Division and business net operating assets consist primarily of prop-
erty, plant and equipment, intangible assets, inventories and receiv-
ables less operating liabilities. Corporate assets and liabilities princi-
pally consist of net liquidity (cash, cash equivalents and other current 
fi nancial assets less fi nancial debts) and deferred and current taxes.

1.26 Treasury shares

Treasury shares are deducted from equity at their par value of CHF 4.75 
per share. Differences between this amount and the amount paid for 
acquiring, or received for disposing of treasury shares are recorded in 
retained earnings.

1.27 Dividend distribution

Dividend distribution to the Company‘s shareholders is recognized as a 
liability in the Group‘s fi nancial statements in the period in which the 
dividends are approved by the Company‘s shareholders.

1.28 Non-current assets (or disposal groups) held for sale

Non-current assets (or disposal groups) are classifi ed as assets held 
for sale and stated at the lower of carrying amount and fair value less 
costs to sell if their carrying amount is to be recovered principally 
through a sale transaction rather than through continuing use.

The Group did not have any non-current assets (or disposal groups) 
held for sale at the balance sheet date.

1.29 Share capital

All issued shares are ordinary shares and as such are classifi ed 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 pro-
ceeds. 

Where any group company purchases the company’s equity share 
capital (Treasury shares), the consideration paid, including any direct-
ly attributable incremental costs (net of income taxes) is deducted 
from equity attributable to the company’s equity holders until the 
shares are cancelled, reissued or disposed of. Where such shares are 
subsequently sold or reissued, any consideration received, net of any 
directly attributable incremental transaction costs and the related in-
come tax effects, is included in equity attributable to the company’s 
equity holders.

1.30 Financial debt

Financial debt is recognized initially at fair value, net of transaction 
costs incurred. Financial debt is 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 fi nancial debt.

Financial debt is classifi ed as a current liability where it is due within 
12 months from the balance sheet date. This includes the portion of 
non-current debt that is due within 12 months. Financial debt is classi-
fi ed as a non-current liability where the Group has an unconditional 
right to defer settlement of the liability for at least 12 months after the 
balance sheet date. 

1.31 Investments

The Group classifi es its investments in the following categories: fi nan-
cial assets at fair value through profi t or loss, loans and receivables, 
held-to-maturity investments and available-for-sale fi nancial assets. 
The classifi cation depends on the purpose for which the investments 
were acquired. Management determines the classifi cation of its in-
vestments on initial recognition and reevaluates this designation at 
every reporting date.

�  Financial assets at fair value through profi t or loss: This category 
has two sub-categories: fi nancial assets held for trading, and those 
designated at fair value through profi t or loss at inception. A fi nan-
cial asset is classifi ed in this category if acquired principally for the 
purpose of selling in the short-term or if so designated by manage-
ment. Derivatives are also categorized as held for trading unless 
they are designated as hedges. Assets in this category are classi-
fi ed as current assets if they are either held for trading or are ex-
pected to be realized within 12 months of the balance sheet date.
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�  Loans and receivables: Loans and receivables are non-derivative 
fi nancial assets with fi xed or determinable payments that are not 
quoted in an active market. They arise when the Group provides 
money and goods directly to a debtor with no intention of trading 
the receivable. They are included in current assets in the balance 
sheet.

�  Held-to-maturity investments: Held-to-maturity investments are 
non-derivative fi nancial assets with fi xed or determinable pay-
ments and fi xed maturities that the Group’s management has the 
positive intention and ability to hold to maturity. 

�  Available-for-sale fi nancial assets: Available-for-sale fi nancial as-
sets are non-derivatives that are either designated to the category 
or not classifi ed to any of the other categories. They are included in 
non-current assets unless management intends to dispose of the 
investment within 12 months of the balance sheet date. There were 
no outstanding balances in the reporting periods presented.

Purchases and sales of investments are recognized on settlement 
date, that is the date on which the Group receives or delivers the asset. 
Investments are initially recognized at fair value plus transaction costs 
for all fi nancial assets not carried at fair value through profi t or loss. 
Investments are derecognized when the rights to receive cash fl ows 
from the investments have expired or have been transferred and the 
Group has transferred substantially all risks and rewards of ownership. 
Available-for-sale fi nancial assets and fi nancial assets at fair value 
through profi t or loss are subsequently carried at fair value. Loans and 
receivables and held-to-maturity investments are carried at amortized 
cost using the effective interest rate method. Realized and unrealized 
gains and losses arising from changes in the fair value of the ‘fi nancial 
assets at fair value through the profi t or loss’ category are included in 
the income statement in the period in which they arise. Unrealized 
gains and losses arising from changes in the fair value of non-monetary 
securities classifi ed as available-for-sale are recognized in equity. 
When securities classifi ed as available-for-sale are sold or impaired, 
the accumulated fair value adjustments are included in the income 
statement as gains and losses from investment securities.

The fair values of quoted investments are based on current bid prices. 
If the market for a fi nancial asset is not active (and for unlisted securi-
ties), the Group establishes fair value by using valuation techniques. 
These include the use of recent arm’s length transactions, reference to 
other instruments that are substantially the same, discounted cash 
fl ow analysis, and option pricing models refi ned to refl ect the issuer’s 
specifi c circumstances.

The Group assesses at each balance sheet date whether there is ob-
jective evidence that a fi nancial asset or a group of fi nancial assets is 
impaired. In the case of equity securities classifi ed as available for 
sale, a signifi cant or prolonged decline in the fair value of the security 
below its cost is considered in determining whether the securities are 
impaired. If any such evidence exists for available-for-sale fi nancial 
assets, the cumulative loss, measured as the difference between the 
acquisition cost and the current fair value, less any impairment loss on 
that fi nancial asset previously recognized in profi t or loss, is removed 
from equity and recognized in the income statement. Impairment loss-
es recognized in the income statement on equity instruments are not 
reversed through the income statement.

1.32 Emission rights

In 2005 the European Union started a system whereby companies are 
granted certain amounts of rights to emit carbon dioxide. These rights 
are initially granted free of charge and can be exchanged with other 
companies. At present the accounting for such emission rights is not 
clearly regulated by IFRS. Clariant accounts for these rights as follows:

At the time the Group receives emission rights from the governments, 
these are recognized as intangible assets at fair value (usually repre-
sented by the market price). The difference between the amount paid 
which is usually nil, since the rights are assigned by the governments 
free of charge, and the fair value of the emission right is recognized as 
a liability.

When the rights are used in operating activities, this is recognized by 
recording an expense based on the actual emission in the income 
statement and a liability in the balance sheet. At the same time, the li-
ability recorded on initial recognition of the emission right is released 
proportionally to the income statement. At the end of the reporting pe-
riod the liability recorded as a result of the use of the emission rights 
and the asset initially recognized for emission rights are offset against 
each other. If any emission rights are purchased from third parties, 
they are recorded at historical costs which is usually fair value. 

The carrying values of emission rights and the corresponding liability 
are not revalued due to the subsequent fl uctuations in market price.

When emission rights are sold the respective amount recognized as an 
intangible asset and the respective amount recognized as a liability in 
the balance sheet are derecognized. The difference between the sale 
price obtained in the disposal and the net amount of the intangible as-
set and the liability derecognized is recorded as an income or an ex-
pense in the income statement.
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2. Financial risk management 

2.1 Financial risk factors. The group’s activities expose it to a variety 
of fi nancial risks: market risk (including currency rate risk, cash fl ow 
risk, interest rate risk and price risk), credit risk, liquidity risk and set-
tlement risk. The groups’ overall risk management program focuses on 
the unpredictability of fi nancial markets and seeks to reduce potential 
adverse effects on the group’s fi nancial performance at reasonable 
hedging costs. The group uses derivative fi nancial instruments to 
hedge certain risk exposures.

Financial risk management is carried out by a central treasury depart-
ment (Group Treasury) under policies approved by Management and 
the Board of Directors. Group Treasury identifi es, evaluates and hedg-
es fi nancial risks in close cooperation with the group’s operating units. 
Written principles for overall foreign exchange risk, credit risk, use of 
derivative fi nancial instruments, non-derivative fi nancial instruments 
and investing excess liquidity (counterparty risk) are in place.

Market Risk

�  Foreign exchange risk: The group operates internationally and is 
exposed to foreign exchange risks arising from various currency 
exposures, primarily with respect to the euro and the US dollar. For-
eign exchange risk arises from future commercial transactions, 
recognized assets and liabilities and net investments in foreign op-
erations.

To manage the foreign exchange risk arising from future commer-
cial transactions and recognized assets and liabilities, entities in 
the group use forward contracts and FX options, according to the 
group’s foreign exchange risk policy. Foreign exchange risk arises 
when future commercial transactions and recognized assets and 
liabilities are denominated in a currency that is not the entity’s func-
tional currency. Group Treasury is responsible, in close coordina-
tion with the group’s operating units, for managing the net position 
in each foreign currency by performing appropriate hedging actions.

The group’s risk management policy is to selectively hedge net 
transaction FX exposures in each major currency according to de-
fi ned hedging ratios. 

The group has certain investments in foreign operations, whose net 
assets are exposed to foreign currency translation risk. Currency 
exposure arising from the net assets of the group’s foreign opera-
tions are managed primarily through borrowings denominated in 
the relevant foreign currency.

�  Cash fl ow and fair value interest rate risk: As the group has no sig-
nifi cant interest-bearing assets, the group’s income and operating 
cash fl ows are substantially independent of changes in market in-
terest rates.

The group’s interest rate risk mainly arises from fi nancial debt. Fi-
nancial debt issued at variable rates expose the group to cash fl ow 
interest rate risk. Financial debt issued at fi xed rates expose the 
group to fair value interest rate risk. Group policy is to maintain 
more than 50% of its borrowings in fi xed rate instruments, provided 
the risk of rising interest rates is seen to be material. Downside in-
terest views allow for a lower fi xed rate portion of interest bearing 
fi nancial debt. At year end, 43% of fi nancial debt was at fi xed rates.

Credit risk

The group has no signifi cant concentration of credit risk. It has a group 
credit risk policy in place to ensure that sales of products are made to 
customers after an appropriate credit limit allocation process. Deriva-
tive counterparties and cash transactions are limited to high-credit-
quality fi nancial institutions. The group has limits that restrict the 
amount of cash being held with fi nancial institutions as well as the 
amount of open transactions based on their credit ratings.

Liquidity risk

Prudent liquidity risk management implies maintaining suffi cient, but 
not excessive, cash and marketable securities, the availability of fund-
ing through an adequate amount of committed credit facilities and the 
ability to close out market positions. Due to the dynamic nature of the 
underlying business, Group Treasury aims to maintain fl exibility in fund-
ing by keeping reasonable amounts of committed credit lines available.

Settlement risk

Settlement risk is the risk that a settlement in a transfer system does 
not take place as expected. It is part of operational risk that comprises 
all kinds of risks that arise from weak or inadequate internal processes 
within the Group, but also due to human and system-based failures.

The group manages settlement risk by relying on a safe and effi cient 
payment system, by entering into fi nancial transactions only with es-
tablished counterparties which have integrity and are technically able 
to settle transactions, and by double checking the deal details (deriva-
tives and loans) through the Treasury middle offi ce.

2.2 Fair value estimation. The fair value of fi nancial instruments traded 
in active markets (such as publicly traded derivatives, and trading and 
available-for-sale securities) is based on quoted market prices at the 
balance sheet date. The quoted market price used for fi nancial assets 
held by the group is the current bid price; the appropriate quoted mar-
ket price for fi nancial liabilities is the current ask price.
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The fair value of fi nancial instruments that are not traded in an active 
market (for example, over-the-counter derivatives) is determined by 
using valuation techniques. The group uses a variety of methods and 
makes assumptions that are based on market conditions existing at 
each balance sheet date. Quoted market prices or dealer quotes for 
similar instruments are used for non-current debt. Other techniques, 
such as estimated discounted cash fl ows, are used to determine fair 
value for the remaining fi nancial instruments. The fair value of interest-
rate swaps is calculated as the present value of the estimated future 
cash fl ows. The fair value of forward foreign exchange contracts is de-
termined using forward exchange market rates at the balance sheet date.

3. Critical accounting estimates and judgments

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

3.1 Critical accounting estimates and assumptions

The group makes estimates and assumptions concerning the future. The 
resulting accounting estimates will, by defi nition, seldom equal the re-
lated actual results. The estimates and assumptions that have a signifi -
cant risk of causing a material adjustment to the carrying amounts of 
assets and liabilities within the next fi nancial year are discussed below.

(1) Estimated impairment of goodwill and 

property, plant and equipment

The group tests annually whether goodwill has suffered any impair-
ment, in accordance with the accounting policy stated above in note 
1.12. The recoverable amounts of cash generating units have been de-
termined based on value-in-use calculations. In the same procedure 
the recoverable value of property, plant and equipment is also assessed 
according to the same rules. These calculations require the use of es-
timates, in particular in relation to the expected growth of sales, dis-
count rates, the development of raw material prices and the success of 
the restructuring measures which are being implemented as part of the 
restructuring program (See notes 5 and 27).

