
NAVTEQ CORP
Form 10-Q
August 11, 2004

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC  20549

FORM 10-Q

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 27, 2004

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number 0-21323

NAVTEQ CORPORATION
(Exact name of registrant as specified in its charter)

Delaware 77-0170321
(State or Other Jurisdiction of
Incorporation or Organization)

(I.R.S. Employer Identification No.)

222 Merchandise Mart, Suite 900
Chicago, Illinois 60654 (312) 894-7000

(Address of Principal Executive
Offices, including Zip Code)

(Registrant�s Telephone Number,
Including Area Code)

Indicate by check mark whether the Registrant (1)  has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2)  has been
subject to such filing requirements for the past 90 days.

Yes  ý   No  o

Edgar Filing: NAVTEQ CORP - Form 10-Q

1



Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).

Yes  o   No  ý

The number of shares of the Registrant�s Common Stock, $0.001 par value, outstanding as of August 6, 2004 was 87,669,843.

Edgar Filing: NAVTEQ CORP - Form 10-Q

2



References in this Quarterly Report on Form 10-Q to �NAVTEQ,� �the Company,� �we,� �us,� and �our� refer to NAVTEQ Corporation and its
subsidiaries.

This quarterly report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended. These forward-looking statements are not historical facts but rather are based
on current expectations, estimates and projections about our industry, our beliefs and our assumptions. Words such as �anticipates,� �expects,�
�intends,� �plans,� �believes,� �seeks,� �may,� �will,� �should� and �estimates,� and variations of these words and similar expressions, are intended to identify
forward-looking statements. These statements are not guarantees of future performance and are subject to risks, uncertainties and other factors,
some of which are beyond our control, are difficult to predict and could cause actual results to differ materially from those expressed, implied or
forecast in the forward-looking statements. In addition, the forward-looking events discussed in this quarterly report might not occur. These risks
and uncertainties include, among others, those described in �Risk Factors� and elsewhere in this quarterly report. Readers are cautioned not to
place undue reliance on these forward-looking statements. Readers should read this quarterly report, and the documents that we refer to in this
quarterly report and have filed as exhibits to this quarterly report, with the understanding that actual future results and events may be materially
different from what we currently expect.

The forward-looking statements included in this quarterly report reflect our views and assumptions only as of the date of this quarterly report.
Except as required by law, we undertake no obligation to update any forward-looking statement, whether as a result of new information, future
events or otherwise.

�NAVTEQ� is a trademark of NAVTEQ Corporation.
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PART I

FINANCIAL INFORMATION

Item 1.  Financial Statements

NAVTEQ CORPORATION AND SUBSIDIARIES

Condensed Consolidated Balance Sheets

(In thousands, except per share amounts)

December 31,
2003

June 27,
2004

Assets
Current assets:
Cash and cash equivalents $ 1,982 3,740
Cash on deposit with affiliate 65,307 61,856
Accounts receivable, net of allowance for doubtful accounts of $4,365 and $4,350 in 2003
and 2004, respectively 44,545 57,333
Deferred income taxes 36,614 39,721
Prepaid expenses and other current assets 5,999 5,183
Total current assets 154,447 167,833
Property and equipment, net 11,918 14,034
Capitalized software development costs, net 22,605 24,187
Long-term deferred income taxes 134,328 115,259
Deposits and other assets 1,400 5,713
Total assets $ 324,698 327,026

Liabilities and Stockholders� Equity
Current liabilities:
Accounts payable $ 15,539 16,702
Accrued payroll and related liabilities 20,344 19,710
Other accrued expenses 16,410 19,538
Deferred revenue 24,501 33,910
Total current liabilities 76,794 89,860
Fair value of derivative 23,799 13,979
Long-term deferred revenue 3,582 20,636
Other long-term liabilities 2,612 2,354
Total liabilities 106,787 126,829
Stockholders� equity:
Common stock, $0.001 par value; 400,000 shares authorized; 84,153 and 87,636 shares
issued and outstanding in 2003 and 2004, respectively 1,178 1,227
Additional paid-in capital 767,709 721,519
Note receivable for common stock (219) (219)
Deferred compensation expense (2,332) (1,908)
Accumulated other comprehensive loss (26,645) (23,684)
Accumulated deficit (521,780) (496,738)
Total stockholders� equity 217,911 200,197
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Total liabilities and stockholders� equity $ 324,698 327,026

See accompanying notes to condensed consolidated financial statements.
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NAVTEQ CORPORATION AND SUBSIDIARIES

Condensed Consolidated Statements of Income

(In thousands, except per share data)

Quarter Ended Six Months Ended
June 29,

2003
June 27,

2004
June 29,

2003
June 27,

2004

Net revenue $ 67,534 96,600 $ 119,569 176,065

Operating costs and expenses:
Database licensing and production costs 28,825 44,539 52,411 84,974
Selling, general and administrative expenses 18,006 27,216 34,827 50,312
Total operating costs and expenses 46,831 71,755 87,238 135,286

Operating income 20,703 24,845 32,331 40,779

Other income (expense):
Interest income 81 187 118 330
Interest expense (3) (7) (10) (8)
Foreign currency gain (loss) 2,258 (393) 6,377 (722)
Other expense 6 29 6 11

Income before income taxes 23,045 24,661 38,822 40,390

Income tax expense (272) (9,338) (572) (15,348)

Net income $ 22,773 15,323 $ 38,250 25,042

Earnings per share of common stock:
Basic $ 0.27 0.18 $ 0.46 0.29
Diluted $ 0.26 0.17 $ 0.44 0.27

Weighted average shares of common stock
outstanding:
Basic 84,028 86,495 84,006 85,337
Diluted 87,074 91,916 87,052 91,522

See accompanying notes to condensed consolidated financial statements.
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NAVTEQ CORPORATION AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows

(In thousands)

Six Months Ended
June 29,

2003
June 27,

2004
Cash flows from operating activities:
Net income $ 38,250 25,042
Adjustments to reconcile net income to net cash provided by operating activities:
Deferred income taxes � 12,999
Depreciation and amortization 3,031 2,833
Amortization of software development costs 2,879 4,115
Foreign currency (gain) loss (6,377) 722
Provision for bad debts 1,242 568
Stock compensation expense � 1,526
Noncash other 12 45
Changes in operating assets and liabilities:
Accounts receivable (10,856) (14,486)
Prepaid expenses and other current assets (1,063) 769
Deposits and other assets 64 (4,394)
Accounts payable 2,511 1,496
Accrued payroll and related liabilities (2,809) (1,281)
Other accrued expenses (2,611) (1,080)
Deferred revenue 1,993 26,834
Other long-term liabilities 86 (224)
Net cash provided by operating activities 26,352 55,484
Cash flows from investing activities:
Acquisition of property and equipment (1,971) (5,092)
Capitalized software development costs (4,894) (5,697)
Cash on deposit with affiliate, net (25,500) 3,244
Net cash used in investing activities (32,365) (7,545)
Cash flows from financing activities:
Issuance of common stock 115 1,045
Dividends paid � (47,159)
Net cash provided by (used in) financing activities 115 (46,114)
Effect of exchange rate changes on cash 389 (67)
Net increase (decrease) in cash and cash equivalents (5,509) 1,758
Cash and cash equivalents at beginning of period 9,427 1,982
Cash and cash equivalents at end of period $ 3,918 3,740
Supplemental disclosure of cash flow information:
Cash paid during the period for interest $ 10 8
Cash paid during the period for income taxes $ 950 1,714

See accompanying notes to condensed consolidated financial statements.
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NAVTEQ CORPORATION

AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(Unaudited, amounts in thousands, except per share amounts)

(1) � Unaudited Financial Statements

The accompanying condensed consolidated financial statements of NAVTEQ Corporation (the �Company�) have been prepared in accordance
with accounting principles generally accepted in the United States of America for interim financial information, the instructions to United States
Securities and Exchange Commission Form 10-Q and Rule 10-01 of Regulation S-X.  Accordingly, they do not include all of the information
and footnotes required by accounting principles generally accepted in the United States of America for complete financial statements. It is
presumed that the reader has already read the Company�s Annual Report on Form 10-K for the year ended December 31, 2003.

In the opinion of management, all adjustments (consisting of normal recurring adjustments) considered necessary for a fair presentation have
been included.  The results of operations for the interim periods are not necessarily indicative of the results that may be expected for the fiscal
year.  For further information, refer to the consolidated financial statements and accompanying notes included in the Company�s Annual Report
on Form 10-K for the year ended December 31, 2003.

Principles of Presentation

The Company�s fiscal quarterly periods end on the Sunday nearest the calendar quarter end.  The 2003 second quarter had 91 days and the 2004
second quarter had 91 days.  The 2003 year to date period had 180 days and the 2004 year to date period had 179 days.  The Company�s fiscal
year end is December 31.

Certain 2003 amounts in the condensed consolidated financial statements have been reclassified to conform to the 2004 presentation.

Stock-Based Compensation

The Company applies the intrinsic value-based method of accounting prescribed by Accounting Principles Board (APB) Opinion No. 25,
�Accounting for Stock Issued to Employees,� and related interpretations, including Financial Accounting Standards Board (FASB) Interpretation
No. 44, �Accounting for Certain Transactions involving Stock Compensation, an interpretation of APB Opinion No. 25,� to account for its fixed
plan stock-based awards to employees. Under this method, compensation expense is recorded on the date of grant only if the fair value of the
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underlying stock exceeds the exercise price. Prior to December 2003, under the Company�s stock option plans, options were granted at exercise
prices that equaled the fair value of the underlying common stock on the date of grant. In December 2003, the Company granted options at
exercise
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prices below the fair value of the underlying common stock on the date of grant.  Stock-based compensation expense was recorded in the amount
of $0 and $210 for the quarters ended June 29, 2003 and June 27, 2004, respectively, and $0 and $397 for the six months ended June 29, 2003
and June 27, 2004, respectively, in the condensed consolidated statements of operations.

Statement of Financial Accounting Standards (SFAS) No. 123, �Accounting for Stock-Based Compensation,� established accounting and
disclosure requirements using a fair value based method of accounting for stock-based employee compensation plans. The following table
illustrates the effect on net income if the fair value based method had been applied to all outstanding unvested awards in each period.

Quarter Ended Six Months Ended
June 29,

2003
June 27,

2004
June 29,

2003
June 27,

2004

Net income, as reported $ 22,773 15,323 $ 38,250 25,042
Add: Stock-based employee
compensation expense included in
reported net income, net of tax � 830 � 946
Deduct: Total stock-based employee
compensation expense determined under
fair value method for all awards, net of
tax (667) (1,544) (1,401) (1,902)
Pro forma net income $ 22,106 14,609 $ 36,849 24,086

Earnings per share of common stock:
Basic�as reported $ 0.27 0.18 $ 0.46 0.29
Diluted�as reported $ 0.26 0.17 $ 0.44 0.27
Basic�pro forma $ 0.26 0.17 $ 0.44 0.28
Diluted�pro forma $ 0.25 0.16 $ 0.42 0.26

On April 30, 2004, the Company granted 619 restricted stock units to the Company�s president and chief executive officer, pursuant to his
employment agreement.  The restricted stock units are securities that require the Company to deliver one share of common stock to the holder
for each vested unit.  There is no exercise price and units vest at a rate of 25% per year on each anniversary of the date of grant.  Compensation
expense will be recognized ratably over the vesting periods of the restricted stock units using a fair value equal to the initial public offering price
of the Company�s common stock on August 6, 2004.  During the second quarter of 2004, $1,129 of compensation expense was recorded.

(2) � Recent Accounting Pronouncements

In December 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003) (�FIN 46R�), �Consolidation of Variable Interest
Entities,� which addresses how a business enterprise should evaluate whether it has a controlling financial interest in an entity through means
other than voting rights and accordingly should consolidate the entity. FIN 46R replaces

6
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FASB Interpretation No. 46, �Consolidation of Variable Interest Entities,� which was issued in January 2003. The Company is required to apply
FIN 46R to variable interests in variable interest entities (�VIEs�) created after December 31, 2003. For variable interests in VIEs created before
January 1, 2004, the Interpretation will be applied beginning on January 1, 2005. For any VIEs that must be consolidated under FIN 46R that
were created before January 1, 2004, the assets, liabilities and noncontrolling interests of the VIE initially would be measured at their carrying
amounts with any difference between the net amount added to the balance sheet and any previously recognized interest being recognized as the
cumulative effect of an accounting change. If determining the carrying amounts is not practicable, fair value at the date FIN 46R first applies
may be used to measure the assets, liabilities and noncontrolling interest of the VIE.  The adoption of this interpretation has not had, and is not
expected to have, a material effect on the Company�s condensed consolidated financial statements.

In December 2003, the Securities and Exchange Commission issued Staff Accounting Bulletin (�SAB�) No. 104, �Revenue Recognition.� SAB 104
updates the guidance in SAB 101, �Revenue Recognition in Financial Statements,� integrates the related set of Frequently Asked Questions, and
recognizes the role of EITF Issue 00-21, �Revenue Arrangements with Multiple Deliverables,� in revenue recognition. The Company has adopted
the guidance provided in SAB 104.  Adoption did not affect the Company�s financial condition or results of operations.

(3) � Cash on Deposit with Affiliate

The Company entered into a deposit agreement dated as of May 21, 2002 with Koninklijke Philips Electronics N.V. (�Philips N.V.�), the parent
company of the Company�s majority stockholder, which was subsequently assigned to the Company�s U.S. operating subsidiary. Pursuant to the
terms of the deposit agreement, the Company rolled over $45,000 of previously deposited funds on June 25, 2004, and deposited an additional
$12,000 on June 25, 2004 with Philips N.V. for the purpose of optimizing the returns on temporary excess cash. These deposits with Philips
N.V. bear interest at a rate of U.S. LIBOR minus 1/4%. Deposits of $12,000 matured on June 28, 2004, at which time all amounts were paid to
the Company. Deposits of $45,000 had a maturity date of July 2, 2004, at which time all amounts were rolled over at the Company�s option.

The Company�s European operating subsidiary entered into a deposit agreement dated as of September 26, 2003 with Philips N.V. Pursuant to
the terms of the deposit agreement, the Company deposited $4,856 on June 25, 2004 with Philips N.V. for the purpose of optimizing the returns
on temporary excess cash. These deposits with Philips N.V. bear interest at a rate of U.S. LIBOR minus 1/4% for a U.S. dollar deposit and
EURIBOR/EONIA minus 1/4% for euro deposits. The deposit had a maturity date of June 28, 2004 and was repaid to the Company at maturity.

The deposit agreements with Philips N.V. expired upon completion of the initial public offering, at which time we invested cash balances in
excess of our short-term operational needs in short-term investment grade instruments.
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(4) � Comprehensive Income

Comprehensive income for the quarters and the six months ended June 29, 2003 and June 27, 2004 was as follows:

Quarter Ended Six Months Ended
June 29,

2003
June 27,

2004
June 29,

2003
June 27,

2004

Net income $ 22,773 15,323 $ 38,250 25,042
Foreign currency translation adjustment (11,417) 458 (15,779) 2,961
Comprehensive income $ 11,356 15,781 $ 22,471 28,003

(5) � Earnings Per Share

Basic and diluted earnings per share is computed based on net income divided by the weighted average number of shares of common stock
outstanding for the period, in accordance with SFAS No. 128, �Earnings Per Share.�

Basic and diluted earnings per share for the quarters and the six months ended June 29, 2003 and June 27, 2004 was calculated as follows:

Quarter Ended Six Months Ended
June 29,

2003
June 27,

2004
June 29,

2003
June 27,

2004
Numerator:
Net income $ 22,773 15,323 $ 38,250 25,042

Denominator:
Denominator for basic earnings per share -
weighted average shares outstanding 84,028 86,495 84,006 85,337
Effect of dilutive securities:
Employee stock options � 4,258 � 3,930
Restricted stock units � 17 � 9
Warrants 3,046 1,146 3,046 2,246
Denominator for diluted earnings per share -
weighted average shares outstanding and
assumed conversions 87,074 91,916 87,052 91,522

Earnings per share:
Basic $ 0.27 0.18 $ 0.46 0.29
Diluted $ 0.26 0.17 $ 0.44 0.27

8
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Options to purchase 7,593 and 0 shares of common stock were outstanding at June 29, 2003 and June 27, 2004, respectively, but were not
included in the computation of diluted earnings per share because the effect would be antidilutive.

(6) � Enterprise-wide Disclosures

The Company operates in one business segment and therefore does not report operating income, identifiable assets and/or other resources related
to business segments. The Company derives its revenue from database license fees and professional services. Revenue is attributed to North
America and Europe based on the Company�s subsidiary that executed the related agreement.

The following summarizes net revenue on a geographic basis for the quarters and the six months ended June 29, 2003 and June 27, 2004:

Quarter Ended Six Months Ended
June 29,

2003
June 27,

2004
June 29,

2003
June 27,

2004
Net revenue:
North America $ 20,880 30,041 $ 37,468 54,939
Europe 46,654 66,559 82,101 121,126
Total net revenue $ 67,534 96,600 $ 119,569 176,065

The following summarizes long-lived assets on a geographic basis as of December 31, 2003 and June 27, 2004:

December 31,
2003

June 27,
2004

Property and equipment, net:
North America $ 8,331 9,101
Europe 3,587 4,933
Total property and equipment, net $ 11,918 14,034

Capitalized software development costs, net:
North America $ 22,605 24,187
Europe � �
Total capitalized software development costs, net $ 22,605 24,187

9
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(7) � Foreign Currency Derivative

On April 22, 2003, the Company entered into a U.S. dollar/euro currency swap agreement (the �Swap�) with Philips N.V. The purpose of the
Swap was to minimize the exchange rate exposure between the U.S. dollar and the euro on the expected repayment of an intercompany
obligation. The intercompany balance is payable by one of the Company�s European subsidiaries to the Company and one of its U.S. subsidiaries
and is due in U.S. dollars. Through December 31, 2002, this intercompany balance was considered permanent in nature, as repayment was not
expected to occur in the foreseeable future. However, primarily as a result of improved operating performance in the Company�s European
business, cash flows are anticipated to be sufficient to support repayment over the next several years. Accordingly, effective January 1, 2003, the
loan was no longer designated as permanent in nature.

Under the terms of the Swap, one of the Company�s European subsidiaries makes payments to Philips N.V. in euros in exchange for the U.S.
dollar equivalent at a fixed exchange rate of $1.0947 U.S. dollar/euro. The U.S. dollar proceeds obtained under the Swap are utilized to make
payments of principal on the intercompany loan. The outstanding principal balance under the intercompany loan was $187,136 at April 22, 2003.
The Swap has a maturity date of December 22, 2006 and provides for settlement on a monthly basis in proportion to the repayment of the
intercompany obligation. As of June 27, 2004, the outstanding intercompany obligation was $128,166 and the fair value of the Swap was a
liability of $13,979.

The intercompany loan bears interest at one-month U.S. LIBOR. The Swap also provides that this European subsidiary of the Company will pay
interest due in euros on a monthly basis to Philips N.V. in exchange for U.S. dollars at the one-month U.S. dollar LIBOR rate.

The Swap was not designated for hedge accounting and therefore changes in the fair value of the Swap are recognized in current period earnings.
A gain on the fair value of the Swap of $2,933 was recorded for the quarter ended June 27, 2004. This gain was offset by a foreign currency
transaction loss of $739 recognized as a result of the remeasurement of the outstanding intercompany obligation at June 27, 2004, and a foreign
currency transaction loss of $2,191 recognized in earnings during the quarter ended June 27, 2004 resulting from foreign currency exchange
differences arising on the repayments of the intercompany obligation.  A gain on the fair value of the Swap of $9,127 was recorded for the six
months ended June 27, 2004. This gain was offset by a foreign currency transaction loss of $5,529 recognized as a result of the remeasurement
of the outstanding intercompany obligation at June 27, 2004, and a foreign currency transaction loss of $3,560 recognized in earnings during the
six months ended June 27, 2004 resulting from foreign currency exchange differences arising on the repayments of the intercompany obligation. 
In July 2004, Philips assigned the Swap to an unaffiliated third party.
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(8) � Deferred Revenue

During the first quarter of 2004, the Company entered into a five-year license agreement to provide map database information to a customer. 
Under the license agreement, the customer paid $30,000 during the second quarter of 2004 related to license fees for the first three years of the
agreement.  The customer can use up to $10,000 of the credits in each of 2004, 2005 and 2006.  As of June 27, 2004, $10,000 remained in the
balance of short-term deferred revenue and $17,168 remained in the balance of long-term deferred revenue related to this agreement.  In
addition, the customer has an obligation to the Company of $20,000 payable on January 15, 2007 related to license fees in 2007 and 2008.

(9) � Stockholders� Equity

On April 28, 2004, Philips Consumer Electronic Services B.V. (�Philips B.V.�), the Company�s principal stockholder, exercised all of its
outstanding warrants and acquired 3,384 shares of the Company�s common stock.  As of June 27, 2004, Philips B.V. owned 73,132 shares of
common stock, or approximately 83.4%, of the Company.  In connection with a registration rights agreement between Philips B.V. and the
Company, Philips B.V. exercised its first demand registration right on April 16, 2004. Pursuant to this request, the Company filed a Registration
Statement on Form S-1 (Reg. No. 333-114637) on April 20, 2004 with the Securities and Exchange Commission to register the Company�s
common stock in an initial public offering, which became effective on August 5, 2004.  At closing, the Company�s selling stockholders, Philips
B.V., and NavPart I B.V., received all of the proceeds from the sale of shares in the offering.

On April 27, 2004, the Company�s board of directors and stockholders approved a reverse split of the Company�s common stock.  The ratio for
the reverse split was 1-for-14, as determined by the Company�s board of directors.  The Company amended its amended and restated certificate
of incorporation on August 5, 2004 to effect this reverse split and to change the number of authorized shares of common stock to 400,000.  The
Company will record a reclassification between Common Stock and Additional Paid-in Capital as of the effective date of the reverse split.  All
previously reported share amounts have been retroactively adjusted to give effect to the reverse split.

In April 2004, the Company declared a special cash dividend to common stockholders of record as of April 19, 2004 in the amount of
approximately $47,159, which was paid on June 18, 2004.

On April 28, 2004, Philips B.V. exercised its warrants to acquire 3,384 shares of the Company�s common stock at a purchase price of $0.14 per
share.  The Company received $474 in proceeds related to the exercise of the warrants.  The shares issued upon exercise of the warrants were not
included in Philips� outstanding common stock for purposes of the special cash dividend paid to our common stockholders on June 18, 2004.
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(10) � Subsequent Event

On August 6, 2004, the Company granted 143 restricted stock units and options to purchase 484 shares of the Company�s common stock to
certain of our directors and employees under our 2001 Stock Incentive Plan.  The restricted stock units will vest in four equal annual installments
beginning on the anniversary of February 2, 2004 for those employees hired prior to such date, the anniversary of the date of hire for those
employees hired after such date and the anniversary of March 19, 2004 for all directors who are not the Company�s employees or employees of
the Company�s affiliates other than Mr. Miller, whose restricted stock units will begin vesting on the anniversary of the date of grant.    The
options will vest 25% on the first anniversary of February 2, 2004 for those employees hired prior to such date, the
anniversary of the date of hire for those employees hired after such date and the anniversary of March 19, 2004 for all
directors who are not the Company�s employees or employees of the Company�s affiliates other than Mr. Miller, whose
options will begin vesting on the anniversary of the date of grant.  The remainder will vest 1/36 per month thereafter
over a three-year period.  The Company expects to record total compensation expense of $3,100 related to the
restricted stock unit grants, of which we expect to record $1,500 in the third and fourth quarters of 2004.  The expense
related to the restricted stock units will be recognized ratably over the vesting periods of the restricted stock units.
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Item 2.  Management�s Discussion and Analysis of Financial Condition and Results of Operations (Amounts in thousands except per
share amounts)

You should read the following discussion and analysis of our financial condition and results of operations in conjunction with our condensed
consolidated financial statements and the related notes thereto contained elsewhere in this document. Certain information contained in this
discussion and analysis and presented elsewhere in this document, including information with respect to our plans and strategy for our business,
includes forward-looking statements that involve risk and uncertainties. In evaluating these statements, you should specifically consider the
various risk factors identified herein that could cause actual results to differ materially from those expressed in such forward-looking statements.

Overview

We are a leading provider of comprehensive digital map information for automotive navigation systems, mobile navigation devices and
Internet-based mapping applications.  Our map database enables providers of these products and services to offer dynamic navigation, route
planning, location-based information services and other geographic information products and services to consumer and commercial users.

On April 28, 2004, Philips Consumer Electronic Services B.V. (�Philips B.V.�), a subsidiary of Koninklijke Philips Electronics N.V. (together
with Philips B.V., �Philips�) exercised all of its outstanding warrants and acquired 3,384 shares of our common stock.  As of June 27, 2004,
Philips owned 73,132 shares of our common stock, or approximately 83.4%.    In connection with a registration rights agreement between
Philips and us, Philips B.V. exercised its first demand registration right on April 16, 2004.  Pursuant to this request, we filed a Registration
Statement on Form S-1 (Reg. No. 333-114637) on April 20, 2004 with the Securities and Exchange Commission to register our common stock
in an initial public offering which became effective on August 5, 2004.  Our selling stockholders, Philips B.V. and NavPart I B.V., received all
of the proceeds from the sale of shares in the offering.