(2) Environmental liabilities

The group is exposed to environmental regulations in numerous juris-
dictions. Signifi cant judgment is required in determining the worldwide 
provision for environmental remediation. The group constantly moni-
tors its sites to ensure compliance with legislative requirements and to 
assess the liability arising from the need to adapt to changing legal 
demands. The group recognizes liabilities for environmental remedia-
tion based on the latest assessment of the environmental situation of 
the individual sites and the most recent requirements of the respective 
legislation. Where the fi nal remediation results in expenses that differ 
from the amounts that were previously recorded, such differences will 
impact the income statement in the period in which such determination 
was made (See notes 16, 19 and 32).

(3) Income and other taxes

The group is subject to income and other taxes in numerous jurisdic-
tions. Signifi cant judgment is required in determining the worldwide 
provision for income and other taxes. There are many transactions and 
calculations for which the ultimate tax determination is uncertain dur-
ing the ordinary course of business. The group recognizes liabilities for 
anticipated tax audit issues based on estimates of whether additional 
taxes will be due. Where the fi nal tax outcome of these matters is dif-
ferent from the amounts that were initially recorded, such differences 
will impact the income tax and deferred tax provision in the period in 
which such determination is made.

(4)  Estimates for the accounting for employee benefi ts

IAS 19, Employee benefi ts requires that certain assumptions are made 
in order to determine the amount to be recorded for retirement benefi t 
obligations and pension plan assets, in particular for defi ned benefi t 
plans. These are mainly actuarial assumptions such as expected infl a-
tion rates, long-term increase in health care costs, employee turnover, 
expected return on plan assets and discount rates. Substantial chang-
es in the assumed development of any one of these variables may sig-
nifi cantly change the Group’s retirement benefi t obligation and pension 
plan assets (See note 15).
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The capitalized cost of PPE under fi nance lease contracts at 31 Decem-
ber 2005 amounts to CHF 27 million with a book value of CHF 25 million 
(2004: CHF 25 million and CHF 10 million respectively). Assets held un-
der fi nance lease contract are mainly buildings. The corresponding lia-
bility related to fi nance lease contracts is disclosed in note 14.

As at 31 December 2005, commitments for the purchase of PPE totaled 
CHF 41 million (2004: CHF 45 million).

4. Property, plant and equipment       

CHF mn Land Buildings Machinery  Furniture,  Plant under Total Insured 
   and  vehicles,  construction  value at  
   equipment computer    31 December
    hardware   
At 1 January 2004       

Cost 637 2 392 5 132 577 163 8 901 
Accumulated depreciation - 151 - 1 508 - 3 983 - 483 – - 6 125 

Net book value 486 884 1 149 94 163 2 776 

Additions  3 25 95 18 148 289 
Reclassifi cations - 1 27 102 10 - 138 0 
Disposals - 27 - 73 - 78 - 12 - 23 - 213 
Depreciation   - 64 - 207 - 35  - 306 
Impairment  - 17 - 21 - 1  - 39 
Exchange rate differences - 17 - 21 - 26 0 - 3 - 67 

At 31 December 2004 444 761 1 014 74 147 2 440 

Cost 593 2 274 4 893 508 147 8 415 
Accumulated depreciation - 149 - 1 513 - 3 879 - 434 – - 5 975 

Net book value 444 761 1 014 74 147 2 440 9 862

Additions  6 21 78 18 225 348 
Acquisitions 5  1   6 
Reclassifi cations - 7 51 109 10 - 163 0 
Disposals - 4 - 4 - 23 - 1 - 2 - 34 
Depreciation  - 61 - 182 - 30  - 273 
Impairment - 5 - 17 - 54   - 76 
Reversal of impairment  1 16   17 
Exchange rate differences 24 76 62 7 8 177 

At 31 December 2005 463 828 1 021 78 215 2 605 

Cost 619 2 480 5 088 526 215 8 928 
Accumulated depreciation - 156 - 1 652 - 4 067 - 448  - 6 323 

Net book value 463 828 1 021 78 215 2 605 10 074
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The amount reported as goodwill is the result of a number of acquisiti-
ons in various divisions. The principal amount is the goodwill arising on 
the acquisition of BTP in 2000 with a carrying amount of CHF 330 million 
pertaining to the Textile, Leather & Paper Chemicals Division. All good-
will is tested annually for impairment. Other intangibles comprise pa-
tents, trademarks and software etc. Clariant does not have any inter-
nally generated intangible assets.

Additions to the carrying amount of goodwill in 2005 mainly include CHF 
3 million of goodwill arising from the purchase of business activities 
(see note 24) and CHF 8 million from the purchase of minority shares of 

Colour-Chem Ltd, Mumbai, a fully consolidated subsidiary of the Group. 
In addition to that, CHF 1 million of goodwill arising from the purchase 
of minority shares of various fully consolidated subsidiaries of the 
Group was recognized. 

Impairment test for goodwill.   

Goodwill is allocated to the Group’s cash generating units (CGUs). 
CGUs consist of either business segments in accordance with the 
Group’s segment reporting or, in the case where independent cash 
fl ows can be identifi ed, of parts of the respective Business segment.

CHF mn 31.12.2005  31.12.2004
Textiles 6 3
Leather 331 331
Pigments & Additives 29 24
Masterbatches 30 27
Functional Chemicals 7 2

Net book value at 31 December 2005 403 387

5. Intangible assets   

CHF mn Goodwill Other Total

At 1 January 2004   

Cost 2 807 129 2 936
Accumulated amortization - 2 388 - 97 - 2 485

Net book value 419 32 451

Additions  17 8 25
Disposals - 17 - 12 - 29
Amortization - 30 - 10 - 40
Exchange rate differences - 2  - 2

At 31 December 2004 387 18 405

Cost 2 807 113 2 920
Accumulated amortization - 2 420 - 95 - 2 515

Net book value 387 18 405

Additions  12 5 17
Amortization  - 10 - 10
Exchange rate differences 4 2 6

At 31 December 2005 403 15 418

Cost1 403 122 525
Accumulated amortization  - 107 - 107

Net book value 403 15 418
   
1   Accumulated amoritization as at 1 January 2005 has been eliminated with a 

corresponding decrease in the cost of goodwill.   
   

The recoverable amount of a CGU is determined based on value-in-use 
calculations. These calculations use cash fl ow projections based on 
fi nancial budgets approved by management covering a fi ve-year peri-
od. Cash fl ows beyond the fi ve-year period are extrapolated. The main 
assumption used for cash fl ow projections were EBITDA in percent of 
sales and sales growth. The assumptions regarding these two variables 
are based on management’s past experience and future expectations 
of business performance. The pre-tax discount rates used are based 

on the Group’s weighted average cost of capital adjusted for specifi c 
country and currency risks associated with the cash fl ow projections. 
The assumed discount rate was 9% for all cash generating units.

The most important part of goodwill is the amount of CHF 330 million 
remaining from the BTP acquisition in 2000. This goodwill is allocated 
to the CGU Leather. For the impairment testing procedure it was as-
sumed that the CGU would achieve sales growth above market growth 

Goodwill is allocated to the following CGUs:
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for the planning period. It was also assumed that EBITDA in percent of 
sales will increase over present performance due to the optimization of 
structural costs. If the assumed growth rate was reduced by 1%, the 
carrying amount of the CGU Leather would exceed its recoverable 
amount by approximately CHF 19 million. The CGU Leather’s recover-
able amount and the carrying amount would be equal if the assumed 
rate of sales growth was reduced by 0.6%.

The CGU Masterbatches holds goodwill in the amount of CHF 30 mil-
lion. For the impairment testing procedure it was assumed that the CGU 

will achieve sales growth slightly above market growth for the plan-
ning period. It was also assumed the EBITDA in percent of sales will 
improve over present performance as a result of the restructuring 
measures implemented. The CGU Pigments & Addditives holds good-
will in the amount of CHF 29 million. For the impairment testing proce-
dure it was assumed that the CGU will achieve sales growth above 
market growth. It was also assumed that the EBITDA in percent of 
sales will improve over present performance as a result of the restruc-
turing measures implemented.

6. Investments in associates  

CHF mn 2005 2004
Beginning of the year 277 312
Effect of the restatement1  51

Beginning of the year (restated) 277 363

Acquisitions and disposals 3 - 69
Share of profi t/loss 23 26
Dividends received - 24 - 31
Reclassifi cations to other assets - 2 - 5
Exchange rate differences 5 - 7

End of the year 282 277
  
1  Restated, refer to note 1.04 for details.  

CHF mn Country of Assets Liabilities Revenue Profi t / % Interest
 incorporation     Loss held
2004      

Infraserv GmbH & Co. Höchst KG Germany 1 088 557 1 399 45 32
Infraserv GmbH & Co. Gendorf KG Germany 183 83 291 9 50
Infraserv GmbH & Co. Knapsack KG Germany 170 64 233 6 21
Others  95 50 373 4 –

Total  1 536 754 2 296 64 

CHF mn Country of Assets Liabilities Revenue Profi t / % Interest
 incorporation     Loss held
2005      

Infraserv GmbH & Co. Höchst KG Germany 1 039 525 1 260 35 32
Infraserv GmbH & Co. Gendorf KG Germany 195 99 306 8 50
Infraserv GmbH & Co. Knapsack KG Germany 169 64 240 8 21
Others  113 61 239 8 –

Total  1 516 749 2 045 59 

The key fi nancial data of the Group’s principal associates are as follows:

There were no unrecognized losses in the years 2005 and 2004. No ac-
cumulated unrecognized losses existed as at the Balance sheet date.
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7. Financial assets  

CHF mn 2005 20041

Beginning of the year 47 2
Exchange rate differences - 1 - 1
Accrued interest 3 –
Reclassifi cation  – 5
from associates
Additions – 41
Capital reduction  - 2 –
and disposals

End of the year 47 47

1   Restated. Pension plan asset is now shown separately on the face of the Balance 
sheet.

8. Taxes  

CHF mn 2005 20041

Current income taxes - 68 - 139
Deferred income taxes - 10 - 2

Total - 78 - 141
  
1  Restated, refer to note 1.04 for details.  

CHF mn 31.12.2005  31.12.2004
Held to maturity 44 41
Designated at fair value 3 6
through profi t or loss

Total 47 47
  

Financial assets include the following:

CHF mn 31.12.2005 31.12.20041

Vendor loan note  44 41
Other investments 3 6

Total 47 47

The Vendor loan note was accepted as part of the payment for the dis-
posal of Electronic Materials in 2004.

The carrying amounts of the above assets are classified as follows:

 2005  20041 
 CHF mn % CHF mn %

Income before tax 270  300 

Expected tax expense/rate2 - 75 27.8 - 96 32.0
Effect of taxes on items   - 34 12.6 - 46 15.5
not tax-deductible
Effect of utilization and  40 - 14.8 15 - 5.1
changes in recognition of 
tax losses and tax credits 
Effect of tax losses and tax - 8 3.0 - 4 1.3
credits of current year not 
recognized
Effect of adjustments to  10 - 3.7 - 8 2.6
current taxes due to prior
periods
Effect of tax exempt  2 - 0.8 14 - 4.7
income
Effect of other items - 13 4.8 - 16 5.4

Effective tax expense/rate - 78 28.9 - 141 47.0
 
1  Restated, refer to note 1.04 for details.   
2  Calculated based on the income before tax of each subsidiary (weighted average).

The main elements contributing to the difference between the Group’s 
over all expected tax expense/rate and the effective tax expense/rate are:

CHF mn 2005 2004
Beginning of the year - 129 - 128
Exchange rate differences - 1 1
Income statement charge - 10 - 2

End of the year - 140 - 129

Compared to 2004 the expected tax rate was signifi cantly lower in 2005 
because a larger part of the profi t was incurred in low tax countries.

The movement of the net deferred tax balance is as follows:
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The total of temporary differences on investments in subsidiaries, for 
which no deferred taxes were calculated, was CHF 1 024 million at 31 
December 2005 (CHF 1 173 million at 31 December 2004).