Revenue

We generate revenue primarily through the licensing of our database in North America and Europe. The largest portion of our revenue comes
from digital map data used in self-contained hardware and software systems installed in vehicles. We believe that there are two key market
factors that affect our performance with respect to this revenue: the number of automobiles sold for which navigation systems are either standard
or an option (�adoption�) and the rate at which car buyers select navigation systems as an option (�take-rate�).

The adoption of navigation systems in automobiles and the take-rates have increased during recent years, and we expect that these will continue
to increase for at least the next few years as a result of market acceptance by our customers of products and services that use our database. As the
adoption of navigation systems in automobiles and the take-rates increase, we believe each of
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these can have a positive effect on our revenue, subject to our ability to maintain our license fee structure and customer base.

In addition, the market for products and services that use our database is evolving, and we believe that much of our future success depends upon
the development of markets for a wider variety of products and services that use our database. This includes growth in GPS-enabled mobile
devices, such as personal navigation devices, personal digital assistants, cellular telephones and other products and services that use digital map
data.  While use of our map database in wireless telephones and in location-based products and services is still largely in development and just
beginning to enter the marketplace, there are a number of personal digital assistants and personal navigation devices currently on the market in
both Europe and North America that use our map database for turn-by-turn route guidance, including products offered by Garmin,
Hewlett-Packard and Thales.  Our revenue growth is driven by the rate at which consumers and businesses purchase these products and services,
which in turn is affected by the availability and functionality of products and services. We believe that both of these factors have increased in
recent years and will continue to increase for at least the next few years. However, even if such products and services continue to be developed
and marketed by our customers and gain market acceptance, we may not be able to license the database at prices that will enable us to maintain
profitable operations. Moreover, the market for map information is highly competitive, and competitive pressures in this area may result in price
reductions for our database, which could materially adversely affect our business and prospects.

We have also experienced, and expect to continue to experience, difficulty in maintaining the license fees we charge for our digital map database
due to a number of factors, including automotive and mobile device customer expectations of continually lower license fees each year and a
highly competitive environment.  As a consequence of Tele Atlas� acquisition of GDT in July 2004, there may be additional price pressure on our
license fees in order for us to compete effectively with the combined company.  In addition, governmental and quasi-governmental entities are
increasingly making map data information with higher quality and greater coverage available free of charge or at lower prices.  Customers may
determine that the data offered by such entities is an adequate alternative to our map database for some of their applications.  Additionally, the
availability of this data may encourage new entrants into the market by decreasing the cost to build a map database similar to ours.  In response
to these pressures, we are focused on:

�  Offering a digital map database with superior quality, detail and coverage;

�  Providing value-added services to our customers such as distribution services, and technical and marketing
support; and

�  Enhancing and extending our product offering by adding additional content to our map database such as
integrated real-time traffic data, enhancements to support advanced driver assistance systems applications that
improve vehicle safety and performance, and enriched points of interest, such as restaurant reviews, hours of operation
and parking availability.

We also believe that in the foreseeable future the effect on our revenue and profitability of any decreases in our license fees will be offset by
volume increases as the market for products and
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services that use our database grows, although we cannot assure you that these increases will occur.

During the first half of 2004, unit sales to customers where we provide distribution services have increased as a percentage of total unit sales.
These sales have higher incremental costs than sales where we do not provide distribution services.  In future periods, we expect the percentage
of total unit sales where we provide distribution services to be consistent with the first half of 2004.

Operating Expenses

Our operating expenses are comprised of database licensing and production costs and selling, general and administrative expenses. Database
licensing and production costs primarily include the purchase and licensing of source maps and employee compensation related to the
construction, maintenance and delivery of our database.  Selling, general and administrative expenses primarily include employee compensation,
marketing, facilities, and other administrative expenses.

Our operating expenses have increased as we have made investments related to the development, improvement and commercialization of our
database. We anticipate that operating expenses will continue to increase as our growth and development activities continue, including further
development and enhancement of our database and increasing our sales and marketing efforts.

During the second quarter of 2004, we granted approximately 619 restricted stock units to our President and Chief Executive Officer, which
units vest at a rate of 25% per year on each anniversary of the date of grant.  Restricted stock units are securities that require us to deliver to the
holder one share of our common stock for each vested unit.  We recorded $1,129 in compensation expense during the second quarter of 2004
related to this grant using a fair value equal to the initial public offering price of the Company�s common stock on August 6, 2004

On August 6, 2004, we granted 143 restricted stock units and options to purchase 484 shares of the Company�s common stock to certain of our
directors and employees under our 2001 Stock Incentive Plan.  The restricted stock units will vest in four equal annual installments beginning on
the anniversary of February 2, 2004 for those employees hired prior to such date, the anniversary of the date of hire for those employees hired
after such date and the anniversary of March 19, 2004 for all directors who are not our employees or employees of our affiliates other than Mr.
Miller, whose restricted stock units will begin vesting on the anniversary of the date of grant.    The options will vest 25% on the first
anniversary of February 2, 2004 for those employees hired prior to such date, the anniversary of the date of hire for
those employees hired after such date and the anniversary of March 19, 2004 for all directors who are not our
employees or employees of our affiliates other than Mr. Miller, whose options will begin vesting on the anniversary of
the date of grant.  The remainder will vest 1/36 per month thereafter over a three-year period. We expect to record
total compensation expense of $3,100 related to the restricted stock unit grants, of which we expect to record $1,500
in the third and fourth quarters of 2004.  The expense related to the restricted stock units will be recognized ratably
over the vesting periods of the restricted stock units.
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We have historically obtained software, software-related consulting services, treasury services, tax consulting services, insurance services and
purchasing services on favorable terms through our participation in Philips� programs, which we believe have resulted in operating expense
savings for us of approximately $2,000 to $2,500 per year.  Pursuant to a separation agreement with Philips effective upon the closing of the
initial public offering, we can no longer obtain software, software-related consulting services, treasury services, tax consulting services and
insurance from or through Philips and we can only participate in certain Philips� purchasing programs until December 31, 2004.  To the extent we
are unable to obtain such goods and services at prices and/or terms as favorable as those previously available to us, we expect that we will incur
increased operating expenses in future periods.

Income Taxes

Prior to 2003, we had fully provided a valuation allowance for the potential benefits of our net operating loss and interest expense carryforwards
as we believed it was more likely than not that the benefits would not be realized. During the fourth quarter of 2003, we reversed the valuation
allowance related to the net operating loss carryforwards and other temporary items as we believed it was more likely than not that we would be
able to use the benefit to reduce future tax liabilities. The reversal resulted in recognition of an income tax benefit of $168,752 in 2003 and a
corresponding increase in the deferred tax asset on the consolidated balance sheet. In the first half of 2004, we recorded an income tax provision
on our pretax income based on our expected tax rate for the full year, and will continue to do so in future periods.

In addition, as of June 27, 2004, we had U.S. interest expense carryforwards for both Federal and state income tax purposes of approximately
$215,963.  As of June 27, 2004, we have fully reserved for the tax benefits related to interest expense carryforwards as we believe it is more
likely than not that the benefits will not be realized.

As of June 27, 2004, we had a valuation allowance for deferred tax assets of $85,381 related to interest expense carryforwards and Canadian net
operating loss carryforwards. At such time, we believed it was more likely than not that we would not realize the benefit associated with the
interest expense carryforwards due to (1) restrictions placed on the deductibility of the interest as a result of Philips� controlling interest in us and
(2) our ability to generate sufficient incremental future taxable income in the United States to offset the additional interest expense deductions.
Philips relinquished their controlling interest in us after our initial public offering.  We are in the process of reevaluating whether it is more
likely than not that the tax benefit associated with our net operating loss carryforwards and our interest expense carryforwards will be realized.

Cash and Liquidity

Prior to the year ended December 31, 2002, we had been unprofitable on an annual basis since our inception, and, as of June 27, 2004, we had an
accumulated deficit of $496,738.  We had historically financed our operations with borrowings from Philips and the sale of preferred stock to
Philips.  Philips has no obligation to provide us with any additional financing in the future.
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As of June 27, 2004, our balance of cash, cash equivalents and cash on deposit with Philips was $65,596, a decrease of $1,693 from
December 31, 2003. In addition, we have generated positive cash flow from operations for the past ten quarters.

In April 2004, we declared a special cash dividend of approximately $47,159, which was paid on June 18, 2004 to our common stockholders of
record as of April 19, 2004.

Foreign Currency Risk

Material portions of our revenue and expenses have been generated by our European operations, and we expect that our European operations
will account for a material portion of our revenue and expenses in the future. Substantially all of our international revenue and expenses are
denominated in foreign currencies, principally the euro.  As a result, our financial results could be affected by factors such as changes in foreign
currency exchange rates or weak economic conditions in Europe and other foreign markets in which we have operations.  Accordingly,
fluctuations in the value of those currencies in relation to the U.S. dollar have caused and will continue to cause dollar-translated amounts to
vary from one period to another.  In addition to currency translation risks, we incur currency transaction risk whenever one of our operating
subsidiaries enters into either purchase or sales transactions using a currency other than the local currency in which it receives revenue and pays
expenses.

Historically, we had not engaged in activities to hedge our foreign currency exposures. On April 22, 2003, we entered into a foreign currency
derivative instrument to hedge certain foreign currency exposures related to intercompany transactions. See �Item 3. Quantitative and Qualitative
Disclosures About Market Risk.�  For the quarter ended June 27, 2004, we generated approximately 69% of our net revenue and incurred
approximately 48% of our total costs in foreign currencies.   Our European operations reported revenue of $66,559 for the quarter ended
June 27, 2004, approximately $2,973 (or approximately 3% of total revenue) of which was a result of an increase in the exchange rate of the
euro against the dollar, as compared to the second quarter of 2003, with every one cent change in the exchange ratio of the euro against the
dollar resulting in approximately a $550 change in our quarterly revenue and approximately a $275 change in our quarterly operating income. 
For the six months ended June 27, 2004, we generated approximately 69% of our net revenue and incurred approximately 49% of our total costs
in foreign currencies.   Our European operations reported revenue of $121,126 for the six months ended June 27, 2004, approximately $8,760 (or
approximately 5% of total revenue) of which was a result of an increase in the exchange rate of the euro against the dollar, as compared to the
first half of 2003, with every one cent change in the exchange ratio of the euro against the dollar resulting in approximately a $1,000 change in
our first half revenue and approximately a $450 change in our first half operating income.  Our analysis does not consider the implications that
such fluctuations could have on the overall economic activity that could exist in such an environment in the United States or Europe.

Customer Concentration

Material portions of our revenue have been generated by a small number of customers, and we expect that a small number of customers will
account for a material portion of our total revenue
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in the future. Approximately 24% of our revenue for the quarter ended June 27, 2004 was from two customers, accounting for approximately
15% and 9%, respectively, of our revenue. Approximately 26% of our revenue for the six months ended June 27, 2004 was from two customers,
accounting for approximately 17% and 9%, respectively, of our revenue.  Our top fifteen customers accounted for approximately 77% of our
revenue for the quarter ended June 27, 2004.  Our top fifteen customers accounted for approximately 76% of our revenue for the six months
ended June 27, 2004.

The majority of our significant customers are automobile manufacturers and suppliers to automobile manufacturers.  Conditions in the market
for new automobiles generally and conditions affecting specific automobile manufacturers and suppliers may affect sales of vehicle navigation
systems incorporating our database.  Fluctuations in the automotive market have occurred in the past and are likely to occur in the future.  To the
extent that our future revenue depends materially on sales of new automobiles equipped with navigation systems enabled by digital maps, our
business may be vulnerable to these fluctuations.

Reverse Stock Split

On April 27, 2004, our board of directors and stockholders approved a reverse split of our common stock.  The ratio for our reverse split was
1-for-14, as determined by our board of directors.  We amended our amended and restated certificate of incorporation on August 5, 2004 to
effect the reverse split and to change the number of authorized shares of common stock to 400,000.  All previously reported share amounts have
been retroactively adjusted to give effect to the reverse split.

Critical Accounting Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our condensed consolidated financial statements,
which have been prepared in accordance with accounting principles generally accepted in the United States. The preparation of these financial
statements requires that we make estimates and judgments that affect the reported amounts of assets, liabilities, revenue and expenses, and
related disclosures of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates based on historical experience and make
various assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about
the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions. We believe that, of the significant policies used in the preparation of our condensed consolidated financial
statements, the following are critical accounting estimates, which may involve a higher degree of judgment and complexity.  Management has
discussed the development and selection of these critical accounting estimates with our Audit Committee, and our Audit Committee has
reviewed this disclosure.

Revenue Recognition

We derive a substantial majority of our revenue from licensing our database. Revenue is recognized net of provisions for estimated uncollectible
amounts and anticipated returns.
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Database licensing revenue includes revenue that is associated with nonrefundable minimum licensing fees, license fees from usage (including
license fees in excess of nonrefundable minimum fees), recognition of prepaid licensing fees from our distributors and customers and direct sales
to end-users.

Nonrefundable minimum annual licensing fees are received upfront and represent a minimum guarantee of fees to be received from the licensee
(for sales made by that party to end-users) during the period of the arrangement. We generally cannot determine the amount of up-front license
fees that have been earned during a given period until we receive a report from the customer. Accordingly, we amortize the total up-front fee
paid by the customer ratably over the term of the arrangement. When we determine that the actual amount of licensing fees earned exceeds the
cumulative revenue recognized under the amortization method (because the customer reports licensing fees to us that exceed such amount), we
recognize the additional licensing revenue.

License fees from usage (including license fees in excess of the nonrefundable minimum fees) are recognized in the period in which they are
reported to us by the customer. Prepaid licensing fees are recognized in the period in which the distributor or customer reports that it has shipped
our database to the end-user. Revenue for direct sales is recognized when the database is shipped to the end-user.

Revenue from licensing arrangements consisting of an original database plus a second copy of the database are allocated equally to the two
shipments of our database to the customer.  The database update is considered to have a value equal to that of the original database provided
under such arrangements, which is consistent with their relative fair values. Licensing arrangements that entitle the customer to unspecified
updates over a period of time are recognized as revenue ratably over the period of the arrangement.

Our map database license agreements provide evidence of our arrangements with our customers, and identify key contract terms related to
pricing, delivery and payment.  We do not recognize revenue from licensing our database until delivery has occurred and collection is
considered probable.  We provide for estimated product returns at the time of revenue recognition based on our historical experience for such
returns, which have not been material.  As a result, we do not believe there is significant risk of recognizing revenue prematurely.

Allowance for Doubtful Accounts

We record allowances for estimated losses from uncollectible accounts based upon specifically identified amounts that we believe to be
uncollectible. In addition, we record additional allowances based on historical experience and our assessment of the general financial condition
of our customer base. If our actual collections experience changes, revisions to our allowances may be required. We have a number of customers
with individually large amounts due at any given balance sheet date. Any unanticipated change in the creditworthiness of one of these customers
or other matters affecting the collectibility of amounts due from such customers could
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have a material adverse affect on our results of operations in the period in which such changes or events occur.

The allowance for doubtful accounts as reflected in our condensed consolidated balance sheet reflects our best estimate of the amount of our
gross accounts receivable that will not be collected.  Over time, our allowance for doubtful accounts has increased in amount reflecting our
revenue growth and higher levels of concentration risk within our receivables portfolio.  Our actual level of bad debts has been relatively stable
in recent years, which we believe is due to our practice of requiring customer prepayments in certain instances together with prompt
identification of potential problem accounts.  We continue to refine our estimates for bad debts as our business grows, and while our credit
losses have historically been within both our expectations and the provision recorded, fluctuations in credit loss rates in the future may impact
our financial results.

Database Licensing, Production and Software Development Costs

We have invested significant amounts in creating and updating our database and developing related software applications for internal use.
Database licensing and production costs consist of database creation and updating, database licensing and distribution, and database-related
software development. Database creation and updating costs are expensed as incurred. These costs include the direct costs of database creation
and validation, costs to obtain information used to construct the database, and ongoing costs for updating and enhancing the database content.
Database licensing and distribution costs include the direct costs related to reproduction of the database for licensing and per-copy sales and
shipping and handling costs. Database-related software development costs consist primarily of costs for the development of software as follows:
(i) applications used internally to improve the effectiveness of database creation and updating activities, (ii) enhancements to internal
applications that enable our core database to operate with emerging technologies, and (iii) applications to facilitate customer use of our database.
Costs of internal-use software are accounted for in accordance with AICPA Statement of Position (�SOP�) No. 98-1, �Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use.� Accordingly, certain application development costs relating to internal-use software
have been capitalized and are being amortized on a straight-line basis over the estimated useful lives of the assets, generally four to five years. It
is possible that our estimates of the remaining economic life of the technology could change from the current amortization periods. In that event,
impairment charges or shortened useful lives of internal-use software could be required.

Impairment of Long-lived Assets

As of December 31, 2003 and June 27, 2004, our long-lived assets consisted of property and equipment and internal-use software. We review
long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable.  Recoverability of assets to be held and used is measured by comparison of the carrying amount of an asset to estimated
undiscounted future cash flows expected to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows,
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an impairment charge is recognized in the amount by which the carrying amount of the asset exceeds the fair value of the asset. Significant
management judgment is required in determining the fair value of our long-lived assets to measure impairment, including projections of future
discounted cash flows.

Realizability of Deferred Tax Assets

The assessment of the realizability of deferred tax assets involves a high degree of judgment and complexity.  In assessing the realizability of
deferred tax assets, management considers whether it is more likely than not that some portion or all of the deferred tax assets will not be
realized. The realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in which temporary
differences, as determined pursuant to Statement of Financial Accounting Standards (�SFAS�) No. 109, �Accounting for Income Taxes,� become
deductible. Management considers the scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning strategies
in making this assessment. Management�s evaluation of the realizability of deferred tax assets must consider both positive and negative evidence,
and the weight given to the potential effects of positive and negative evidence is based on the extent to which it can be objectively verified. We
have generated significant taxable losses since our inception, and prior to the year ended December 31, 2003, management had concluded that a
valuation allowance against substantially all of our deferred tax assets was required. However, our European operations generated taxable profits
throughout 2002, and, for the year ended December 31, 2003, both our European and U.S. operations generated taxable income. During 2003,
we assessed the realizability of our deferred tax assets by weighing both positive and negative evidence. Positive evidence included qualitative
factors such as growing market acceptance of navigation products in Europe and North America, particularly in automobiles, our leading
competitive positions in both Europe and the U.S., and the significant time required and cost involved in building a database such as ours. 
Positive quantitative evidence included our strong recent operating performance in both Europe and the U.S., our projections of our future
operating results that indicate that we will be able to generate sufficient taxable income to fully realize the benefits of our existing loss
carryforwards before they expire, and the length of carryforward periods related to our net operating losses, approximately half of which have no
statutory expiration date. Negative evidence included our history of operating losses through 2001, the likelihood of increased competition and
the loss of a large customer.  After evaluating the available evidence, management determined that sufficient objective evidence existed to
conclude that it is more likely than not that a portion of the deferred tax assets would be realized.  Accordingly, we reversed the valuation
allowance related to net operating loss carryforwards and other temporary items in Europe and the United States, resulting in the recognition of
an income tax benefit of $168,752 in 2003.   To fully realize these deferred tax assets, we will need to generate future taxable income of
approximately $258,956 in Europe and approximately $201,737 of taxable income in the United States, which must include approximately
$78,144 of taxable state income.  By generating taxable income in Europe and the U.S. at the levels realized in 2003 in future years, we would
be able to realize the benefits of all existing net operating losses in these jurisdictions before they expire.  However, we cannot assure you that
we will continue to experience taxable income at levels consistent with recent performance in some or all
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of the jurisdictions in which we do business.  In the event that actual taxable income differs from our projections of taxable income by
jurisdiction, changes in the valuation allowance, which could impact our financial position and net income, may be required.

As of June 27, 2004, we had a valuation allowance for deferred tax assets of $85,381 related to interest expense carryforwards and Canadian net
operating loss carryforwards. At such time, we believed it was more likely than not that we would not realize the benefit associated with the
interest expense carryforwards due to (1) restrictions placed on the deductibility of the interest as a result of Philips� controlling interest in us and
(2) our ability to generate sufficient incremental future taxable income in the United States to offset the additional interest expense deductions. 
Philips relinquished their controlling interest in us after our initial public offering.  .  We are in the process of reevaluating whether it is more
likely than not that the tax benefit associated with our net operating loss carryforwards and our interest expense carryforwards will be realized.

Results of Operations

Comparison of Quarters Ended June 29, 2003 and June 27, 2004

Operating Income, Net Income and Net Income Per Share of Common Stock. Our operating income increased from $20,703 during
the second quarter of 2003 to $24,845 in the second quarter of 2004, due primarily to our revenue growth in 2004. 
This revenue growth was partially offset by higher operating expenses. Our net income decreased from $22,773 in the
second quarter of 2003 to $15,323 in the second quarter of 2004, due primarily to a foreign currency gain we
recognized in 2003 and the recording of a full income tax provision in 2004 following the reversal of the valuation
allowance related to our net operating loss carryforwards in the fourth quarter of 2003. Basic net income per share of
common stock was $0.27 and $0.18 for the second quarters of 2003 and 2004, respectively.  Diluted net income per
share of common stock was $0.26 and $0.17 for the second quarters of 2003 and 2004, respectively.

The following table highlights changes in selected financial statement line items, which are material to our results of operations. An analysis of
the factors affecting each line is provided in the paragraphs that appear after the table. In addition, the percentage change for other income
(expense) and income tax expense as compared to the prior year is not specified below. We believe that these percentages are not meaningful
since the changes are unusually large due to non-recurring items affecting each item as more fully described in the narrative section for each.

Quarter Ended
June 29,

2003
June 27,

2004 Change % Change
Net revenue $ 67,534 96,600 29,066 43.0%
Database licensing and production costs 28,825 44,539 15,714 54.5%
Selling, general and administrative
expenses 18,006 27,216 9,210 51.1%
Other income (expense) 2,342 (184) (2,526)
Income tax expense (272) (9,338) (9,066)
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Net Revenue. The increase in net revenue was due to a significant increase in database licensing, resulting primarily
from increased unit sales to customers as well as a higher proportion of unit sales where we provided distribution
services. Growth occurred in all geographic regions during the second quarter of 2004, as North American revenue
increased 43.9% from $20,880 in the second quarter of 2003 to $30,041 in the second quarter of 2004, and European
revenue increased 42.7% from $46,654 in the second quarter of 2003 to $66,559 in the second quarter of 2004. North
American and European revenue both increased primarily due to an increase in unit sales to vehicle navigation system
vendors and automobile manufacturers. Differences in foreign currency translation increased revenue within the
European operations by approximately $2,973 during the second quarter of 2004 as compared to the second quarter of
2003 due to the strengthening of the euro. Excluding the effect of foreign currency translation, European revenue
would have grown 36.3%.  Approximately 29% of our revenue in the second quarter of 2003 came from two
customers (accounting for approximately 15% and 14% of net revenue, respectively), while approximately 24% of our
revenue for the second quarter of 2004 came from two customers (accounting for approximately 15% and 9% of net
revenue, respectively).

Database Licensing and Production Costs. The increase in database licensing and production costs was due primarily to
increased production costs associated with the higher proportion of unit sales where we provided distribution services
and an increased investment in our database due to geographic expansion, primarily in North America and Europe,
and quality improvements. In addition, there was an unfavorable foreign currency translation effect within European
operations of approximately $900 due to the strengthening euro. Reducing these expenses was the capitalization of
$2,313 and $2,785 of development costs for internal-use software in the second quarter of 2003 and 2004,
respectively.

Selling, General and Administrative Expenses.  The increase in selling, general and administrative expenses was due primarily
to our investments in growing our worldwide sales force and expanding the breadth of our product offerings. Also
contributing to the increase were expenses related to improving our infrastructure to support future growth, expenses
related to the initial public offering of $516, expenses of $1,129 related to the grant of restricted stock units to our
president and chief executive officer and an unfavorable foreign currency translation effect within European
operations of approximately $400 due to the strengthening euro.

Other Income (Expense). As of January 1, 2003, the U.S. dollar denominated intercompany loan obligation of one of our
European subsidiaries to the Company and one of its U.S. subsidiaries was reclassified from a permanent advance to
an obligation that management intends to settle. This change in classification was based on management�s intention
that the loan be repaid in full and on the ability of the European subsidiary to repay the loan. In accordance with SFAS
No. 52, �Foreign Currency Translation,� the foreign currency gain resulting from the change in the U.S. dollar/euro
exchange rate is reflected as a component of other income (expense).  During the second quarter of 2003, we
recognized a net foreign currency gain of $2,264 compared to a net foreign currency loss of $(393) in the second
quarter of 2004.  The gain in 2003 occurred before we entered into a foreign currency swap agreement to hedge the
exchange rate effects on the aforementioned intercompany loan.
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Income Tax Expense.  The increase in income tax expense in the second quarter of 2004 as compared to 2003 is primarily
due to our recording of a full income tax provision based on our pretax income for the period and our estimated
effective tax rate for the year.  During the fourth quarter of 2003, we determined that it was more likely than not that
we would be able to realize the benefit of the net operating loss carryforwards in Europe and the United States. No
income tax benefit was recorded for our domestic losses during the second quarter of 2003, because a full valuation
allowance was recorded against our net deferred tax assets.  The tax expense recorded in the second quarter of 2003
related to various foreign countries where we do not have tax loss carryforwards.