Tax losses on which no deferred tax assets were calculated are as 
follows:

CHF mn 31.12.2005  31.12.2004
Expiry by:  
2005 – 34
2006 32 32
2007 31 31
2008 699 930
2009 640 –
after 2009  753 1 289
(2004: after 2008)

Total 2 155 2 316

CHF mn 31.12.2005  31.12.2004
Unrecognized tax credits 6 3

9. Inventories  

CHF mn 31.12.2005  31.12.2004
Raw material, consum- 597 522
ables, work in progress  
Finished products 938 803

Total 1 535 1 325

CHF mn 2005 2004
Movements in write-downs 
of inventories  

Beginning of the year 68 100
Write-downs on  71 4 8
inventories
Reversal of write-downs - 64 - 80

End of the year 75 68

10. Trade receivables  

CHF mn 31.12.2005 31.12.20041

Trade receivables gross 1 555 1 439
Less: provision for - 67 - 65
impairment of trade 
receivables  

Total trade receivables - net 1 488 1 374
  
1  Restated, refer to note 1.04 for details.  

8. Taxes (continued) 

The deferred tax assets and liabilities arose as follows on the different 
types of temporary differences:

CHF mn 31.12.2005 31.12.20041

Deferred tax liabilities on:  

PPE and intangible assets 380 318
Prepaid pensions, other  10 70
accruals and provisions 

Total deferred tax liabilities  390 388

Deferred tax assets on:  

PPE and intangible assets 68 63
Retirement benefi t  84 83
obligations
Tax losses carried forward 41 45
and tax credits  
Other accruals and  57 68
provisions

Total deferred tax assets 250 259
  
1  Restated, refer to note 1.04 for details.  

Deferred tax assets capitalized on tax losses carried forward comprise 
a tax loss capitalized in the French subsidiaries in the amount of CHF 18 
million. Clariant is confi dent it can recover this tax loss as a result of 
the efforts made both in the restructuring program and in the imple-
mentation of the new Principal structure.

The Cost of inventories recognized as an expense and included in Costs 
of goods sold amounted to CHF 3 593 million (2004: CHF 3 538 million).

The tax credits expire between 2006 and 2011.

There is no concentration of credit risk with respect to trade receiv-
ables, as the Group has a large number of customers, internationally 
dispersed.

The Group has recognized a loss of CHF 22 million (2004: CHF 17 million) 
for the impairment of trade receivables during the year ended 31 
December 2005. The loss has been included in marketing and distribu-
tion in the income statement.

The amount recognized in the books for trade receivables is equal to 
their fair value.
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12. Cash and cash equivalents

CHF mn 31.12.2005  31.12.2004
Cash at bank and on hand 215 306
Short-term bank deposits 8 1 171

Total 223 1 477

11. Other current assets  

Other current assets include the following:

CHF mn 31.12.2005 31.12.20041

Other receivables 229 226
Current fi nancial assets 45 153
Prepaid expenses 70 40
and accrued income  

Total 344 419
  
1  Restated, refer to note 1.04 for details.  

Other receivables include staff loans, advances, advance payments 
and deposits.

Current fi nancial assets include deposits with a term exceeding 90 
days, securities and loans to third parties and are classifi ed as fi nan-
cial assets at fair value through profi t or loss at inception.

The effective interest rate on short-term bank deposits in CHF was 0.68% 
(2004: 0.46%); these deposits have an average maturity of 70 days.

The effective interest rate on short-term bank deposits in EUR was 2.07% 
(2004: 2.0%); these deposits have an average maturity of 1.7 days.

There were no major cash fl ows on short-term bank deposits denomi-
nated in other currencies.

All shares are duly authorized and fully paid in.

Dividends are paid out as and when declared and are paid out equally 
on all shares, including treasury shares.

In accordance with Article 5 of the Articles of Incorporation, no limita-
tions exist with regard to the registration of shares which are acquired 
in one’s own name and on one’s own account. Special rules exist for 
nominees.

In accordance with Article 12 of the Articles of Incorporation, each 
share has the right to one vote. A shareholder can only vote for his own 
shares and for represented shares, up to a maximum of 10% of the total 
share capital.

Treasury shares (number of shares) 2005 2004
Holdings at 1 January 3 388 421 3 532 869
Adjustment due to the inclusion of – 266 020
employee participation fund shares  
Holdings at 1 January (restated) 3 388 421 3 798 889

Shares purchased at fair market value 1 060 000 721 642
Shares sold at fair market value - 150 000 - 800 000
Shares transferred to employees - 431 128 - 332 110

Holdings at 31 December 3 867 293 3 388 421

13. Changes in share capital and treasury shares    

Registered shares each with a par Number of shares Par value Number of shares Par value
value of CHF 4.75 (2004: CHF 5) 2005 2005 2004 2004
  CHF mn  CHF mn

At 1 January 230 160 000 1 093 153 440 000 767
Issuance of share capital   76 720 000 384

At 31 December 230 160 000 1 093 230 160 000 1 151

Treasury shares - 3 867 293 - 18 - 3 388 421 - 17

Outstanding capital at 31 December 226 292 707 1 075 226 771 579 1 134
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In 2005, bonds in the amount of CHF 201 million were paid back on ex-
piry in order to reduce fi nancial debt (CHF 250 million in 2004).

In 2005, drawings under two facilities were prematurely repaid in the 
amount of CHF 964 million.

Covenants. After having paid back substantial amounts of bank loans, 
Clariant Ltd is now borrowing and guaranteeing all obligations under 
one remaining syndicated bank facility. The facility ranks pari passu 
with all other unsubordinated third-party debt.

The facility contains customary covenants that restrict the sale of as-
sets, mergers, liens, sale-leaseback transactions and acquisitions, and 
requires the Group to maintain specifi ed interest cover ratios. These 
ratios are tested at the end of each fi nancial half-year. The facility does 

not affect the ability of the Group to utilize its accounts receivable se-
curitization program. The Group is in compliance with all covenants.

Exposure of the Group’s borrowings to interest rate changes

� Bonds: The interest rates of all bonds are fi xed. 
�  Liabilities to banks and other fi nancial institutions: Mostly consist-

ing of syndicated bank loans with variable interest rates (LIBOR plus 
applicable margin according to a defi ned pricing grid based on the 
Group‘s performance).

� Other fi nancial debt: Mostly current debt at variable interest rates.
 

Liabilities to banks and other fi nancial institutions1  57 1 424

Obligations under fi nance leases  22 7

Subtotal  797 2 345

Less current portion  - 198 - 622

Total  599 1 723

Breakdown by maturity 2006  345
 2007 180 644
 2008 393 555
 2009  171
 2010  
 thereafter 26 8
Total  599 1 723

Breakdown by currency CHF 559 793
 EUR 24 287
 USD 3 –
 JPY – 603
 other 13 40
Total  599 1 723

Fair value comparison (including current portion)   

Straight bonds  744 950
Others  79 1 507

Total  823 2 457

Total net book value of assets pledged as collateral for fi nancial debts  101 66

Total collaterized fi nancial debts  22 28
   
1  Average interest rate in 2005: 4.3% (2004: 4.7%).   

14. Non-current fi nancial debts

CHF mn Interest rate Term Original amount Repurchased Net amount Net amount 
 in %    31.12.2005  31.12.2004

Straight bonds 4.125 1996–2006 200 - 41 159 154
Straight bonds 3.750 1997–2007 200 - 25 175 175
Straight bonds 3.000 1998–2005 250 - 250 – 201
Straight bonds 4.250 2000–2008 500 - 116 384 384

Total straight bonds   1 150 - 432 718 914
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CHF mn Pension plans (funded     Post-employment 
  and unfunded)   medical benefi ts
    (unfunded)
 2005 2004 2005 2004

Beginning of the year 1 828 1 764 86 113
Current service cost 54 61 2 2
Interest costs on obligation 83 85 5 6
Contributions to plan by employees  11 12 – –
Benefi ts paid out to personnel in reporting period - 92 - 64 - 5 - 3
Actuarial loss (gain) of reporting period  155 – 12 –
Past service costs (gains) of reporting period  – – – - 24
Termination benefi ts – 24 – –
Losses (gains) on curtailments or settlements  2 - 2 – - 1
Reduction in obligations due to divestitures - 7 - 24 – –
Exchange rate differences 63 - 28 13 - 7

End of the year 2 097 1 828 113 86

15. Retirement benefi t obligations    

Apart from the legally required social security schemes, the Group has 
numerous independent pension plans. The assets are principally held 
externally. For certain Group companies however, no independent as-
sets exist for the pension and other non-current employee benefi t obli-
gations. In these cases the related liability is included in the balance 
sheet.

Defi ned benefi t post-employment plans    

Defi ned benefi t pensions and termination plans cover the majority of 
the Group’s employees. Future obligations and the corresponding as-
sets of those plans considered as defi ned benefi t plans under IAS 19 
are reappraised annually and reassessed at least every three years by 
independent actuaries. Assets are valued at fair values. US employees 

transferred to Clariant with the Hoechst Specialty Chemicals business 
remain insured with Hoechst for their pension claims incurred prior to 
30 June 1997.

Post-employment medical benefi ts    

The Group operates a number of post-employment medical benefi t 
schemes in the USA, Canada and France. The method of accounting for 
the liabilities associated with these plans is similar to the one used for 
defi ned benefi t pension schemes. These plans are not externally fund-
ed, but are covered by provisions in the balance sheets of the Group 
companies concerned.

Expenses for net benefi ts are recorded in the same line and function in 
which the personnel costs are recorded.

Changes in the present value of defi ned benefi t obligations:

The Group expects to contribute CHF 44 million to its defi ned benefi t 
pension plans in 2006.

The pension plan assets include registered shares issued by the com-
pany with a fair value of CHF 397 000 at 31 December 2005 (2004: CHF 
124 000).

CHF mn 2005 2004
Beginning of the year 1 310 1 243
Expected return on plan assets 72 67
Contributions to plan by employees  11 12
Contributions to plan by employer 69 40
Benefi ts paid out to personnel in reporting period - 66 - 43
Actuarial gain (loss) of reporting period  123 31
Termination benefi ts – - 6
Gains (losses) on curtailments or settlements  – - 2
Reduction in assets due to divestitures – - 9
Exchange rate differences 48 - 23

End of the year 1 567 1 310

Changes in the fair value of plan assets:
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CHF mn 2005 2004 2005 2004 2005 2004
Current service cost - 54 - 61 - 2 - 2 - 56 - 63
Interest cost - 83 - 85 - 5 - 6 - 88 - 91
Expected return on plan assets 72 67 – – 72 67
Net actuarial losses recognized  - 9 - 13 – – - 9 - 13
in the current year
Past service costs recognized  – – 3 2 3 2
in the current year
Termination benefi ts – - 30 – –  - 30
Effect of curtailments and settlements - 1 - 9 – – - 1 - 9

Total expenses - 75 - 131 - 4 - 6 - 79 - 137

Actual return on plan assets 195 98   195 98

CHF mn  Defi ned benefi t pension   Post-employment   Total
  plans  medical benefi ts  
 2005 2004 2005 2004 2005 2004

Present value of funded obligations - 1 653 - 1 475   - 1 653 - 1 475
Fair value of plan assets 1 567 1 310   1 567 1 310

Defi cit - 86 - 165   - 86 - 165

Present value of unfunded obligations - 444 - 353 - 113 - 86 - 557 - 439
Unrecognized actuarial losses (gains) 251 219 16 3 267 222
Unrecognized past service costs (gains)   - 20 - 20 - 20 - 20

Net liabilities in the balance sheet - 279 - 299 - 117 - 103 - 396 - 402

Thereof recognized in:

CHF mn 2005 2004 2005 2004 2005 2004
Defi ned benefi t obligation - 356 - 348 - 117 - 103 - 473 - 451
Prepaid pension assets 77 49 – – 77 49

Net liabilities in the balance sheet  - 279 - 299 - 117 - 103 - 396 - 402
for defi ned benefi t plans

CHF mn     2005 2004
Defi ned benefi t obligation     - 473 - 451
Defi ned contribution obligation     - 34 - 28

Retirement benefi t obligations     - 507 - 479

Prepaid pension assets     77 49

Net retirement benefi t obligations recognized     - 430 - 430

The amounts recognized in the income statement:

Reconciliation to prepaid pension assets and retirement benefi t obli-
gations reported in the balance sheet:

The amounts recognized in the balance sheet:
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Defi ned contribution post-employment plans.   

In 2005, CHF 34 million were charged to the income statements of the 
Group companies as contributions to defi ned contribution plans (2004: 
CHF 34 million). 

 2005         2004
 %  %

Equities 46   46
Bonds 31 27
Cash 7 12
Property 9 9
Alternative investments 7 6

Amounts for current and previous period:

Defi ned benefi t pension plans   2005 2004
CHF mn  

Defi ned benefi t obligation for pension plans, funded and unfunded   - 2 097 - 1 828
Fair value of plan assets   1 567 1 310

Defi cit   - 530 - 518

Experience adjustments on plan liabilities   155 
Experience adjustments on plan assets   123 31

  
Post-employment medical benefi ts   2005 2004
CHF mn  

Defi ned benefi t obligation for post-employment medical plans   - 113 - 86
Experience adjustments on plan liabilities   12 

Principal actuarial assumptions at the balance sheet date in % weight-
ed average:

 2005         2004
 % %

Discount rate 4.0 4.6
Expected return on plan assets 5.4 5.3
Expected infl ation rate 2.4 2.8
Long-term increase in health care costs 9.5 9.4

A one percentage point change in health care cost trend rates would 
have the following effects:

CHF mn One percentage  One percentage
 point increase point decrease

Effect on the aggregate of the service cost and interest cost 1 - 1
Effect on defi ned benefi t obligation 8 - 6

The major categories of plan assets as a percentage of total plan as-
sets:



86

Environmental provisions. Provisions for environmental liabilities are 
made when there is a legal or constructive obligation for the Group 
which will result in an outfl ow of economic resources. It is diffi cult to 
estimate the action required by Clariant in the future to correct the ef-
fects on the environment of prior disposal or release of chemical sub-
stances by Clariant or other parties and the associated costs, pursuant 
to environmental laws and regulations. The material components of 
the environmental provisions consist of the cost to fully clean and re-
furbish contaminated sites and to treat and contain contamination at 
sites where the environmental exposure is less severe. 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 remedia-
tion and the percentage of material attributable to Clariant at the reme-
diation sites relative to that attributable to other parties.