Comparison of Six Months Ended June 29, 2003 and June 27, 2004

Operating Income, Net Income and Net Income Per Share of Common Stock. Our operating income increased from $32,331 during
the first six months of 2003 to $40,779 in the first six months of 2004, due primarily to our revenue growth in 2004. 
This revenue growth was partially offset by higher operating expenses. Our net income decreased from $38,250 in the
first six months of 2003 to $25,042 in the first six months of 2004, due primarily to a foreign currency gain we
recognized in 2003 and the recording of a full income tax provision in 2004 following the reversal of the valuation
allowance related to our net operating loss carryforwards in the fourth quarter of 2003. Basic net income per share of
common stock was $0.46 and $0.29 for the first six months of 2003 and 2004, respectively.  Diluted net income per
share of common stock was $0.44 and $0.27 for the first six months of 2003 and 2004, respectively.

The following table highlights changes in selected financial statement line items, which are material to our results of operations. An analysis of
the factors affecting each line is provided in the paragraphs that appear after the table. In addition, the percentage change for other income
(expense) and income tax expense as compared to the prior year is not specified below. We believe that these percentages are not meaningful
since the changes are unusually large due to non-recurring items affecting each item as more fully described in the narrative section for each.

Six Months Ended
June 29,

2003
June 27,

2004 Change % Change
Net revenue $ 119,569 176,065 56,496 47.2%
Database licensing and production costs 52,411 84,974 32,563 62.1%
Selling, general and administrative
expenses 34,827 50,312 15,485 44.5%
Other income (expense) 6,491 (389) (6,880)
Income tax expense (572) (15,348) (14,776)

Net Revenue. The increase in net revenue was due to a significant increase in database licensing, resulting primarily
from increased sales to customers, as well as a higher proportion of unit sales where we provided distribution services.
Growth occurred in all geographic regions during the first six months of 2004, as North American revenue increased
46.6% from $37,468 in the first six months of 2003 to $54,939 in the first six months of 2004, and European revenue
increased 47.5% from $82,101 in the first six months of 2003 to $121,126 in the first six months of 2004.
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North American and European revenue both increased primarily due to an increase in unit sales to vehicle navigation system vendors and
automobile manufacturers during the first six months of 2004. Differences in foreign currency translation increased revenue within the European
operations by approximately $8,760 during the first six months of 2004 as compared to the first six months of 2003 due to the strengthening of
the euro. Excluding the effect of foreign currency translation, European revenue would have grown 36.9%.  Approximately 30% of our revenue
in the first six months of 2003 came from two customers (accounting for approximately 17% and 13% of net revenue, respectively), while
approximately 26% of our revenue for the first six months of 2004 came from two customers (accounting for approximately 17% and 9% of net
revenue, respectively).

Database Licensing and Production Costs. The increase in database licensing and production costs was due primarily to
increased production costs associated with the higher proportion of unit sales where we provided distribution services
and an increased investment in our database due to geographic expansion, primarily in North America and Europe,
and quality improvements. In addition, there was an unfavorable foreign currency translation effect within European
operations of approximately $2,800 due to the strengthening euro. Reducing these expenses was the capitalization of
$4,894 and $5,697 of development costs for internal-use software in the first six months of 2003 and 2004,
respectively.

Selling, General and Administrative Expenses.  The increase in selling, general and administrative expenses was due primarily
to our investments in growing our worldwide sales force and expanding the breadth of our product offerings. Also
contributing to the increase were expenses related to improving our infrastructure to support future growth, expenses
related to our initial public offering of $516, expenses of $1,129 related to the grant of restricted stock units to our
president and chief executive officer and an unfavorable foreign currency translation effect within European
operations of approximately $1,400 due to the strengthening euro.

Other Income (Expense). As of January 1, 2003, the U.S. dollar denominated intercompany loan obligation of one of our
European subsidiaries to the Company and one of its U.S. subsidiaries was reclassified from a permanent advance to
an obligation that management intends to settle. This change in classification was based on management�s intention
that the loan be repaid in full and on the ability of the European subsidiary to repay the loan. In accordance with SFAS
No. 52, �Foreign Currency Translation,� the foreign currency gain resulting from the change in the U.S. dollar/euro
exchange rate is reflected as a component of other income (expense).  During the first six months of 2003, we
recognized a net foreign currency gain of $6,383 compared to a net foreign currency loss of $(722) in the first six
months of 2004.  The gain in 2003 occurred before we entered into a foreign currency swap agreement to hedge the
exchange rate effects on the aforementioned intercompany loan.

Income Tax Expense.  The increase in income tax expense for the first six months of 2004 as compared to the first six
months of 2003 is primarily due to our recording of a full income tax provision based on our pretax income for the
period and our estimated effective tax rate for the year.  During the fourth quarter of 2003, we determined that it was
more likely than not that we would be able to realize the benefit of the net operating loss carryforwards in Europe and
the
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United States. No income tax benefit was recorded for our domestic losses during the first six months of 2003, because a full valuation
allowance was recorded against our net deferred tax assets.  The tax expense recorded in the first six months of 2003 related to various foreign
countries where we do not have tax loss carryforwards.

Liquidity and Capital Resources

Since 2002, we have financed our operations through cash generated from operating income. As of June 27, 2004, cash and cash equivalents
totaled $3,740, and we had $61,856 of cash on deposit with Philips.    In April 2004, we declared a special cash dividend of approximately
$47,159, which was paid on June 18, 2004 to our common stockholders of record as of April 19, 2004.

On November 10, 2003, we obtained, through our operating subsidiary for North America, a bank revolving line of credit that is scheduled to
mature on November 8, 2004. Pursuant to the terms of the line of credit, we may borrow up to $15,000 at an interest rate of either U.S. LIBOR
plus 1% or the greater of the prime rate or the Federal funds rate plus 0.5%. We are required to pay to the bank a quarterly facility fee of 37.5
basis points per annum on the average daily unused commitment. As of June 27, 2004, there were no borrowings on the line of credit.  We
intend to renew the line of credit upon maturity.

The following table presents a trend of cash flows from operations for the quarters ended:

2002 2003 2004
Mar. 31, June 30, Sept. 29, Dec. 31, Mar. 30, June 29, Sept. 28, Dec. 31, Mar. 28, June 27,

Cash flow from
operations $ 1,354 3,369 8,686 8,825 3,320 23,032 17,514 22,082 $ 4,745 55,484

Since the first quarter of 2002, our operations have continued to produce positive cash flows.  The cash flows have been driven by increased
demand for our products and our ability to deliver these products profitably and collect receivables from our customers effectively. These funds
have allowed us to make investments required to grow the business and provide additional cash to invest. We have entered into deposit
agreements with Philips for optimizing the returns on cash which is in excess of our short-term operational needs.  The deposits bear interest at a
rate of U.S. LIBOR minus ¼% for a U.S. dollar deposit and EURIBOR/EONIA minus ¼% for euro deposits, and have maturities of one to
seven days.  The deposit agreements with Philips expired upon completion of the initial public offering, at which time we invested cash balances
in excess
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of our short-term operational needs in short-term investment grade instruments.  As of June 27, 2004, we had $61,856 on deposit with Philips.

We believe that our current cash resources on hand, temporary excess cash deposited in short-term investment grade instruments, and cash flows
from operations, together with the funds available from the revolving line of credit, will be adequate to satisfy our anticipated working capital
needs and capital expenditure requirements at our current level of operations for at least the next twelve months. We do, however, consider
additional debt and equity financing from time to time and may enter into such financings in the future.  Philips is not obligated to provide any
future financing to us.

Cash and cash equivalents increased by $1,758 during the six months ended June 27, 2004. If we included our deposits with Philips, which were
highly liquid, our cash and cash equivalents balance would have decreased $1,693 during the six months ended June 27, 2004 to a balance of
$65,596. The changes in cash and cash equivalents are as follows for the six months ended:

June 29,
2003

June 27,
2004

Cash provided by operations $ 26,352 55,484
Cash used in investing activities (32,365) (7,545)
Cash provided by (used in) financing activities 115 (46,114)
Effect of exchange rates on cash 389 (67)
Increase (decrease) in cash and cash equivalents $ (5,509) 1,758

Operating Activities

In the first half of 2003 and 2004, respectively, we generated positive cash flow from operations. In both periods, cash flow from operations was
driven by improved operating results, which in turn was driven by increased demand for our products.  Our accounts receivable balance
increased $10,856 and $14,486 in the first six months of 2003 and 2004, respectively, due to revenue growth and the timing of sales toward the
end of each respective quarter.  In 2004, our balance of deferred revenue increased $26,834 primarily due to the receipt of a prepayment of
approximately $30,000 from a customer related to a license agreement to provide map database information.  In 2004, our balance of deposits
and other assets increased $4,394 primarily due to payments for third party content for our database.  We also expect to spend between $6,000
and $8,000 for additional third party content for our database during the remainder of 2004.

The $30,000 payment was the result of an agreement that we entered into with a customer during the first quarter of 2004 whereby the customer
agreed to prepay $30,000.  The customer may apply a portion of the prepayment for license fees due to us in any calendar year under the
agreement.  In the event the prepayment is not fully exhausted by the end of calendar year 2009, the customer may extend the term of the
agreement to the end of calendar year 2010.  The prepayment was initially recorded as deferred revenue and will be recognized according to our
revenue recognition policy as we receive royalty reports from the customer evidencing their use
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of the prepaid licenses.  The amount of recognition for prepaid licenses will be limited to $10,000 each fiscal year for 2004, 2005 and 2006. 
Accordingly, $10,000 of the prepayment will be reported in short-term deferred revenue.  With respect to the prepayment, we have no obligation
to refund any unused amounts nor are there any restrictions on the nature or timing of our use of the cash received.

Investing Activities

Cash used in investing activities has primarily consisted of capitalized costs related to software developed for internal use, amounts placed on
deposit with Philips and capital expenditures. We experienced temporary excess funds that were provided from operations in the first six months
of 2003. We put those funds on deposit with Philips for the purpose of optimizing our returns on those funds. The net increase in our deposits
was $25,500 during the first six months of 2003.  There was no significant change in the balance of our cash on deposit with Philips during the
first six months of 2004 as the special dividend paid in June 2004 fully utilized excess cash from operations generated during the period.  The
deposit agreements related to these deposits expired upon completion of the initial public offering, at which time we invested cash balances in
excess of our short-term operational needs in short-term investment grade instruments.

Costs for software developed for internal use have been capitalized in accordance with SOP 98-1 and are related to applications used internally
to improve the effectiveness of database creation and updating activities, enhancements to internal applications that enable our core database to
operate with emerging technologies and applications to facilitate usage of our map database by customers. Capitalized costs totaled $4,894 and
$5,697 for the first six months of 2003 and 2004, respectively. For the remainder of 2004, we expect the capitalized costs related to software
developed for internal use to be approximately $2,000 to $3,000 per quarter.

We have continued to invest in property and equipment to meet the demands of growing our business by expanding our facilities and providing
the necessary infrastructure. Capital expenditures totaled $1,971 and $5,092 during the first six months of 2003 and 2004, respectively. For
2004, we expect total capital expenditures to be approximately $8,000 to $12,000.

Financing Activities

In April 2004, we declared a special cash dividend of approximately $47,159, which was paid on June 18, 2004 to our common stockholders of
record as of April 19, 2004.

New Accounting Pronouncements

In December 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003) (�FIN 46R�), �Consolidation of Variable Interest
Entities,� which addresses how a business enterprise should evaluate whether it has a controlling financial interest in an entity through means
other than voting rights and accordingly should consolidate the entity. FIN 46R replaces FASB Interpretation No. 46, �Consolidation of Variable
Interest Entities,� which was issued in January 2003. We are required to apply FIN 46R to variable interests in variable interest entities

Edgar Filing: NAVTEQ CORP - Form 10-Q

37



28

Edgar Filing: NAVTEQ CORP - Form 10-Q

38



(�VIEs�) created after December 31, 2003. For variable interests in VIEs created before January 1, 2004, the Interpretation will be applied
beginning on January 1, 2005. For any VIEs that must be consolidated under FIN 46R that were created before January 1, 2004, the assets,
liabilities and noncontrolling interests of the VIE initially would be measured at their carrying amounts with any difference between the net
amount added to the balance sheet and any previously recognized interest being recognized as the cumulative effect of an accounting change. If
determining the carrying amounts is not practicable, fair value at the date FIN 46R first applies may be used to measure the assets, liabilities and
noncontrolling interest of the VIE.  The adoption of this interpretation has not had, and is not expected to have, a material effect on our
condensed consolidated financial statements.

In December 2003, the Securities and Exchange Commission issued Staff Accounting Bulletin (�SAB�) No. 104, �Revenue Recognition.� SAB 104
updates the guidance in SAB 101, �Revenue Recognition in Financial Statements�, integrates the related set of Frequently Asked Questions, and
recognizes the role of EITF Issue 00-21, �Revenue Arrangements with Multiple Deliverables,� in revenue recognition. We have adopted the
guidance in SAB 104. Adoption did not affect our financial condition or results of operations.

RISK FACTORS

Risks Related to Our Business

We derive a significant portion of our revenue from a limited number of customers, and if we are unable to maintain these customer
relationships or attract additional customers, our revenue will be adversely affected.

For the years ended December 31, 2001, 2002 and 2003, revenue from BMW AG and Harman International Industries, Inc., our top two
customers, accounted for approximately 30%, 28% and 29%, respectively, of our total revenue. In addition, during those three years, sales to our
top 15 customers accounted for approximately 80%, 75% and 75% of our revenue, respectively. Although we have achieved some success in
expanding our customer base, we anticipate that a limited number of customers will continue to represent a significant percentage of our revenue
for the foreseeable future. In addition, although we have contractual arrangements with most of our key customers, the majority of these
arrangements are not long term and generally do not obligate our key customers to make any minimum or specified level of purchases.
Therefore, our relationships with these key customers may or may not continue in the future, and we are not guaranteed any minimum level of
revenue from them. We cannot assure you that our revenue from our current customers will reach or exceed historical levels in any future
period. The loss of one or more of our key customers, or fewer or smaller orders from them, would adversely affect our revenue.

We have historically incurred operating losses and we may not achieve sustained profitability.
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Prior to the year ended December 31, 2002, we had been unprofitable on an annual basis since our inception. For the years ended December 31,
2000 and 2001, we had operating losses of $51,300 and $28,900, respectively, and net losses of $109,600 and $116,500, respectively. As of
December 31, 2003, we had an accumulated deficit of $521,800. Although we have achieved an operating profit and a net profit in each of the
last two fiscal years, we cannot assure you that our revenue will continue to grow at its current rate or that we will be able to maintain
profitability in the future.

The market for products and services incorporating our map database is evolving and its rate of growth is uncertain.

Our success depends upon our customers� abilities to successfully market and sell their products incorporating our database. Continued growth in
the adoption of route guidance products in the automotive industry and in the consumer mobile devices industry (in products such as personal
digital assistants, wireless telephones, personal navigation devices and laptop computers), additional technological improvements in wireless
devices, such as inclusion of GPS capabilities in mobile devices and increases in functional memory, and continued development by our current
and potential customers of dynamic navigation, route planning, location-based information, asset tracking and other geographic-related products
and services incorporating our database, are critical to our future growth. If our customers do not continue to successfully develop and market
new products and services incorporating our database, or the products that our customers develop and market do not meet consumer
expectations, our revenue and operating results will be adversely affected.

Growth in the market for vehicle navigation products and services historically has occurred first in Europe and then in North America. If the
market growth in North America is not consistent with the growth we have experienced in Europe, our ability to grow our revenue will be
adversely affected.

Our product offering is not diversified and if we attempt to diversify, we may not be successful.

Our map database is our principal product, and a substantial majority of our revenue is attributable to the licensing of our database for route
guidance applications. Consequently, if the market for existing and new products and services incorporating our database declines or does not
continue to grow, our business would be seriously harmed because we currently do not have additional products or services that would generate
sufficient revenue to enable us to sustain our business while seeking new markets and applications for our database. In addition, any attempt by
us to diversify our product and service offerings may not be successful and may cause us to divert resources and management attention away
from our core business, which could adversely affect our financial position, reputation and relationships with our customers.

If we are unable to manage our growth effectively, our profitability and ability to implement our strategy will be adversely affected.
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Our continued growth has and will continue to place significant demands on our managerial, operational and financial resources. To
accommodate this growth and successfully execute our strategy, we will need to continue to hire additional qualified personnel and implement
new or upgraded operating and financial systems and internal operating and financial controls and procedures throughout our company. Our
inability to expand and integrate these additions and upgrades in an efficient and timely manner could cause our expenses to increase, revenue to
decline and could otherwise adversely affect our profitability and ability to implement our strategy.

We derive the majority of our revenue from the use of our map database in vehicle navigation systems and fluctuations in the condition
of the automotive market may result in fluctuations in the demand for products incorporating our database.

The use of our database in vehicle navigation systems, which we supply directly and indirectly to automobile manufacturers, historically has
accounted for a substantial majority of our revenue. Approximately 82%, 82% and 83% of our net revenue for the years ended December 31,
2001, 2002 and 2003, respectively, were generated by the sale of our database for use in new automobiles equipped with navigation systems.
Any significant downturn in the demand for these products would materially decrease our revenue. The automotive market historically has
experienced fluctuations due to increased competition, economic conditions and circumstances affecting the global market for automobiles
generally, and additional fluctuations are likely to occur in the future. To the extent that our future revenue depends materially on sales of new
automobiles equipped with navigation systems enabled by digital maps, our business may be vulnerable to these fluctuations.

Our profitability will suffer if we are not able to maintain our license fees.

Our profitability depends significantly on the prices we are able to charge customers for our data and other services. The license fees we charge
our customers are affected by a number of factors, including:

�  our customers� perception of the quality of our data and other products and services;

�  the proliferation of navigation applications in lower-cost products and services and market
acceptance of those products and services;

�  our customers� expectations of lower license fees as a result of economies of scale,
customer-imposed efficiency improvements and decreases in prices of hardware and software incorporating our
database;

�  competition;

�  advances in technology that reduce the cost of geographic data acquisition;

Edgar Filing: NAVTEQ CORP - Form 10-Q

41



31

Edgar Filing: NAVTEQ CORP - Form 10-Q

42



�  introduction of new services or products by us or our competitors;

�  pricing policies of our competitors;

�  price sensitivity of end-users of navigation products and services; and

�  general economic conditions.

Any one or a combination of these factors could cause a decline in our license fees and thus, adversely affect our revenue and profitability. In
addition, the success of our pricing policies is based, in part, on our assessment of the evolution of the market for products and services
incorporating navigation applications, which is uncertain, and our ability to correlate the price we charge for various uses of our database. If
either our assessment of the market evolution or our price correlations turn out to be incorrect, then our revenue and profitability may be
adversely affected.

The automotive market and the market for mobile devices are highly competitive and manufacturers in these markets are continually looking for
ways to reduce the costs of components included in their products in order to maintain or broaden consumer acceptance of those products.
Because our map database is a component incorporated in automotive, wireless telephone and handheld navigational systems, we face pressure,
from time to time, from our customers to lower our database license fees. We have in the past, and may in the future, need to lower our license
fees to preserve customer relationships or extend use of our database to a broader range of products. To the extent we lower our license fees in
the future, we cannot assure you that we will be able to achieve related increases in the use of our database or other benefits to offset fully the
effects of these adjustments.

In addition, increased competition has affected our ability to maintain the level of our prices. If price adjustments resulting from increased
competition are not offset by increases in sales of our database, our revenue and profitability could be adversely affected.

Increased competition could result in price reductions, reduced profit margins or loss of market share by us.

The market for map information is highly competitive. We compete with other companies and governmental and quasi-governmental agencies
that provide map information to a wide variety of users in a wide range of applications with varying levels of functionality.

We currently have several major competitors in providing map information, including TeleAtlas N.V., Geographic Data Technologies
Incorporated (GDT) and numerous European governmental and quasi-governmental mapping agencies (e.g., Ordnance Survey in the United
Kingdom) that license map data for commercial use. TeleAtlas offers detailed map data for Western Europe. In addition, GDT and TeleAtlas are
now offering more detailed map data for the United States than previously had been available from those companies, which enhances their
ability to compete with us in the United States market. In July 2004, TeleAtlas acquired GDT,
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and as a result, it may be more difficult for us to compete effectively with the combined company. Governmental and quasi-governmental
agencies also are making more map data information available free of charge or at lower prices, which may encourage new market entrants or
reduce the demand for fee-based products and services which incorporate our map database.

In addition, some of our customers prefer to license data from several vendors in order to diversify their sources of supply and to maintain
competitive and pricing pressures. Increased competition from our current competitors or new market entrants (which may include our
customers), actions taken by our customers to diversify their sources of supply and increase pricing pressure, the acquisition of GDT by
TeleAtlas and other competitive pressures may result in price reductions, reduced profit margins or loss of market share by us.

Our dependence on our vehicle navigation systems manufacturer customers for compilation services could result in a material decrease
in our revenue or otherwise adversely affect our business.

For vehicle navigation systems, we rely on our vehicle navigation systems manufacturer customers to compile copies of our map database into
their proprietary formats. This can be a time and labor intensive and complex process. In some cases, these customers also are responsible for
distributing the compiled database to the automobile manufacturers. If these customers do not compile or distribute our map database in a timely
manner and consistent with the requirements of the automobile manufacturers, our reputation and relationships with the automobile
manufacturers could be adversely affected. In other cases, our navigation systems manufacturer customers compile our map database and then
return a master copy to us. We then distribute copies of the database to the automobile manufacturers in exchange for a distribution fee. If these
customers do not fulfill their obligations to us to compile our map database, or to the extent we have not entered into agreements clearly
specifying their obligations or fail to do so in the future, we may not be able to satisfy our obligations to automobile manufacturers, which could
result in our contractual liability to these automobile manufacturers, and would likely decrease our revenue and adversely affect our business.
Our vehicle navigation systems manufacturer customers also could decide to not provide compilation services to us, which would prevent us
from providing distribution services to the automobile manufacturers with respect to these customers� navigation systems, and would result in a
material decrease in our revenue.

We derive a significant portion of our revenue from our international operations and economic, political and other inherent risks of
international operations may adversely affect our financial performance.

We have approximately 110 field and administrative offices in 19 countries worldwide. We have substantial operations in Europe.
Approximately 64%, 68% and 66% of our total revenue in 2001, 2002 and 2003, respectively, were attributable to our European operations. We
expect a significant portion of our revenue and expenses will be generated by our European operations in the future. Accordingly, our operating
results are and will continue to be subject to
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the risks of doing business in foreign countries, which could have a material adverse effect on our business. We also collect data in various
foreign jurisdictions and outsource some production functions in foreign jurisdictions. The key risks to us of operating in foreign countries
include:

�  reduced or inadequate intellectual property protections and/or high rates of intellectual property
piracy in some jurisdictions;

�  multiple, conflicting, vague and changing laws and regulations, including tax laws, employment
laws, governmental approvals, permits and licenses;

�  restrictions on the movement of cash;

�  general political and economic instability;

�  restrictions on the import and export of technologies;

�  price controls or restrictions on exchange of foreign currencies;

�  trade barriers, including tariffs and other laws and practices that favor local companies;

�  maintenance of quality standards for outsourced work; and

�  difficulties and costs in staffing and managing foreign subsidiary operations, including cultural
differences.

We expect to continue to expand internationally into other countries and regions, including into emerging economies, where we believe that
many of these risks are increased.
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Currency translation risk and currency transaction risk may adversely affect our results of operations.

Material portions of our revenue and expenses have been generated by our European operations, and we expect that our European operations
will account for a material portion of our revenue and expenses in the future. Substantially all of our international expenses and revenue are
denominated in foreign currencies, principally, the euro. As a result, our financial results could be affected by factors such as changes in foreign
currency exchange rates or weak economic conditions in Europe and other foreign markets in which we have operations. Accordingly,
fluctuations in the value of those currencies in relation to the U.S. dollar have caused and will continue to cause dollar-translated amounts to
vary from one period to another. In addition to currency translation risks, we incur currency transaction risk whenever one of our operating
subsidiaries enters into either a purchase or a sales transaction using a currency other than the local currency in which it receives revenue and
pays expenses.
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Historically, we had not engaged in activities to hedge our foreign currency exposures. On April 22, 2003, we entered into a foreign currency
derivative instrument to hedge certain foreign currency exposures related to intercompany transactions. For the year ended December 31, 2003,
we generated approximately 66% of our total revenue and incurred approximately 45% of our total costs in foreign currencies. Our European
operations reported revenue of $181,000 for the year ended December 31, 2003. For the year ended December 31, 2003, approximately $27,700
(or approximately 10%) of our revenue was a result of an increase in the exchange rate of the euro against the dollar, as compared to 2002, with
every one cent change in the exchange ratio of the euro against the dollar resulting in a $1,600 change in our revenue and a $800 change in our
operating income.  Our analysis does not consider the implications that such fluctuations could have on the overall economic activity that could
exist in such an environment in the United States or Europe. Given the volatility of exchange rates, we may not be able to effectively manage
our currency translation and/or transaction risks, which may adversely affect our financial condition and results of operations.

We are subject to income taxes in many countries because of our international operations and we exercise judgment in order to
determine our provision for income taxes. Because that determination is an estimate, we cannot be certain that our income tax
provisions and accruals will be adequate.

We are subject to income taxes in many countries, jurisdictions and provinces. Our international operations require us to exercise judgment in
determining our global provision for income taxes. Regularly, we make estimates where the ultimate tax determination is uncertain. While we
believe our estimates are reasonable, we cannot assure you that the final determination of any tax audit or tax-related litigation will not be
materially different from that reflected in our historical income tax provisions and accruals. The assessment of additional taxes, interest and
penalties as a result of audits, litigation or otherwise, could be materially adverse to our current and future results of operations and financial
condition.