The environmental provisions reported in the balance sheet concern a 
number of different obligations, mainly in Switzerland, the United 
States, Germany, the United Kingdom, Brazil and Italy.

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. All provisions relate to environ-
mental liabilities arising in connection with activities that occurred 
prior to the date when Clariant took control of the relevant site.

Non-current personnel provisions. Non-current personnel provisions 
include compensated long-term absences such as sabbatical leave, 
jubilee or other long-service benefi ts, non-current disability benefi ts, 
profi t sharing and bonuses payable twelve months or more after the 
end of the period in which they are earned.

Restructuring provisions. Restructuring provisions are established 
where there is a legal or constructive obligation for the Group that will 
result in the outfl ow of economic resources and which is expected to 
occur twelve months or more after the end of the reporting period. The 
term restructuring refers to activities that have as a consequence, 
staff redundancies and the shutdown of production lines or entire 
sites. However, expenses for termination benefi ts which are borne by 
the pension and termination plans are included in pension plan liabili-
ties.

Other non-current provisions. Other non-current provisions include 
provisions for obligations relating to tax and legal cases in various 
countries where settlement is expected after twelve months or more. 

All non-current provisions are discounted to refl ect the time value of 
money where material. Discount rates refl ect current market assess-
ments of the time value of money and the risk specifi c to the provisions 
in the respective countries.

16. Movements in provisions for non-current liabilities       

CHF mn Non-current Non-current Non-current Other Total provision Total provision
 environmental personnel restructuring non-current for non-current for non-current
 provisions provisions1 provisions provisions liabilities liabilities
     2005 20042

At 1 January 204 77 – 38 319 356
Additions 1 18 1 14 34 57
Reclassifi cations - 26 - 20 2 1 - 43 –
Amounts used - 9 - 14  - 4 - 27 - 72
Unused amounts reversed - 1 - 12  - 5 - 18 - 15
Changes due to the 3 1  1 5 3
passage of time and       
changes in discount rates      
Exchange rate differences 9  3 7 19 - 10

At 31 December 181 50 6 52 289 319

Debts falling due      

Between 1 and 3 years 39 11 5 12 67 65
Between 3 and 5 years 15 21 1 8 45 35
Over 5 years 127 18  32 177 219

At 31 December 181 50 6 52 289 319
       
1   Restated for separate disclosure of retirement benefi t obligation on the face of the 

Balance sheet.       
2  Restated, refer to note 1.04 for details.       
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18. Current fi nancial debts  

CHF mn 31.12.2005 31.12.20041

Banks and other fi nancial institutions (including employee’s accounts) 939 550
Current portion of non-current fi nancial debts 198 622

Total 1 137 1 172

17. Trade payables  

CHF mn 31.12.2005  31.12.2004
Trade payables  746 646
Accruals  308 353
Other payables 151 166

Total 1 205 1 165

1  Restated, refer to note 1.04 for details.  
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19. Movements in provisions for current liabilities

Environmental provisions. Provisions for environmental liabilities are 
made when there is a legal or constructive obligation for the Group 
which will result in an outfl ow of economic resources. It is diffi cult to 
estimate the action required by Clariant in the future to correct the ef-
fects on the environment of prior disposal or release of chemical sub-
stances by Clariant or other parties, and the associated costs, pursu-
ant to environmental laws and regulations. The material components 
of the environmental provisions consist of the cost to fully clean and 
refurbish contaminated sites and to treat and contain contamination at 
sites where the environmental exposure is less severe. 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 remedia-
tion and the percentage of material attributable to Clariant at the reme-
diation sites relative to that attributable to other parties. The environ-
mental provisions reported in the balance sheet concern a number of 
different obligations, mainly in Switzerland, the United States, Germa-
ny, the United Kingdom, Brazil and Italy.

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. All provisions relate to environ-
mental liabilities arising in connection with activities that occurred 
prior to the date when Clariant took control of the relevant site.

Restructuring provisions. Restructuring provisions are established 
where there is a legal or constructive obligation for the Group that will 
result in the outfl ow of economic resources and which is expected to 
occur within the next twelve months. The term restructuring refers to 
activities that have as a consequence, staff redundancies and the 
shut-down of production lines or entire sites. However, expenses for 
termination benefi ts which are borne by the pension and termination 
plans are included in pension plan liabilities (see note 15).

Current personnel provisions. Liabilities from personnel costs include 
holiday entitlements, compensated absences such as annual leave, 
profi t sharing and bonuses payable within twelve months, and non-
monetary benefi ts such as medical care, housing and cars for current 
employees, payable within twelve months. Such provisions are ac-
crued in proportion to the services rendered by the employees con-
cerned.

Other current provisions. Other current provisions are recorded for li-
abilities (comprising tax, legal and other items in various countries) 
falling due within the next twelve months, for which no invoice has 
been received at the reporting date and/or for which the amount can 
only be reliably estimated.

CHF mn Environmental Restructuring Current Other current Total provisions Total provisions
 provisions provisions personnel provisions for current for current 
   provisions  liabilities 2005 liabilities 2004

At 1 January – 60 114 191 365 363
Additions and reclassifi cations 27 37 189 114 367 312
Amounts used - 6 - 24 - 148 - 112 - 290 - 284
Unused amounts reversed - 1 - 5 - 5 - 18 - 29 - 33
Exchange rate differences 1 1 10 6 18 7

At 31 December 21 69 160 181 431 365
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20. Regional breakdown of key fi gures 2005 and 2004      

Region  Sales1  Operating income2,5  Number of employees
CHF mn       at 31 December 
 2005 2004 2005 2004 2005 2004
Continuing operations      

Europe 4 111 4 154 123 209 12 664 13 595
thereof in Germany 1 253 1 244 120 97 6 096 7 027
thereof in Switzerland 177 181 43 28 1 627 1 280

The Americas 2 269 2 191 141 181 5 372 5 651
thereof in the United States 1 082 1 107 45 27 1 923 2 051

Asia/Africa/Australia 1 801 1 799 104 101 5 347 5 523
Total continuing operations 8 181 8 144 368 491 23 383 24 769

Discontinued operations      

Europe  60  - 14  
thereof in Germany  40  - 4  

The Americas  66  3  
thereof in the United States  65  3  

Asia/Africa/Australia  260  53  
Total discontinued operations – 386 – 42 – –

Total Group 8 181 8 530 368 533 23 383 24 769

Region  Investments in PPE  Depreciation of PPE  Net operating assets
CHF mn  and intangibles4  and intangibles4  at 31 December3, 4

 2005 2004 2005 2004 2005 2004
Continuing operations      

Europe 250 186 253 269 2 353 2 226
thereof in Germany 134 111 81 141 721 767
thereof in Switzerland 42 16 39 39 287 161

The Americas 69 45 59 64 908 720
thereof in the United States 32 16 35 45 362 295

Asia/Africa/Australia 34 40 30 30 838 699
Total continuing operations 353 271 342 363 4 099 3 645

Discontinued operations      

Europe  3  3  
thereof in Germany  3  2  

The Americas  15  8  
thereof in the United States  15  8  

Asia/Africa/Australia  8  11  
Total discontinued operations – 26 – 22 – –

Total Group 353 297 342 385 4 099 3 645
      
1  Allocated by region of third-party sale’s destination.
2  Allocated by region of production and selling entity.
3   Non-current and current assets (excluding cash and short-term deposits) less non 

interest-bearing liabilities.

4  Restated to include intangibles.
5  Restated, refer to note 1.04 for details
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3
Calculation of net debt 2005 2004
CHF mn  

Non-current fi nancial debt 599 1 723

Add: Current fi nancial debt 1 137 1 172

Less: Cash and cash equivalents - 223 - 1 477

Less: Current deposits 90 to 365 days - 5 - 87

Net debt 1 508 1 331

Divisions continuing operations Textile, Leather & Paper  Pigments &   Masterbatches   
CHF mn Chemicals (TLP)  Additives (PA)  (MB)  

 2005 2004 2005 2004 2005 2004 

Divisional sales 2 204 2 239 1 925 1 902 1 145 1 110 

Sales to other divisions - 12 - 36 - 46 - 74 - 1 - 2 

Total sales 2 192 2 203 1 879 1 828 1 144 1 108 

Operating expenses - 2 019 - 2 046 - 1 723 - 1 642 - 1 058 - 1 007 

Income from associates - 1 1 18 17 2 1 

Gain/loss from the sale of discontinued operations       

Gain/loss from the sale of subsidiaries and associates  - 25  - 1   

Restructuring and impairment - 19 - 48 - 9 - 35 - 16 - 8 

Amortization of goodwill  - 22  - 5  - 3 

Operating income 153 63 165 162 72 91 

Interest expense       

Other fi nancial income and expenses       

Income before taxes       

Taxes       

Net income       

Total assets 2 004 1 778 1 812 1 651 614 562 

Liabilities - 186 - 166 - 144 - 157 - 88 - 76 

Total equity and minority interests 1 818 1 612 1 668 1 494 526 486 

Net debts3       

Total net operating assets1 1 818 1 612 1 668 1 494 526 486 

Thereof:       

Investments in PPE and intangibles for the period 91 56 87 72 33 35 

Investments in associates 4 7 208 207 3 4 

Operating income 153 63 165 162 72 91 

Add: Systematic depreciation of PPE 72 75 71 75 29 28 

Add: Impairment loss on PPE 3 8 - 12 8 5 1 

Add: Amortization of goodwill  22  5  3 

Add: Amortization of other intangibles     1 1 

EBITDA2 228 168 224 250 107 124 

Add: Restructuring and impairment 19 48 9 35 16 8 

Less: Impairment loss on PPE (Reported under restructuring and impairment) - 3 - 8 12 - 8 - 5 - 1 

Less: Gain/loss from the sale of discontinued operations, subsidiaries and associates  25  1   

EBITDA before restructuring and disposals 244 233 245 278 118 131 

Operating income 153 63 165 162 72 91 

Add: Restructuring and impairment 19 48 9 35 16 8 

Less: Gain/loss from the sale of discontinued operations, subsidiaries and associates  25  1   

Add: Amortization of goodwill  22  5  3 

Operating income before restructuring and disposals and amortization of goodwill 172 158 174 203 88 102 

                    
1    Within net operating assets, PPE including infrastructure, inventory, trade pay-

ables, receivables and goodwill were allocated to each division. All other balance 
sheet positions generally included in the calculation of net operating assets were 
allocated to Corporate. 

2   EBITDA is earning before interest, tax, depreciation and amortization.

21. Divisional breakdown of key fi gures 2005 and 2004

On 30 September 2004 Electronic Materials was sold, and as a conse-
quence is shown under discontinued activities for 2004.

In 2005 Clariant discontinued the practice of selling merchandise from 
one division to another within the same legal entity. In 2004 divisional 

sales still comprised such transactions in the amount of CHF 175 mil-
lion. The change of this practice affected divisional sales in 2005 but 
does not have any impact on Total sales.

2004 fi gures were restated. For details see note 1.04.
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Inter-segment transfers or transactions are entered into under the nor-
mal commercial terms and conditions that would also be available to un-
related third parties.

Segment assets consist primarily of property, plant and equipment, 
goodwill, inventories, receivables and investments in associates. They 

exclude deferred tax assets, fi nancial fi xed assets and operating cash.
Segment liabilities comprise trade payables. They exclude items such 
as taxation, provisions for liabilities and corporate borrowings.

Capital expenditure comprises additions to property, plant and equip-
ment and intangibles. 