We may not generate sufficient future taxable income to allow us to realize our deferred tax assets.

We have a significant amount of tax loss carry forwards and interest expense carryforwards that will be available to reduce the taxes we would
otherwise owe in the future. We have recognized the value of a portion of these future tax deductions in our consolidated balance sheet at
December 31, 2003. The realization of our deferred tax assets is dependent upon our generation of future taxable income during the periods in
which we are permitted, by law, to use those assets. We exercise judgment in evaluating our ability to realize the recorded value of these assets,
and consider a variety of factors, including the scheduled reversal of deferred tax liabilities, projected future taxable income and tax planning
strategies in making this assessment. Our evaluation of the realizability of deferred tax assets must consider both positive and negative evidence,
and the weight given to the potential effects of positive and negative evidence is based on the extent to which the evidence can be verified
objectively. While we believe that sufficient positive evidence exists to support our determination that the realization of our deferred tax
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assets is more likely than not, we cannot assure you that we will have profitable operations in the future that will allow us to fully realize those
assets.

Increased governmental regulation may place additional burdens on our business and adversely affect our ability to compete.

Although we do not believe governmental regulation has had a material effect on our business and operations to date, it is possible that we will
experience the effects of increased regulation in the future. In the United States and Europe, the combination of heightened security concerns
and the increase in the breadth and accuracy of our map database could result in more restrictive laws and regulations, such as export control
laws, applicable to our database. In addition, automobile safety initiatives may result in restrictions on devices that use our database. As we
continue to expand our geographic coverage, policies favoring local companies and other regulatory initiatives may result in export control laws
and other restrictions on our ability to access, collect and use map data or otherwise conduct business in various countries throughout the world.
Our failure to comply with local policies and regulations could result in a number of adverse consequences, including loss of access to map data,
restrictions or prohibitions on our use of map information, financial penalties, criminal sanctions or loss of licenses or other authority to do
business in those jurisdictions. Any of these occurrences could adversely affect our ability to complete, improve, license or distribute our
database, which could result in a competitive disadvantage for us and the possible loss of customers and revenue.

If we cannot retain our existing management team or attract and retain highly skilled and qualified personnel, our business could be
adversely affected.

Our success depends to a significant degree on the skills, experience and efforts of our current executive officers, including Judson C. Green,
President and Chief Executive Officer, David B. Mullen, Executive Vice President and Chief Financial Officer, John K. MacLeod, Executive
Vice President, Global Marketing and Strategy and M. Salahuddin Khan, Senior Vice President, Technology & Development and Chief
Technology Officer and our other key employees, including management, sales, support, technical and services personnel. Qualified employees
are in high demand throughout technology-based industries, and our future success depends in significant part on our ability to attract, train,
motivate and retain highly skilled employees and the ability of our executive officers and other members of senior management to work
effectively as a team.

If we fail to adapt our map database to changes in technology, we could lose our existing customers and be unable to attract new
business.

The market for products and services incorporating digital map information is evolving and is characterized by rapid technological change,
changes in customer requirements, the introduction of new products and services and enhancements to existing products and services. Although
our database currently can be used by our customers in a wide variety of applications, we will need to be able to maintain the compatibility of
our map database with new products and
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services introduced as a result of technological changes. If we are unable to do so, demand for our database could decline and our revenue would
be adversely affected.

If we fail to establish and maintain relationships with third party sources of data used in our map database, our business is likely to
suffer.

We depend upon third party sources for data to build, maintain and enhance our database. In certain cases, this data is readily available only
from limited third party sources and/or at significant cost. We cannot assure you that we will be successful in maintaining our relationships with
our current third party sources or that we will be able to continue to obtain data from them on acceptable terms or at all. We also cannot assure
you that we will be able to obtain data from alternative sources if our current sources become unavailable. In some cases, we may obtain data on
less favorable terms in order to satisfy our customers� requirements. In addition, we may be unable to obtain data from additional sources that
would allow us to enhance our existing coverage and expand our geographic coverage. Our rights to use any data we obtain may be limited in
scope and duration and subject to various other terms and restrictions that may reduce its usefulness to us. Our inability to obtain data from our
current sources or additional or alternative sources, or to use the acquired data for our intended purposes, may impair or delay the further
development, updating and distribution of our database. Any impairments or delays may adversely affect our relationships with our customers
and cause us to lose revenue. Further, if we must pay more for the data than we have in the past or acquire data on unfavorable terms to satisfy
customer requirements, our profitability may be adversely affected.

If our customers do not accurately report the amount of license fees owed to us, we will not receive all of the revenue to which we are
entitled.

Except with respect to our automobile manufacturer customers for whom we make and distribute copies of our database, we rely on our
customers to report the amount of license fees owed to us under our agreements with them. The majority of our agreements, including those with
our key customers, give us the right to audit their records to verify this information. However, these audits can be expensive, time-consuming
and possibly detrimental to our ongoing business relationships with our customers. As a result, to date we have only audited a small number of
customers in any given year and have relied primarily on the accuracy of our customers� reports. To the extent those reports are inaccurate, the
revenue we collect from our customers could be materially less than we should be receiving from them.  Though we believe the revenue lost
from underreporting has not been material historically, we cannot estimate the impact of underpayments in the future.

Errors or defects in the database we deliver to customers may expose us to risks of product liability claims and adversely affect our
reputation, which could result in customer loss, decreased revenue, unexpected expenses and loss of market share.

The use of our data in route guidance products and other navigation products and applications involves an inherent risk of product liability
claims and associated adverse publicity. Claims could be made by our customers if errors or defects result in failure of their products or
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services, or by end-users of those products or services or others alleging loss or harm as a result of actual or perceived errors or defects in our
map database. Our potential exposure may increase as products and services incorporating our map database begin to be used more widely in
emergency response or other safety-related applications and as the information included in earlier versions of our map database becomes dated
or obsolete. In addition, errors or defects in our database may require us to participate in product recalls, or cause us to voluntarily initiate a
recall in order to maintain good customer relationships.

Product liability claims present a risk of protracted litigation, substantial money damages, attorneys� fees, costs and expenses, and diversion of
management�s attention from the operation of our business. Although we have not had any product liability claims brought against us to date, we
cannot assure you that claims will not be brought in the future. We attempt to mitigate the risks of product liability claims through the use of
disclaimers, limitations of liability and similar provisions in our license agreements; however, we cannot assure you that any of these provisions
will prove to be effective barriers to claims. Recalls also may be costly and divert management�s attention from the operation of our business. In
some circumstances, we are contractually obligated to indemnify our customers for liabilities, costs and expenses arising out of product liability
claims. Providing indemnification or contesting indemnification claims from our customers may result in our incurring substantial costs and
expenses. In some cases, purchase orders submitted by our customers purport to incorporate certain customer-favorable contractual terms and
conditions which, if given effect, could increase our potential product liability and recall liability exposure. In addition, adverse publicity may
reduce our customers� willingness to incorporate our database and related applications into their products, which would adversely affect our
revenue.

Our inability to adequately protect our map database property could enable others to market databases with similar coverage and
features that may reduce demand for our database and adversely affect our revenue.

We rely primarily on a combination of copyright laws, trade secrets, patents, database laws and contractual rights to establish and protect our
intellectual property rights in our database, software and related technology. We cannot assure you that the steps we have taken or will take to
protect our intellectual property from infringement, misappropriation or piracy will prove to be sufficient. Current or potential competitors may
use our intellectual property without our authorization in the development of databases, software or technologies that are substantially equivalent
or superior to ours, and even if we discover evidence of infringement, misappropriation or intellectual property piracy, our recourse against them
may be limited or could require us to pursue litigation, which could involve substantial attorneys� fees, costs and expenses and diversion of
management�s attention from the operation of our business. Our database is a compilation of public domain, licensed, otherwise-acquired and
independently developed information obtained from various sources such as aerial photographs, commercially available maps and data,
government records, other data sources and field observation. Current or potential competitors may be able to use publicly available sources of
information and techniques similar to ours to independently create a database containing substantially the same information as our database. Any
of these events likely would harm our competitive position.

38

Edgar Filing: NAVTEQ CORP - Form 10-Q

51



The laws of some countries in which we operate do not protect our intellectual property rights to the same extent as the laws of other countries.
For example, although our database and software are protected in part by copyright, database and trade secret rights, copyright protection does
not extend to facts and legislative database protections that relate to compilations of facts currently exist only in certain countries of Europe and
do not exist in the United States or Canada. In addition, as we continue to expand our geographic coverage outside of North America and
Europe, there may be little or no intellectual property protection and increased rates of piracy. Further, we recently have begun to outsource
some of our operations to third parties located in foreign countries where we believe there is an increased risk of infringement, misappropriation
and piracy and an increased possibility that we may not be able to enforce our contractual and intellectual property rights.

Copies of our database that are distributed to end-users do not always include effective protection against unlawful copying. While we attempt to
stop data piracy, our database is sometimes illegally copied and sold through auction sites and other channels.

We may face intellectual property infringement claims that could be time consuming, costly to defend and result in our loss of
significant rights.

Due to the uncertain and developing nature of this area of intellectual property law, we cannot assure you that claims of infringement or similar
claims will not be asserted against us. Various public authorities and private entities claim copyright or other ownership of or protection with
respect to certain data and map information that we use in our database. Although our general policy is to seek to obtain licenses or other rights
where necessary or appropriate, we cannot assure you that we have obtained or will be successful in obtaining all of these licenses or rights. In
the event that claims are asserted against us, we may be required to obtain one or more licenses from third parties. We may or may not be able to
obtain those licenses at a reasonable cost or at all. Also, if we are found to have infringed the intellectual property rights of a third party, we may
be subject to payment of substantial royalties or damages, or enjoined or otherwise prevented from marketing part or all of our database,
software or related technologies and/or products which would incorporate our database, software or related technologies, any of which could
cause us to lose revenue, impair our customer relationships and damage our reputation.

We also claim rights in our trademarks and service marks. Certain of our marks are registered in the United States, Europe and elsewhere and we
have filed applications to register certain other marks in these jurisdictions. Marks of others that are the same or similar to certain of our marks
currently exist or may exist in the future. We cannot assure you that we will be able to continue using certain marks or that certain of our marks
do not infringe the marks of others. We have licensed others to use certain of our marks in connection with our database and software and expect
to continue licensing certain of our marks in the future. Licensees of our marks may take actions that might materially and adversely affect the
value of our marks or reputation.
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Our intellectual property indemnification practices and potential obligations may adversely affect our business.

Our license agreements with our customers generally contain indemnification provisions which, in certain circumstances may require us to
indemnify our customers for liabilities, costs and expenses arising out of violations of intellectual property rights. These indemnification
provisions and other actions by us may result in indemnification claims or claims of intellectual property right infringement. In some instances,
the potential amount of the indemnities may be greater than the revenue we receive from the customer. Any indemnification claims or related
disputes or litigation, whether ultimately we are or are not required to provide indemnification, could be time-consuming and costly, damage our
reputation, prevent us from offering some services or products, or require us to enter into royalty or licensing arrangements, which may not be
on terms favorable to us.

Our technology systems may suffer failures and business interruptions that could increase our operating costs and cause delays in our
operations.

Our operations face the risk of systems failures. Although we believe we have sufficient disaster recovery plans and redundant systems in place,
our systems and operations are vulnerable to damage or interruption from fire, flood, power loss, computer hardware and software failure,
telecommunications failure, computer hacking break-ins and similar events. The occurrence of a natural disaster or unanticipated problems with
our technology systems at our production facility in Fargo, North Dakota, at the location of the mainframe computer that stores our map
database or at our offices in Chicago, Illinois and Veldhoven, The Netherlands could cause interruptions or delays in the ongoing development
and enhancement of our map database and related software, and inhibit our ability to timely deliver our database to our customers, which in turn
could cause us to lose customers or revenue. Our technology systems may also be subject to capacity constraints which would cause increased
operating costs in order to overcome these constraints.

In addition, we are in the process of migrating our computer systems related to our database to a new platform, and during this process we are
incurring both the costs associated with the migration and of maintaining our legacy systems. Hardware failure or software errors occurring in
our legacy systems or during repair or after the completion of this migration could result in errors in our database, which could cause us to have
to repair and re-ship our database to some customers and hinder our ability to timely deliver our database to our customers. Repairs and
reshipments of our data could result in a material increase in our operating costs and subject us to liability from our customers and end-users.
Delays in completing the migration also could inhibit our ability to enhance and improve our database, which could adversely affect our ability
to compete.

We are required to achieve and maintain various quality assurance standards, and if we are unable to do so, our key customers may not
do business with us.