 Functional  Life Science  Total divisions   Corporate  Total continuing  Discontinued   Total Group
 Chemicals (FUN)  Chemicals (LSC)  continuing operations    operations  operations   

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004

2 095 2 034 892 1 101 8 261 8 386   8 261 8 386  386 8 261 8 772

- 12 - 57 - 9 - 73 - 80 - 242   - 80 - 242   - 80 - 242

2 083 1 977 883 1 028 8 181 8 144   8 181 8 144  386 8 181 8 530

- 1 880 - 1 758 - 868 - 1 005 - 7 548 - 7 458 - 140 - 118 - 7 688 - 7 576  - 344 - 7 688 - 7 920

7 5   26 24 - 3 2 23 26   23 26

 6  89  95 - 2  - 2 95   - 2 95

  28 - 6 28 - 32 12  40 - 32   40 - 32

- 13 - 10 - 79 - 11 - 136 - 112 - 50 - 24 - 186 - 136   - 186 - 136

     - 30    - 30    - 30

197 220 - 36 95 551 631 - 183 - 140 368 491  42 368 533

        - 132 - 154   - 132 - 154

        34 - 79   34 - 79

        270 258  42 270 300

        - 78 - 134  - 7 - 78 - 141

        192 124  35 192 159

1 159 916 633 836 6 222 5 743 1 102 2 357 7 324 8 100   7 324 8 100

- 162 - 147 - 68 - 84 - 648 - 630 - 4 085 - 5 156 - 4 733 - 5 786   - 4 733 - 5 786

997 769 565 752 5 574 5 113 - 2 983 - 2 799 2 591 2 314   2 591 2 314

      1 508 1 331 1 508 1 331   1 508 1 331

997 769 565 752 5 574 5 113 - 1 475 - 1 468 4 099 3 645   4 099 3 645

             

64 43 47 36 322 242 31 29 353 271  26 353 297

53 45 3 3 271 266 11 11 282 277   282 277

197 220 - 36 95 551 631 - 183 - 140 368 491  42 368 533

49 49 38 54 259 281 14 5 273 286  20 273 306

2 7 61 15 59 39   59 39   59 39

     30    30    30

    1 1 9 7 10 8  2 10 10

248 276 63 164 870 982 - 160 - 128 710 854  64 710 918

13 10 79 11 136 112 50 24 186 136   186 136

- 2 - 7 - 61 - 15 - 59 - 39   - 59 - 39   - 59 - 39

 - 6 - 28 - 83 - 28 - 63 - 10  - 38 - 63   - 38 - 63

259 273 53 77 919 992 - 120 - 104 799 888  64 799 952

197 220 - 36 95 551 631 - 183 - 140 368 491  42 368 533

13 10 79 11 136 112 50 24 186 136   186 136

 - 6 - 28 - 83 - 28 - 63 - 10  - 38 - 63   - 38 - 63

     30    30    30

210 224 15 23 659 710 - 143 - 116 516 594  42 516 636
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22. Non-current assets held for sale and discontinued 

operations

IFRS 5, ‘Non-current assets held for sale and discontinued operations‘ 
has been applied propspectively from 1 January 2005.

At 31 December 2005 there were no non-current assets classifi ed as 
held for sale nor were there any discontinued operations.

In 2005 the cash fl ows from the disposal of discontinued operations 
include the settlement of CHF 7 million related to the Electronic Mater-
ials Business sold in 2004.

Electronic Materials. On 30 September 2004 Clariant sold the Elec-
tronic Materials Business, belonging to the Life Science Chemicals 
Division, to the Carlyle Group.

Prior to the disposal, Clariant acquired the minority shares of the Ko-
rean subsidiary Clariant Industries (Korea) Ltd for a total consideration 
of CHF 24 million generating a goodwill of CHF 17 million. Clariant In-
dustries (Korea) Ltd was subsequently sold as a part of the disposal of 
Electronic Materials.

The transaction comprised share deals in Germany, Korea, Taiwan and 
China, and asset deals in Japan, the United States, France, Hong Kong 
and the United Kingdom. As part of the disposal of Electronic Materi-
als, Clariant granted a vendor loan note to the purchaser in the amount 
of CHF 40 million.

The exchange rate variances which had to be recycled as a result of 
the disposal of Electronic Materials, amounted to an expense of CHF 26 
million.

The participation in Infraserv GmbH & Co. Wiesbaden KG was reduced 
from 23% to 8% as a result of the sale of the Electronic Materials Busi-
ness to Carlyle. 

Cellulose Ethers. On 31 December 2003 Clariant sold the operations of 
Cellulose Ethers, belonging to the Functional Chemicals Division, to the 
Shin-Etsu Group. An additional gain of CHF 6 million and a cash infl ow 
of CHF 10 million resulting from the settlement of this transaction were 
recognized in 2004.
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The result of discontinued operations is as follows:
 

CHF mn 2005 2004
Sales  386
Operating expenses  - 344

Operating income  42

Financial result  
Income before taxes  42

Taxes   - 7
Income after taxes  35

Cash fl ow from discontinued operations 2005 2004
Operating cash fl ow  21
Investing cash fl ow  - 26
Financing cash fl ow  - 4

Total cash fl ow  - 9

Net assets of disposal group1: 2005 2004
Property, plant and equipment  195
Investments in associates  24
Goodwill  17
Other intangibles  12
Current assets  161
Total liabilities  - 121

Total net assets of disposal group  288

Number of employees of the disposal group  543

Net income and cash fl ow from the disposal 2005 2004
of discontinued operations  
CHF mn  

Consideration for sale - 7 404
Net assets sold including disposal-related expenses 5 - 309

Gain on disposals before exchange rate variances - 2 95
recycled and tax expense  

Exchange rate variances recycled  - 26
Tax expense  - 21

After tax gain on disposal - 2 48

The net cash infl ow from sale is determined as follows:  
Total consideration for sale - 7 404
Less: Vendor loan note and deferred payments  - 57
Less: Cash and cash equivalents in subsidiary sold  - 12

Net cash infl ow from sale - 7 335
  
1  Net assets transferred at the date of the disposal.  



94

24. Purchase of business activities and minorities

On 26 May 2005, Data Chem, Inc., a Louisiana US corporation, and cer-
tain fi xed assets necessary to run the entity subsequent to the trans-
action, were acquired and integrated into the Functional Chemicals 
Division. Goodwill in the amount of CHF 3 million, being the difference 
between the total purchase cost of CHF 11 million and the fair value 
of identifi ed net assets purchased in the amount of CHF 8 million, was 
recognized. 

Also in 2005 additional minority shares in Colour-Chem Ltd, India, were 
acquired for CHF 22 million, resulting in additional goodwill of CHF 8 
million.

In 2004 all shares held by minority shareholders of Clariant in Korea were 
acquired for CHF 24 million, resulting in a goodwill of CHF 17 million.

23. Disposal of subsidiaries and associates

On 21 June 2005, the Group announced the sale of its subsidiary Clari-
ant (Acetyl Building Blocks) GmbH & Co. KG (CABB) to the Gilde Buy-
out Fund. CABB, with its main product monochloroacetic acid (MCAA), 
was focusing on products based on chlorine and acetyl chemistry. The 
transaction was closed on 29 July 2005 together with the sale of the 
international MCAA business activities belonging to the Life Science 
Chemicals Division.

On 21 December 2005, Clariant sold its 39% stake in the associate, 
Fuchs Do Brasil S.A, to Fuchs Petrolub AG. 

On 30 September 2004, the activities of Lancaster Synthesis Ltd in the 
United Kingdom and the United States, belonging to the Life Science 
Chemicals Division were sold. 

On 30 September 2004, Clariant sold the investment in SF-Chem. 

On 30 November 2004, Clariant sold the subsidiary Clariant Polymers, 
Japan, belonging to the Textile, Leather & Paper Chemicals Division. 
 

Net income and cash fl ow from the disposal of Disposals during 2005   Total 2005 Total 20041

subsidiaries and associates     
CHF mn CABB Fuchs Other  

Consideration for sale 68 12 5 85 52
Net assets sold including disposal-related expenses - 40 - 2 - 3 - 45 - 84

Gain on disposals before tax expense 28 10 2 40 - 32

Tax expense - 6 - 1  - 7 - 2
After tax gain on disposal 22 9 2 33 - 34

The net cash infl ow from sale is determined as follows:     
Total consideration for sale 68 12 5 85 52
Less: Cash and cash equivalents in subsidiary sold - 13   - 13 - 2
Less: Tax paid by buyer on behalf of the Group  - 1  - 1 

Net cash infl ow from sale 55 11 5 71 50
     

25. Other fi nancial income and expenses  

CHF mn 2005 2004
Financial income  

Interest income 28 18
Realized fair value gains on early   
repayments of bank loans 13 –
Other fi nancial income 9 9

Total fi nancial income 50 27

1   Restated, as disposal of subsidiaries and associates are now reported as a 
seperate line item in the income statement.     
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Other fi nancial income mainly consists of dividends from securities 
and other investments.

Other fi nancial expenses include loss on the sale of securities, bank 
charges and miscellaneous fi nancial expenses.

1  Restated, refer to note 1.04 for details.  
2  Restated for impact of capital increase (adjustment factor 1.15)

Earnings per share have been calculated using the adjustment factor 
of 1.15 to determine the average number of shares outstanding from 
1 January to 20 April 2004 (date of issuance of share capital in the form 
of a rights issue).

Diluted earnings per share are calculated adjusting the weighted ave-
rage number of ordinary shares outstanding to assume conversion of 
all dilutive potential ordinary shares. 

The dilution effect is triggered by two different items. One is the effect 
of Clariant shares granted as part of the share based payment plan, 
which have not yet been vested. To calculate this dilutive potential it is 
assumed that they had been vested on 1 January of the respective pe-

riod. The other item is the effect of options granted as part of the share 
based payment plan, which have not yet been vested. To calculate this 
dilutive potential it is assumed that all options which were in the money 
at the end of the respective period had been exercised on 1 January of 
the same period.

Net income of 2004 was restated for the impact of IFRS 2, in the amount 
of CHF 2 million.

The number of shares were restated due to the consolidation of the 
Employee Participation fund. The impact was a decrease of 266 020 
shares outstanding.

25. Other fi nancial income and expenses (continued) 

CHF mn 2005 2004
Financial expenses  

Penalty for early repayment of bank loans - 43 –
Other fi nancial expenses - 28 - 31

Total fi nancial expenses - 71 - 31

Currency result, net 55 - 75

Total  34 - 79

26. Earnings per share (EPS)  

Earnings per share are calculated by dividing the Group net income by 
the average number of outstanding shares (issued shares less treasury 
shares).

 2005 20041

Net income attributable to equity holders (CHF mn) 184 152

Diluted net income attributable to equity holders (CHF mn) 184 152

Shares  

Holdings on 1 January 2 226 771 579 172 536 201
Effect of the issuance of share capital and transactions with - 339 847 38 050 609
treasury shares on weighted average number of shares outstanding  

Weighted average number of shares outstanding 226 431 732 210 586 810

Adjustment for granted Clariant shares 1 248 678 1 455 150
Adjustment for dilutive share options 58 934 37 463

Weighted average diluted number of shares outstanding 227 739 344 212 079 423

Basic earnings per share (CHF/share) 0.81 0.72

Diluted earnings per share (CHF/share) 0.81 0.72
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CHF mn TLP  PA  MB 
 2005 2004 2005 2004 2005 2004 
Cash out expenses for restructuring 8 6 12 2 6 3 

Non-cash expenses for:       

Leaving indemnity 9 31 14 12 5 2 
Others - 1 3 - 5 13 – 2 
Total non-cash expenses for restructuring 8 34 9 25 5 4 

Total restructuring expenses 16 40 21 27 11 7 

Impairment of PPE:       

Land and buildings 2 – 1 2 – – 
Machinery and equipment 1 8 4 6 5 1 
Reversal of impairment   - 17    
Total impairment of PPE 3 8 - 12 8 5 1 

Total restructuring and impairment 19 48 9 35 16 8 

Thereof non-cash expenses 11 42 - 3 33 10 5 

27. Restructuring and impairment 

In order to increase profi tability over a sustained period, Clariant has 
launched a broad initiative designed to improve its performance. The 
aim of the program is to increase the Group’s operating result and re-
duce net working capital. The changes that need to be made to the pro-
cesses and structures in order to achieve these aims , will result in the 
loss of around 4000 jobs across the Group between 2004 and 2006.

Restructuring. As part of the performance improvement program, in 
2005 staff were reduced and sites closed mainly in Germany, France, 
Spain, the United Kingdom and the United States. The costs for the dis  -
missal of personnel in these places have been recorded as restructu-
ring costs.

Impairment. As a result of the performance improvement program and 
the resulting staff reduction, PPE were reviewed for impairment in va-
lue. In numerous cases it was evident that such assets were impaired, 
as they would no longer be utilized and as a consequence they were 
written off. In France, production facilities pertaining to the divisions 
Pigments & Additives, Life Science Chemicals and Masterbatches 
were closed or restructured, entailing the write-off of PPE in the 
amount of CHF 20 million.

Clariant also assessed the recoverability of the carrying amount of 
non-current assets of several cash generating units in 2005. For this 
purpose assets were grouped at the lowest level for which there are 
separately identifi able cash fl ows. An impairment loss was recognized 
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 FUN  LSC  Total divisions  Corporate  Total Group
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004

3  12 1 41 12 29 20 70 32

         

5 2 8 8 41 55 24 – 65 55
3 1 - 2 - 13 - 5 6 - 3 4 - 8 10
8 3 6 - 5 36 61 21 4 57 65

11 3 18 - 4 77 73 50 24 127 97

         

2 1 17 14 22 17 – – 22 17
– 6 44 1 54 22 – – 54 22

    - 17    - 17 

2 7 61 15 59 39   59 39

13 10 79 11 136 112 50 24 186 136

10 10 67 10 95 100 21 4 116 104

as an expense in the income statement in the amount by which the car-
rying amount of the assets exceeded the recoverable amount, which is 
the higher of an asset’s fair value less costs to sell and value in use. As 
a result of this procedure, Clariant depreciated for impairment the PPE 
of the CGU Pharma, belonging to the Life Science Chemicals Division, 
by an amount of CHF 55 million. The asset values reported for this seg-
ment represent the value in use. The discount rate, which was applied 
to determine the value in use (pretax, risk adjusted, weighted average 
cost of capital) amounted to 10%.

In the process of the assessment of the recoverability of the carrying 
amount of non-current assets it also became evident that the impair-
ment devaluation of a production site in Höchst, Germany, recorded in 
2003 was no longer justifi ed. The cash fl ows generated by the CGUs 
Pigments & Additives and Specialty Fine Chemicals are suffi cient to 
recover the carrying amount of the assets in question that would be 
recorded if the impairment devaluation had never taken place. The im-
pairment devaluation was therefore reversed to such an extent that the 
assets now have the carrying amount that they would have had if the 
impairment devaluation had never occurred. This reversal resulted in 
an income of CHF 17 million.
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Financial instruments Contract or underlying   Positive fair values   Negative fair values
CHF mn principal amount     
 2005 2004 2005 2004 2005 2004
Currency-related hedging instruments      

Forward foreign exchange rate contracts and cross-currency swaps 88  631  – 3  - 1 - 52

Total fi nancial instruments 88  631  –  3  - 1 - 52

 
Financial instruments by maturity  1 – 12 months    1 – 5 years    Total
CHF mn

 2005 2004 2005 2004 2005 2004
Currency-related hedging instruments      

Forward foreign exchange rate contracts and cross-currency swaps 88 329 – 302 88 631

Total fi nancial instruments 88 329 – 302 88  631

28. Financial instruments

Risk management (hedging) instruments and off-balance sheet risks.

Clariant uses forward foreign exchange rate and option contracts, in-
terest rate and currency swaps, and other derivative instruments to 
hedge the Group‘s risk exposure to volatility in interest rates and cur-
rencies and to manage the return on cash and cash equivalents. Risk 
exposures from existing assets and liabilities as well as anticipated 
transactions are managed centrally.

Interest rate management. It is the Group‘s policy to manage the cost of 
interest using fi xed and variable rate debt and interest-related deriva-
tives.

Foreign exchange management. To manage the exposure to fl uctua-
tions in foreign currency exchange rates, the Group follows a strategy 
of hedging both balance sheet and revenue risk, partially through the 
use of forward exchange contracts and currency swaps in various cur-
rencies. In order to minimize fi nancial expenses, the Group does not 
hedge the entire exposure.

Counterparty risk. Financial instruments contain an element of risk that 
the counterparty may be unable to either issue securities or to fulfi ll the 
settlement terms of a contract. Clariant therefore only cooperates with 
counterparties or issuers that are at least A-rated. The cumulative ex-
posure to these counterparties is constantly monitored by the Group 
management, therefore there is no expectation of a material loss due to 
counterparty risk in the future.

The following tables show the contract or underlying principal amounts 
and the respective fair value of fi nancial instruments by type at year-
end.

The contract or underlying principal amounts indicate the volume of 
business outstanding at the balance sheet date and do not represent 
the amount at risk. The fair values represent market values or standard 
pricing models at 31 December 2005 and 2004, respectively. 
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The Group’s US dollar-denominated borrowing was designated as a 
hedge of the net investment in one of the Group’s US subsidiaries. The 
fair value of the borrowing as at 22 July 2005 (repayment date) was 
CHF 285 million (2004: CHF 251 million). The foreign exchange gain of 
CHF 34 million (2004: CHF 69 million) on translation of the borrowing to 
CHF at the balance sheet date was recognized in Cumulative currency 
translation reserves in Shareholders’ equity.

The Group’s EUR denominated borrowing was designated as a hedge 
of the net investment in one of the Group’s German subsidiaries. The 

fair value of the borrowing as at 19 December 2005 (repayment date) 
was CHF 277 million (2004: CHF 276 million). The foreign exchange gain 
of CHF 11 million (2004: CHF 12 million) on translation of the borrowing 
to CHF at the balance sheet date was recognized in Cumulative cur-
rency translation reserves in Shareholders’ equity.

Due to the early repayment of the hedged JPY loan, the cross-currency 
swaps designated as cash fl ow hedges were closed and the amount 
deferred in equity in the prior year was recycled into the income state-
ment in 2005 in the amount of CHF 5 million.

Volumes of securitization of trade receivables 2005 2004
CHF mn  

Trade receivables denominated in Euros 93 156
Trade receivables denominated in US dollars 95 85

Total 188 241

Securitization: For a number of years Clariant has been using securiti-
zation as a means of fi nancing. Trade receivables from certain compa-
nies are sold in ABS programs. Clariant retains the credit risk of the 
trade receivables and the interest rate risk liability incurred. Therefore 

the trade receivables are not derecognized from the balance sheet un-
til payments from the customers are obtained and a current fi nancial 
liability is recorded for the amount borrowed under the security of the 
trade receivables.

Financial instruments by currency 2005 2004
Forward foreign exchange rate contracts and cross currency swaps  
CHF mn  

JPY  377 
USD 87  250 
EUR 1  3 
Other  1 

Total fi nancial instruments 88  631 

Financial instruments effective for hedge-accounting purposes 2005 2004
CHF mn  

Fair value of cash fl ow hedges:  

Contracts with positive fair values – –

Contracts with negative fair values   

Cross currency swaps – - 49

Fair value of hedges of net investments in foreign entities:  

Contracts with positive fair values – –

Contracts with negative fair values  

Borrowings denominated in foreign currencies – - 527
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Options for Board of Directors (non-executive members) as at 31 December 2005       

Base year  Granted  Exercisable  Expiry date Exercise  Share price at  Number  Number 
  from  price1 grant date2 31.12.2005 31.12.20043

1998 1998 2001 2008 53.80 56.76 10 137 10 137
1999 1999 2002 2009 61.80 60.76 10 418 10 418
2000 2000 2003 2010 48.00 47.97 6 229 6 229

Total      26 784 26 784

Options for senior members of management as at 31 December 2005       

Base year  Granted  Exercisable  Expiry date Exercise  Share price at  Number  Number 
  from  price1 grant date2 31.12.2005 31.12.20043

1997 1998 2001 2008 25.50 68.97 127 783 127 783
1997 1998 2001 2008 37.50 73.06 167 001 167 001
1998 1999 2002 2009 61.80 62.09 358 789 358 789
1999 2000 2003 2010 48.00 47.97 106 191 106 191
2000 2001 2004 2011 41.80 42.02 7 229 7 229
2001 2002 2005 2012 27.20 26.87 166 354 166 354
2002 2003 2006 2013 14.80 14.88 169 136 169 136
2003 2004 2007 2014 12.00 18.74 49 326 49 326
2003 2004 2007 2014 16.30 18.74 60 391 60 391
2004 2005 2008 2015 19.85 19.85 130 934 

Total      1 343 134 1 212 200

29. Employee participation plans

During 2005, the former Clariant Executive Stock Option Plan (CESOP) 
and Management Stock Incentive Plan (MSIP) were replaced by a new 
incentive plan called Clariant Executive Bonus Plan (CEBP).

The number of shares to be granted under CEBP depends both on the 
performance of the Group and the performance of the Division/Func-
tion in which incentive plan members work.

The granted registered shares of Clariant Ltd become vested and are 
exercisable after 3 years.

The options granted under the former CESOP entitle the holder to ac-
quire registered shares of Clariant Ltd (1 share per option) at a prede-
termined strike price. They become vested and are exercisable after 3 
years and expire after 10 years. Under CEBP no options are granted.

The expense recorded in the income statement spreads the cost of 
each grant equally over the measurement period of one year and the 

vesting period of three years. Assumptions are made concerning the 
forfeiture rate which is adjusted during the vesting period so that at the 
end of the vesting period there is only a charge for the vested amounts. 
As permitted by the transitional rules of IFRS 2, grants of options and 
shares prior to 7 November 2002 have not been restated.

During 2005 CHF 7 million (2004: CHF 8 million) for equity-settled share 
based payments and CHF 1 million for cash-settled share-based pay-
ments (2004: CHF 1 million) were charged to the income statement.

As of 31 December 2005 the total carrying value of liabilities arising 
from share-based payments is CHF 23 million (2004: CHF 15 million). 
Thereof CHF 20 million (2004: CHF 13 million) was recognized in equity 
for equity-settled share-based payments and CHF 3 million (2004: CHF 
2 million) in non-current liabilities for cash-settled share-based pay-
ments.
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1   As a result of the capital increase in April 2004, the strike price of all options issued 
before April 2004 was modifi ed by the adjustment factor of 0.8883.     

2   As a result of the capital increase in April 2004, the grant price of all options and 
shares granted before April 2004 was modifi ed by the adjustment factor of 0.8883.

3   In order to accommodate the dilution of the capital increase in April 2004, all mem-
bers of the Employee Participation Plan received additional shares/options for the 
ones granted prior to April 2004.

The fair value of options granted during 2005 was CHF 1 million (2004: 
CHF 1 million) at grant date and calculated based on the Trinomial valu-
ation method. The signifi cant inputs into the model were share prices 
at grant date, exercise date and option life as indicated above. A vola-
tility of 22% and a risk-free interest rate of 2.4% were assumed.

The fair value of shares granted during 2005 is CHF 6 million (2004: CHF 
10 million) calculated based on market value of shares at grant date. 

In addition to the Employee Participation Plan in 2005, a total of 198 000  
Clariant shares with a fair value of CHF 3 million, were granted to relo-
catees as part of the restructuring program. This amount is charged to 
the income statement over the vesting period of three years.

 Weighted  Options Shares Weighted  Options Shares
 average  2005 2005 average  2004 2004
 exercise price   exercise price  

Shares/options outstanding at 1 January  38.08  1 238 984 1 455 150  44.02  947 998 1 350 847
Granted (incl. adjustment due to rights issue)  19.85  130 934 286 438  18.74  290 986 542 831
Exercised/distributed   –  - 487 549  – - 420 605
Cancelled    –  - 5 361  – - 17 923

Outstanding at 31 December 36.34 1 369 918 1 248 678 38.08 1 238 984 1 455 150

Exercisable at 31 December  44.90  960 131 –  48.61  793 777 250
Fair value of shares /options outstanding in CHF  3 444 599 24 161 919  3 289 750 26 702 003

Shares for Board of Directors (non-executive members) as at 31 December 2005     

Base year  Granted  Exercisable  Share price at  Number  Number 
  from grant date2 31.12.2005 31.12.20043

2002 2002 2005 26.87 – 6 227
2003 2003 2006 14.88 13 163 15 863
2004 2004 2007 18.74 14 111 16 565
2005 2005 2008 19.85 17 634 –

Total    44 908 38 655

Shares for members of management as at 31 December 2005     

Base year  Granted  Exercisable  Share price at  Number  Number 
  from grant date2 31.12.2005 31.12.20043

2000 2001 2004 42.02  –   250 
2001 2002 2005 26.87  –  294 794
2002 2003 2006 14.88 617 938 751 433
2003 2004 2007 18.74 317 028 370 018
2004 2005 2008 19.85 268 804  – 

Total    1 203 770 1 416 495
     

All shares granted and shares for all options granted are held as treasury shares.
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There are no outstanding loans by the Group to any members of the 
Board of Directors or Board of Management.

31. Related-party transactions

Clariant maintains business relationships with mainly two groups of 
related parties. One group consists of the associates, where the most 
important ones are described in note 6. The most important business 
with these companies is the purchase of services by Clariant (e.g. 
energy, rental of land and buildings) in Germany. In addition to this, 
Clariant exchanges services and goods with other parties which are 
associates, i.e. in which Clariant holds a stake of between 20% and 
50%. The pricing of all exchanges of goods and services with these 
parties is at arm’s length.

The second group of related parties is key management comprising the 
Board of Directors (non-executive members) and the Board of Manage-
ment. More information on the relationship with the Board of Directors 
is given in the chapter Corporate governance (non-audited). 
 