40

Edgar Filing: NAVTEQ CORP - Form 10-Q

53



Many of our customers, particularly those in the automotive industry, require their suppliers to maintain certain quality assurance standards and
certifications, including those pursuant to the ISO series of international standards. Although we have achieved many of these certifications, we
cannot assure you that we will be able to continue to meet these standards in the future or that our customers will not require us to obtain and
maintain certifications under different or more stringent standards in the future, which we may or may not be able to accomplish. If we are
unable to do so, those customers may refuse to do business with us, which could materially reduce our revenue and adversely affect our
reputation.

Changes to financial accounting standards may affect our results of operations and cause us to change our business practices.

We prepare our financial statements to conform with generally accepted accounting principles, or GAAP, in the United States. These accounting
principles are subject to interpretation by the American Institute of Certified Public Accountants, the Financial Accounting Standards Board, or
FASB, the SEC and various bodies formed to promulgate and interpret appropriate accounting policies. A change in those accounting principles
or interpretations could have a significant effect on our reported financial results and may affect our reporting of transactions completed before a
change is announced or adopted.

Changes to those rules or the questioning of current practices may adversely affect our reported financial results or the way we conduct our
business. For example, accounting policies affecting certain aspects of our business, including rules relating to employee stock option grants,
have recently been revised or are under review. There has been ongoing public debate whether employee stock options should be recognized as
compensation expense and, if so, how to properly value these charges. Although standards have not been finalized, and the timing of a final
statement has not been established, the FASB has announced preliminary guidance for expensing stock option grants based upon their fair value
at the time of grant. If we elect or were required to change our accounting policy and record an expense for our stock-based compensation plans
using the fair value method, we could have significant accounting charges.

Risks Related to

Our Relationship with Philips

Philips continues to own a significant portion of our common stock and may exercise significant influence over us, and its interests may
differ form those or our other stockholders.

Philips B.V. is our principal stockholder. Following our initial public offering, Philips continued to own approximately 41.2% of our issued and
outstanding common stock, or 34.8% if the underwriters exercise their overallotment option in full.  In addition, the shares of NavPart II B.V.,
which, as of August 1, 2004, was the recordholder of 2,580 shares of our common stock, are subject to certain put and call rights between
NavPart I B.V. and Philips.  If Philips acquires the shares of NavPart II pursuant to these rights, Philips would own approximately 44.1% of our
issued and outstanding common stock, or 37.8% if the underwriters exercise their
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overallotment option in full.  NavPart I has expressed its intention to require Philips, to the extent Philips does not exercise its right to purchase
the shares of NavPart II, to purchase the shares of NavPart II on or about the time of the initial public offering.

As a result, Philips B.V. could delay or prevent a change of control of us that may be favored by other stockholders and otherwise exercise
significant influence over all corporate actions requiring stockholder approval, irrespective of how our other stockholders may vote, including:

�  the election of directors;

�  any amendment of our certificate of incorporation or bylaws;

�  the approval of mergers and other significant corporate transactions, including a sale of substantially all of our
assets; or

�  the defeat of any non-negotiated takeover attempt.

In taking any of these actions, Philips B.V. may act in its own interest, which may conflict with or be unfavorable to the interests of our other
stockholders.

In connection with the initial public offering, we and Philips entered into a separation agreement to terminate certain services and
programs provided to us by or through Philips.  As a result, we may lose operating expense savings and other benefits.

We have obtained software, software-related consulting services, treasury services, tax consulting services, insurance services and purchasing
services on favorable terms through our participation in Philips� programs, which we believe have resulted in operating expense savings for us of
approximately $2,000 to $2,500 per year.  In connection with our initial public offering, Philips now owns less than 50% of our common stock. 
We and Philips entered into a separation agreement to, among other things, terminate these services and programs provided to us by or through
Philips.  As a result, we can no longer obtain software, software-related consulting services, treasury services, tax consulting services and
insurance from or through Philips and we can only participate in certain Philips� purchasing programs until December 31, 2004.  In some
instances, due to vendor-imposed ownership threshold requirements, we will be unable to participate in certain other Philips� purchasing
programs.  Following the termination of those services and programs, to the extent we are unable to obtain goods and services at prices and/or on
terms as favorable as those previously available to us, we will incur increased operating expenses which could adversely affect our financial
condition and results of operations.

Our directors who own Philips common stock or options to acquire Philips common stock or who hold positions with Philips may have
potential conflicts of interest.
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Ownership of Philips common stock, options to acquire Philips common stock and other equity securities by our directors and the presence of
Philips officers on our board of directors could create, or appear to create, potential conflicts of interest when our directors are faced with
decisions that could have different implications for Philips than they do for us. At this time, we have not established any procedural mechanisms
to address actual or perceived conflicts of interest of these directors, although we expect that our board of directors, in the exercise of its
fiduciary duties, will determine how to address any actual or perceived conflicts of interest on a case-by-case basis.

Sales of our stock by Philips B.V. or other stockholders could reduce our ability to use our net operating losses.

We have incurred net operating losses in prior years that we intend to use in future years to reduce our income taxes. Because of certain tax
regulations, the amount of net operating losses that we can use may become limited under certain circumstances, including a cumulative stock
ownership change of more than 50% at any time during any three-year period. Under the applicable tax regulations, an ownership change occurs
if, as of a measurement date, the increase in the ownership of our stock by certain stockholders during the prior three years, when added
together, totals more than 50% of our equity. In the event of such an ownership change, we may need to pay taxes earlier or in larger amounts
than would be the case if all of our net operating losses were available to reduce income taxes without restriction.

Risks Related to Ownership of Our Common Stock

We may require additional capital in the future, which may not be available to us. Sales of our equity securities to provide this capital
may dilute the holdings of our then-current stockholders.

We may need to raise additional funds through public or private debt or equity financings in order to:

�  take advantage of expansion opportunities;

�  acquire complementary businesses or technologies;

�  develop new services and products; or

�  respond to competitive pressures.

Any additional capital raised through the sale of our equity securities may dilute the holdings of our then-current stockholders. Historically, we
have relied on significant debt and equity financing from Philips to operate our business. Philips is not under any obligation to provide financing
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to us on terms favorable to us or at all in the future. Furthermore, any additional financing we may need may not be available on terms favorable
to us or at all. The
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unavailability of needed financing could adversely affect our ability to execute our growth strategy.

We do not intend to pay dividends for the foreseeable future.

Except for the special cash dividend that was paid on June 18, 2004 to our common stockholders of record as of April 19, 2004, we have never
declared or paid any cash dividends on our common stock. Payment of future cash dividends will be at the discretion of our board of directors
after taking into account various factors, including our financial condition, operating results, current and anticipated cash needs and plans for
expansion, and any limitations on dividend payments included in any financing or other agreements that we may be party to at the time. Our
existing credit facility currently restricts our ability to pay dividends. Consequently, investors cannot rely on dividend income and any return to
an investor on an investment in our common stock will likely depend entirely upon any future appreciation in the price of our stock. There is no
guarantee that the price at which you purchased your shares will be maintained or appreciate.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

We invest our cash in highly liquid cash equivalents. We do not believe that our exposure to interest rate risk is material to our results of
operations.

Material portions of our revenue and expenses have been generated by our European operations, and we expect that our European operations
will account for a material portion of our revenue and expenses in the future. In addition, substantially all of our expenses and revenue related to
our international operations are denominated in foreign currencies, principally the euro.

We are also subject to foreign currency exposure between the U.S. dollar and the euro on the expected repayment of an intercompany obligation.
The intercompany balance is payable by one of our European subsidiaries to the Company and one of its U.S. subsidiaries, and is due in U.S.
dollars. Through December 31, 2002, this intercompany balance was considered permanent in nature, as repayment was not expected to occur in
the foreseeable future. However, primarily as a result of improved operating performance in our European business, cash flows are anticipated to
be sufficient to support repayment over the next several years. Accordingly, effective January 1, 2003, the loan was no longer designated as
permanent in nature.

Historically, we had not engaged in activities to hedge our foreign currency exposures. On April 22, 2003, we entered into a U.S. dollar/euro
currency swap agreement (the �Swap�) with Philips to minimize the exchange rate exposure between the U.S. dollar and the euro on the expected
repayment of the intercompany obligation. The Swap was not designated for hedge accounting. Under the terms of the Swap, one of the
Company�s European subsidiaries makes payments to Philips in euros in exchange for the U.S. dollar equivalent at a fixed exchange rate of
$1.0947 U.S. dollar/euro. The U.S. dollar proceeds obtained under the Swap are utilized to make payments of principal on the intercompany
loan. The outstanding principal balance under the intercompany loan was $187.1 million at April 22, 2003. The Swap has a maturity date of
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December 22, 2006 and provides for settlement on a monthly basis in proportion to the repayment of the intercompany obligation. As of
June 27, 2004, the outstanding intercompany obligation (net of payments) was $128.2 million.  In July 2004, Philips assigned the Swap to an
unaffiliated third party.

For purposes of specific risk analysis, we use sensitivity analysis to determine the effects that market risk exposures may have on the fair value
of our Swap. The foreign currency exchange risk is computed based on the market value of future cash flows as affected by the changes in the
rates attributable to the market risk being measured. The sensitivity analysis represents the hypothetical changes in value of the hedge position
and does not reflect the opposite gain or loss on the underlying transaction. As of June 27, 2004, a 10% decrease in the value of the euro against
the U.S. dollar with all other variables held constant would result in a decrease in the fair value of our Swap liability of approximately $14.2
million, while a 10% increase in the value of the euro against the U.S. dollar would result in an increase in the fair value of our Swap liability of
approximately $14.2 million.

Item 4.  Controls and Procedures

Disclosure Controls and Procedures.  The Company�s principal executive officer and principal financial officer have concluded that the
Company�s disclosure controls and procedures (as defined pursuant to Rule 13a-15(e) under the Securities Exchange Act of 1934), based on their
evaluation of such controls and procedures as of the end of the period covered by this report, are effective to ensure that information required to
be disclosed by the Company in the reports it files under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized
and reported within the time periods specified in the rules and forms of the Securities and Exchange Commission and that such information is
accumulated and communicated to the Company�s management, including its principal executive officer and principal financial officer, as
appropriate to allow timely decisions regarding required disclosure.

Internal Control over Financial Reporting.  There have been no changes in the Company�s internal control over financial reporting identified in
connection with management�s evaluation that occurred during the Company�s last fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the Company�s internal control over financial reporting.
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PART II

OTHER INFORMATION

Item 4.  Submission of Matters to a Vote of Security Holders

Philips Consumer Electronic Services B.V., holding a majority of the Company�s outstanding common stock, or 73,132,232 shares, approved
resolutions by written consent on April 28, 2004, to (i) effect a reverse stock split in one of four different ratios by amending the Company�s
certificate of incorporation, (ii) again amend the Company�s certificate of incorporation to be more applicable for a publicly traded company, (iii)
amend the Company�s bylaws to be more applicable to a publicly traded company and (iv) increase the number of shares authorized for issuance
under the Company�s 2001 Stock Incentive Plan to 16,428,571 shares.

Item 6.  Exhibits and Reports on Form 8-K

(a)  Exhibits.

3.1  Amended and Restated Certificate of Incorporation*

3.2  Amended and Restated Bylaws*

4.1  Specimen Common Stock Certificate*

4.2  Amended and Restated Agreement Regarding Registration of Shares dated as of August 4, 2004
between NAVTEQ and NavPart I B.V.

10.1  Amendment to Employment Agreement dated as of March 19, 2004 between Navigation
Technologies and Judson C. Green.*
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10.2  Amended and Restated Employment Agreement dated as of April 30, 2004 between NAVTEQ
Corporation and Judson C. Green.*

10.3  Form of Indemnification Agreement*

10.4  Amendment to Deposit Agreements dated as of May 18, 2004 by and among NAVTEQ B.V.,
NAVTEQ North America LLC and Koninklijke Phlips Electronics N.V.*

10.5  Master Separation Agreement between Koninklijke Philips Electronics N.V. and NAVTEQ
Corporation.*

10.6  Letter Agreement Regarding Cross Currency Swap between NAVTEQ B.V. and ABN AMRO Bank
N.V. dated July 27, 2004.*

46

Edgar Filing: NAVTEQ CORP - Form 10-Q

62



31.1  Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes Oxley Act of
2002.

31.2  Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes Oxley Act of
2002.

32.1  Certification of Principal Executive Officer pursuant to Section 906 of the Sarbanes Oxley Act of
2002.

32.2  Certification of Principal Financial Officer pursuant to Section 906 of the Sarbanes Oxley Act of
2002.

*Filed with NAVTEQ�s Registration Statement on Form S-1 (Reg. No. 333-114637).

(b)  Reports on Form 8-K.

None.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Dated:  August 11, 2004

NAVTEQ CORPORATION

By:  /s/ Judson C. Green
Judson C. Green
President and Chief Executive Officer (Principal
Executive Officer)

By: /s/ David B. Mullen
David B. Mullen
Executive Vice President and Chief Financial
Officer (Principal Financial Officer)

By: /s/ Neil T. Smith
Neil T. Smith
Vice President and Corporate Controller (Principal
Accounting Officer)
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