Transactions with associates 2005 2004
CHF mn  

Income from the sale of goods to related parties  28  49
Income from the rendering of services to related parties  12  21
Expenses from the purchase of goods from related parties - 24 - 17
Expenses from services rendered by related parties - 303 - 378

Payables, receivables and loans 31.12.2005  31.12.2004
Receivables from related parties   9  11
Payables to related parties  61  40
Loans to related parties – 1

Transactions with key management 2005 2004
CHF mn  

Salaries and other short-term benefi ts 6 5
Termination benefi ts 1 4
Post-employment benefi ts 2 1
Share-based payments 1 1

Total 10 11

Number of granted shares in the reporting period 36 146 51 753
Number of granted options in the reporting period 118 244 49 326

30. Personnel expenses  

CHF mn 2005 2004
Wages and salaries - 1 521 - 1 528
Social welfare costs - 310 - 271
Shares and options granted to directors and employees - 8 - 9
Pension costs - defi ned contribution plans - 34 - 34
Pension costs - defi ned benefi t plans - 75 - 131
Other post-employment benefi ts - 4 - 6

Total - 1 952 - 1 979
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33. Exchange rates of principal currencies  

Rates used to translate the consolidated balance sheets (closing rate):

32. Commitments and contingencies  

Leasing commitments. The Group leases land, buildings, machinery 
and equipment, furniture and vehicles under fi xed term agreements. 
The leases have varying terms, escalation clauses and renewal rights.

Commitments arising from fi xed-term operating leases mainly concern 
buildings in Switzerland and Germany. The most important partners for 
operating leases of buildings in Germany are the Infraserv companies.

CHF mn 2005 2004
2005  75
2006 73 57
2007 56 46
2008 45 40
2009 32 32
2010 49 –
after 2010 37 39
(2004: after 2009)

Total 292 289

Guarantees in favor 60 31
of third parties  

Expenses for operating leases were CHF 85 million in 2005 and CHF 95 
million in 2004.
  
Purchase commitments. In the regular course of business, Clariant en-
ters into relationships with suppliers whereby the Group commits itself 
to purchase certain minimum quantities of materials in order to benefi t 
from better pricing conditions. These commitments are not in excess 
of current market prices and refl ect normal business operations. At 
present, the purchase commitments on such contracts amount to 
about CHF 100 million (2004: CHF 85 million).
  
Contingencies. Clariant operates in countries where political, eco-
nomic, social, legal and regulatory developments can have an impact 
on the operational activities. The effects of such risks on the Compa-
ny’s results, which arise during the normal course of business, are not 
foreseeable and are therefore not included in the accompanying fi nan-
cial statements.

In the ordinary course of business, Clariant is involved in lawsuits, 
claims, investigations and proceedings, including product liability, in-
tellectual property, commercial, environmental, health and safety mat-
ters. Although the outcome of any legal proceedings cannot be pre-
dicted with certainty, management is of the opinion that there are no 
such matters pending which would be likely to have any material ad-
verse effect in relation to its business, fi nancial position or results of 
operations.
  

Environmental risk. Clariant is exposed to environmental liabilities and 
risks relating to its past operations, principally in respect of remedia-
tion costs. 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 diffi cult to estimate the action required by Clar-
iant in the future to correct the effects on the environment of prior dis-
posal or release of chemical substances by Clariant or other parties, 
and the associated costs, pursuant to environmental laws and regula-
tions. The material components of the environmental provisions con-
sist of costs to fully clean and refurbish contaminated sites and to treat 
and contain contamination at sites where the environmental exposure 
is less severe. 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 at-
tributable to Clariant at the remediation sites relative to that attribut-
able to other parties. The Group permanently monitors the various 
sites identifi ed at risk for environmental exposure. Clariant believes that 
its provisions are adequate based upon currently available information, 
however given the inherent diffi culties in estimating liabilities in this 
area, there is no guarantee that additional costs will not be incurred.

 31.12.2005 31.12.2004
1 USD  1.31   1.13 
1 GBP  2.27   2.18 
100 JPY  1.12   1.10 
1 EUR 1.56  1.54 

Average sales-weighted rates used to translate the consolidated in-
come statements and consolidated statement of cash fl ow:

 2005 2004
1 USD  1.24   1.25 
1 GBP  2.26   2.28 
100 JPY  1.13   1.15 
1 EUR  1.55   1.54 
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34. Important subsidiaries and associates

Country Company name  Participation Holding/ Sales Production Research
  % Finance

Argentina  Clariant (Argentina) SA, Buenos Aires 100.0   � �
Australia  Clariant (Australia) Pty. Ltd, Melbourne 100.0   � �
Austria  Clariant (Österreich) GmbH, Wien 100.0   � �
Bangladesh  Clariant (Bangladesh) Ltd, Dhaka 100.0   �   
Belgium  Clariant Benelux SA, Louvain-la-Neuve 100.0   � � �
Brazil  Clariant S.A., São Paulo 100.0  � � 
Canada  Clariant (Canada) Inc., St-Laurent, Québec 100.0   � �
Chile  Clariant Colorquimica (Chile) Ltda, Santiago de Chile 100.0   � �   
China Clariant (China) Ltd, Hong Kong 100.0   � �  
 Clariant (Tianjin) Ltd, Tianjin 94.8   � �   
 Clariant Chemicals Trading (Shanghai) Ltd, Shanghai 100.0   �    
 Clariant Pigments (Tianjin) Ltd, Tianjin 60.0  � �  
 Tianjin Hua Shi Chemicals Co., Ltd, Tianjin 25.0  � �  
 Clariant Chemicals (China) Ltd, Shanghai 100.0  � �
 Clariant Guangzhou Masterbatch Ltd, Guangzhou 100.0  � �
Colombia  Clariant (Colombia) SA, Santa Fé de Bogotá 100.0   � �
Czech Republic  Clariant CR s.r.o., Prague 100.0  �  
Denmark  Clariant (Denmark) A/S, Karise 100.0  �  
Ecuador Clariant (Ecuador) S.A., Quito 100.0   �  
Egypt  Clariant (Egypt) SAE, Cairo 85.6  � �
 The Egyptian German Co. for Dyes & Resins SAE, Cairo 100.0  � � 
Finland Clariant (Finland) Oy, Vantaa 100.0  �  
France Clariant (France), Puteaux 100.0  � � �
 Clariant Huningue, Huningue 100.0  � � �
 Clariant Life Science Molecules (France) SAS, Puteaux 100.0  � �
Germany Clariant Produkte (Deutschland) GmbH, Frankfurt 100.0  � � � 
 Clariant Masterbatch (Deutschland) GmbH, Lahnstein 100.0  � � �
 Clariant Verwaltungsgesellschaft mbH, Frankfurt 100.0 �   
Great Britain Clariant Holdings UK Ltd, Horsforth/Leeds 100.0 �  
 Clariant UK Ltd, Horsforth/Leeds 100.0  � � �
Greece  Clariant (Hellas) SA, Lykovrisi 100.0   � � 
Guatemala  Clariant (Guatemala) SA, Guatemala City 100.0  � �  
Hungary Clariant Hungaria Kft, Budapest 100.0  �   
India BTP India Private Ltd, Chennai 100.0  � � � 
 Clariant (India) Ltd, Mumbai 50.9  � � �
 Colour-Chem Ltd, Mumbai 70.1  � � �
Indonesia  PT Clariant Indonesia, Tangerang 100.0  � �
Ireland Masterplast Limited, Naas 100.0  � � 
Italy  Clariant (Italia) S.p.A., Milan 100.0  � � �
 Clariant Holding (Italia) S.p.A., Milan 100.0 �  
 Clariant Life Science Molecules (Italia) S.p.A., Milan 100.0   � � �
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Country Company name  Participation Holding/ Sales Production Research
  % Finance

Japan Clariant (Japan) K.K., Tokyo 100.0   � � �
Korea Clariant (Korea) Ltd, Seoul 100.0   �  
 Clariant Sang Ho Ltd, Yangsan-Si 100.0   � � 
 Clariant Songwon Color Co. Ltd, Ulsan 99.8   � �
Malaysia  Clariant (Malaysia) Sdn. Bhd., Shah Alam 100.0   �  
Mexico Clariant (Mexico) S.A. de C.V., Naucalpan de Juárez 100.0   � �
 Clariant Productos Químicos S.A. de C.V., Ecatepec de Morelos 100.0    � 
Morocco  Clariant (Maroc) S.A., Casablanca 100.0   � �
Netherlands  Dick Peters BV, Denekamp 100.0   � �
New Zealand  Clariant (New Zealand) Ltd, Albany-Auckland 100.0   � �
Norway  Clariant (Norge) AS, Bergen 100.0   � 
Pakistan  Clariant Pakistan Ltd, Korangi, Karachi 75.0   � �
Panama  Clariant Trading (Panamá), SA, Panamá 100.0   �  
Peru  Clariant (Perú) SA, Lima 91.4   � �
Philippines  Clariant (Philippines) Corp., Makati City, Manila 100.0   �  
Poland  Clariant Polska Sp. z.o.o., Warsaw 100.0   �  
Portugal  Clariant Químicos (Portugal) Lda, Porto 100.0   �
Singapore  Clariant (Singapore) Pte. Ltd, Singapore 100.0   � �
South Africa Clariant Southern Africa (Pty) Ltd, Weltevreden Park, Johannesburg 100.0   � �
Spain  Clariant Ibérica S.A., Barcelona 100.0   � � � 
 Clariant Masterbatch Ibérica S.A., Sant Andreu de la Barca 100.0   � �
Sweden Clariant (Sverige) AB, Göteborg 100.0   �   
 Clariant Masterbatches Norden AB, Malmö 100.0   � �  
Switzerland  Clariant Produkte (Schweiz) AG, Muttenz 100.0    � �
 Clariant International AG, Muttenz 100.0  �  
Taiwan Clariant Chemicals (Taiwan) Co., Ltd, Taipei 100.0   � �
Thailand  Clariant Chemicals (Thailand) Ltd, Bangkok 100.0   � �
 Clariant Masterbatches (Thailand) Ltd, Bangkok 100.0   � �
Tunisia  Clariant Tunisie SA, Cherguia-Tunis 49.9   �   
Turkey  Clariant (Türkiye) A.S., Istanbul 100.0   � � 
UAE  Clariant (Gulf) FZE, Jebel Ali, Dubai 100.0   �   
USA Clariant Corporation, Charlotte, NC 100.0   � � �
 Clariant Life Science Molecules (America) Inc., Elgin, SC 100.0   � � �
 Clariant Life Science Molecules (Florida) Inc., Gainesville, FL 100.0   � � �
 Clariant Life Science Molecules (Missouri) Inc., Springfi eld, MO 100.0   � � 
Venezuela  Clariant Venezuela S.A., Maracay 100.0   � �
Vietnam  Clariant (Vietnam) Ltd, Ho Chi Minh City 100.0   � � 
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35. Events subsequent to the balance sheet date

In February 2006, KiON, a US corporation, was acquired with a pur-
chase price of approximately CHF 17 million. The activities of this busi-
ness will be integrated into the Pigments & Additives Division. The 
process of allocation of the purchase price to the identifi ed assets and 
liabilities acquired had still to be fi nalized while this Annual Report was 
being prepared for publishing. 



107

Consolidated fi nancial statements 
of the Clariant Group

Report of the Group auditors to the general meeting of Clariant Ltd, 

Muttenz 
As auditors of the Group, we have audited the consolidated fi nancial 
statements (balance sheet, income statement, statement of cash 
fl ows, statement of changes in equity and notes – pages 60 to 106) of 
the Clariant Group for the year ended 31 December 2005.

These consolidated fi nancial statements are the responsibility of the 
Board of Directors. Our responsibility is to express an opinion on these 
consolidated fi nancial statements based on our audit. We confi rm that 
we meet the legal requirements concerning professional qualifi cation 
and independence.

Our audit was conducted in accordance with Swiss Auditing Standards 
and with the International Standards on Auditing, which require that an 
audit be planned and performed to obtain reasonable assurance about 
whether the consolidated fi nancial statements are free from material 
misstatement. We have examined on a test basis evidence supporting 
the amounts and disclosures in the consolidated fi nancial statements. 
We have also assessed the accounting principles used, signifi cant 
estimates made and the overall consolidated fi nancial statement pre-
sentation. We believe that our audit provides a reasonable basis for 
our opinion. 

In our opinion, the consolidated fi nancial statements give a true and 
fair view of the fi nancial position, the results of operations and the 
cash fl ows in accordance with the International Financial Reporting 
Standards (IFRS) and comply with Swiss law.

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

PricewaterhouseCoopers AG

D. Suter Dr. M. Jeger

Basel, 24 February 2006

 

Report of the Group auditors
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Five-year Group overview 2001–2005   2005 2004 2004 2003 2002 2001
     (restated)   
Divisional sales   CHF mn 8 261 8 772 8 772 8 783 9 606 10 195
Change relative to preceding year   
 in Swiss francs   % - 6 0 0 - 9 - 6 - 7
 in local currency   % - 8 2 2 - 4 2 - 2

Group sales1  CHF mn 8 181 8 530 8 530 8 516 9 330 9 871
Change relative to preceding year      
 in Swiss francs  % - 4 0 0 - 9 - 5 - 7
 in local currency  % - 6 2 2 - 4  3 - 2

Operating income before restructuring, disposals 
and amortization of goodwill  CHF mn 516 636 633 611 690 631
 Change relative to preceding year  % - 19 4 4 - 11 9 - 44
 as a % of sales    6.3 7.5 7.4 7.2 7.4 6.4

Operating income after restructuring, disposals 
and amortization of goodwill   CHF mn 368 533 530 559 - 202 - 877
 Change relative to preceding year   % - 31 - 5 - 5 – – –
 as a % of sales   4.5 6.2 6.2 6.6 - 2.2 - 8.9

EBITDA after restructuring and disposals  CHF mn 710 918 915 1 119 1 193 1 395
 Change relative to preceding year  % - 23 - 18 - 18 - 6 - 14 - 16
 as a % of sales   8.7 10.8 10.7 13.1 12.8 14.1

Net income  CHF mn 192 159 157 173 - 639 - 1 233
 Change relative to preceding year  % 23 - 8 - 9 – – –
 as a % of sales   2.3 1.9  1.8 2.0 - 6.8 - 12.5

Investment in PPE  CHF mn 348 289 289 301 339 505
 Change relative to preceding year  % 20 - 4 - 4 - 11 - 33 - 6
 as a % of sales   4 3 3 4 4 5

Personnel costs  CHF mn 1 952 1 979 1 979 2 009 2 097 2 346
 Change relative to preceding year  % - 1 - 1 - 1 - 4 - 11 - 2
 as a % of sales   24 23 23 24 22 24
 Employees at year-end  number 23 383 24 769 24 769 27 008 27 849 28 904 
 Change relative to preceding year  % - 6 - 8 - 8 - 3 - 4 - 8

1  Incl. trading.

Review of trends
Five-year Group overview 
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Trend in Group sales by division 2005  2004  2003  2002  20011 
  CHF mn % CHF mn % CHF mn % CHF mn % CHF mn %

 Textile, Leather & Paper Chemicals 2 192 27 2 203 26 2 179 26 2 769 30 2 965 30
 Pigments & Additives 1 879 23 1 828 21 1 745 20 1 814 19 1 872 19
 Functional Chemicals 2 083 25 1 977 23 2 033 24 2 102 23 2 183 23
 Life Science Chemicals 883 11 1 414 17 1 518 18 1 618 17 1 616 17
 Masterbatches 1 144 14 1 108 13 1 041 12 1 027 11 1 038 11
Total divisions 8 181 100 8 530 100 8 516 100 9 330 100 9 674 100

 Other (mainly trading activities) –  –  –  –  197 

Total Group 8 181  8 530  8 516  9 330  9 871 

1  Restated

Trend in Group sales by region 2005  2004  2003  2002  2001
  CHF mn % CHF mn % CHF mn % CHF mn % CHF mn %

 Europe 4 111 50 4 214 49 4 239 50 4 564 49 4 867 49
 The Americas 2 269 28 2 257 27 2 213 26 2 683 29 2 863 29
 Asia/Australia/Africa 1 801 22 2 059 24 2 064 24 2 083 22 2 141 22

Total  8 181 100 8 530 100 8 516 100 9 330 100 9 871 100
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Financial statements of Clariant Ltd, Muttenz    
Clariant Ltd balance sheets    
at 31 December 2005 and 2004    

Assets 2005  2004 
 CHF % CHF %

Non-current assets    

Shareholdings in Group companies 1 954 646 642  1 593 892 981 
Loans to Group companies 1 358 913 816  1 440 850 262 
Intangible fi xed assets 1 479 346  4 210 214 

Total non-current assets 3 315 039 804 90.5 3 038 953 457  62.9

Current assets    

Receivables from Group companies 210 790 456  468 919 596 
Other receivables 53 681 139  48 275 366 
Accrued income 5 285  2 178 938 
Marketable securities 69 684 631  57 296 059 
Cash and cash equivalents 11 856 468  1 216 179 842 

Total current assets 346 017 979 9.5 1 792 849 801 37.1

Total assets 3 661 057 783 100.0 4 831 803 258 100.0

Equity and liabilities 2005  2004 
 CHF % CHF %

Equity    

Total share capital 1 093 260 000  1 150 800 000 

Reserves    

General reserves 646 595 631  646 595 631 
Reserve for treasury shares 111 542 072  102 374 212 
Free reserves 282 568 845  105 479 978 
Total reserves 1 040 706 548  854 449 821 

Unappropriated earnings    

Balance from prior year 0  0 
Net income  229 550 139  186 256 727 
Total unappropriated earnings 229 550 139  186 256 727 

Total Equity 2 363 516 687 64.6 2 191 506 548 45.4

Liabilities    

Non-current liabilities    

Straight bonds 558 650 000  718 110 000 
Other non-current liabilities 1 000  368 050 000 
Total non-current liabilities 558 651 000 15.2 1 086 160 000 22.5

Current liabilities    

Provisions 3 184 104  2 340 635 
Liabilities to Group companies 236 998 502  898 478 826 
Other liabilities 476 352 198  560 233 144 
Accrued expenses 22 355 292  93 084 105 
Total current liabilities 738 890 096 20.2 1 554 136 710 32.1

Total liabilities 1 297 541 096 35.4 2 640 296 710 54.6

Total equity and liabilities 3 661 057 783 100.0 4 831 803 258 100.0
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Clariant Ltd income statements   
for the years ended 31 December 2005 and 2004  

 2005 2004
 CHF CHF

Income  

Income from fi nancial assets 260 953 051 465 460 504
Income from cash, marketable securities and short-term deposits 15 579 500 31 993 034
Financial income 90 862 338 
Other income 39 188 026 69 817 533

Total income 406 582 915 567 271 071

Expenses  

Financial expenses 145 351 544 200 874 300
Administrative expenses 2 987 484 2 106 130
Depreciation of fi nancial fi xed assets  149 350 000
Other expenses (including taxes) 28 693 748 28 683 914

Total expenses 177 032 776 381 014 344

Net income 229 550 139 186 256 727
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5. Share capital  

 31.12.2005 31.12.2004
Number of registered shares each with a par value of CHF 4.75 (2004: CHF 5) 230 160 000 230 160 000
In CHF 1 093 260 000 1 150 800 000

Conditional Capital 31.12.2005 31.12.2004
Number of registered shares each with a par value of CHF 4.75 (2004: CHF 5) 8 000 000 8 000 000
In CHF 38 000 000 40 000 000

6. Treasury shares (number with a par value of CHF 4.75 each [2004: CHF 5])  

 2005 2004
Holdings on 1 January 3 122 401 3 532 869
Shares bought at market value 1 060 000 721 642
Shares sold at market value - 150 000 - 800 000
Shares to employees - 431 128 - 332 110

Holdings on 31 December 3 601 273 3 122 401

The average price of shares bought in 2005 was CHF 19.81 (2004: CHF 
13.54).

The average price of shares sold in 2005 was CHF 19.58 (2004: CHF 
17.76).

1. Accounting policies 

Introduction. The statutory fi nancial statements of Clariant Ltd comply 
with the requirements of the Swiss company law.

Exchange rate differences. Balance sheet items denominated in for-
eign currencies are converted at year-end exchange rates. Exchange 
rate differences arising from these, as well as those from business 
transactions, are recorded in the income statement.

Financial fi xed assets. These are valued at acquisition cost less ad-
justments for impairment of value.

Provisions. Provisions are made to cover existing liabilities.

2. Financial assets

The principal direct and indirect affi liated companies, and other hold-
ings of Clariant Ltd, are shown on pages 104 to 105 of the Financial 
Report of the Clariant Group.

3. Cash, marketable securities and current fi nancial assets

Securities include treasury shares valued at fair market value in the 
amount of CHF 70 million (prior year CHF 57 million) (see also note 6).
After a regular review of the cash generating capabilities of all sub-
sidiaries of Clariant Ltd, there were no write downs of investments in 
these companies (prior year CHF 149 million).

4. Repayment of share capital

On 7 April 2005 the Annual General Meeting approved the repayment of 
share capital in the amount of CHF 57 540 000.

Paid-in share capital was decreased by CHF 57 540 000 to a total of 
CHF 1 093 260 000. 

Notes to the fi nancial statements of Clariant Ltd
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9. General reserves

The general reserves must be at least 20% of the share capital of Clari-
ant Ltd as this is the minimum amount required by the Swiss Code of 
Obligations.

10. Reserve for treasury shares

Clariant Ltd has met the legal requirements for treasury shares required 
by the Swiss Code of Obligations.

7. Reconciliation of equity

CHF Share capital General  Reserve for  Free reserves Unappropriated  Total
  reserves treasury shares  earnings 
Balance 31.12.2004 1 150 800 000 646 595 631 102 374 212 105 479 978 186 256 727 2 191 506 548

Treasury share   9 167 860 - 9 167 860  0
transactions      
Appropriation of    186 256 727 - 186 256 727 0
profi t/loss carried       
forward to reserves      
Repayment of - 57 540 000     - 57 540 000
share capital
Net income     229 550 139 229 550 139

Balance 31.12.2005 1 093 260 000 646 595 631 111 542 072 282 568 845 229 550 139 2 363 516 687

8. Straight bonds    

CHF thousand Interest rate Term Amount 31.12.2005 Amount 31.12.2004
Straight bond 4.125 1996-2006 159 460 159 460
Straight bond 3.750 1997-2007 174 610 174 610
Straight bond 3.000 1998-2005  200 605
Straight bond 4.250 2000-2008 384 040 384 040

Total   718 110 918 715

11. Contingent liabilities  

CHF mn Outstanding Outstanding 
 liabilities liabilities
 31.12.2005 31.12.2004

Outstanding liabilities as guarantees in favor of Group companies  754
Outstanding liabilities as guarantees in favor of third parties 39 39

12. Voting and legal registration limitations

In accordance with Article 5 of the Articles of Incorporation, no limita-
tions with regard to registration of shares which are acquired in one‘s 
own name and on one‘s own account exist. Special rules exist for 
nominees.

In accordance with Article 12 of the Articles of Incorporation, each 
share has the right to one vote. A shareholder can only vote for his own 
shares and for represented shares up to a maximum of 10% of total 
share capital.

13. Shareholders holding 5 percent or more of total

share capital

Based on the information available at the time of this report, there were 
no shareholders with more than 5% of the share capital at 31 December 
2005. At 31 December 2004 Artisan Partners Ltd. Partnership, Milwau-
kee, Wisconsin (USA), owned 10.01% of the share capital.  

Financial statements 
of Clariant Ltd
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The Board of Directors proposes to repay CHF 0.25 of the nominal value 
of each registered share, as a result of a reduction of the nominal value 
from CHF 4.75 to CHF 4.50 per registered share. The proposed payout 
would reduce the share capital by CHF 57 540 000. The proposed pay-
out of the nominal value reduction of CHF 0.25 each is expected on 22 
June 2006, subject to approval by the ordinary General Meeting of 
shareholders and subject to the fulfi llment of the necessary require-
ments and the entry of the share capital reduction in the Commercial 
Register of the Canton of Baselland.

The Board of Directors proposes to transfer the net income of the year 
in the amount of CHF 229 550 139 to free reserves.

Available unappropriated earnings CHF

Balance from prior year 0
Net income of the year 229 550 139

Total available unappropriated earnings 229 550 139

Appropriation CHF

Transfer to free reserves  - 229 550 139

Balance to be carried forward 0

Proposed payout of nominal value reduction Appropriation of available earnings 



115

Report of the statutory auditors to the general meeting of Clariant Ltd, 

Muttenz 
As statutory auditors, we have audited the accounting records and the 
fi nancial statements (balance sheet, income statement and notes – 
pages 110 to 113) of Clariant Ltd for the year ended 31 December 2005.

These fi nancial statements are the responsibility of the Board of Di-
rectors. Our responsibility is to express an opinion on these fi nancial 
statements based on our audit. We confi rm that we meet the legal re-
quirements concerning professional qualifi cation and independence.

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

In our opinion, the accounting records and fi nancial statements and 
the proposed appropriation of available earnings comply with Swiss 
law and the company’s articles of incorporation. 

We recommend that the fi nancial statements submitted to you be ap-
proved. 

PricewaterhouseCoopers AG

Dr. M. Jeger Ph. Speck

Basel, 24 February 2006

Report of the statutory auditors

Financial statements 
of Clariant Ltd
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Forward-looking statements contained herein are qualifi ed in their 
entirety as there are certain factors that could cause results to dif-
fer materially from those anticipated. Investors are cautioned that all 
forward-looking statements involve risks and uncertainty. In addition 
to the factors discussed above, among the factors that could cause 
actual results to differ materially are the following: the timing and 
strength of new product offerings; pricing strategies of competitors; 
the company’s ability to continue to receive adequate products from 
its vendors on acceptable terms, or at all, and to continue to obtain suf-
fi cient fi nancing to meet its liquidity needs; and changes in the political, 
social and regulatory framework in which the company operates or in 
economic or technological trends or conditions, including currency 
fl uctuations, infl ation and consumer confi dence, on a global, regional 
or national basis. 

Forward-looking statements




