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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
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1

Edgar Filing: NAVTEQ CORP - Form 10-Q
Yes
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Yes

o No ý
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Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

The number of shares of the Registrants Common Stock, $0.001 par value, outstanding as of October 13, 2005 was 91,235,669.
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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
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 in the Companys Quarterly Report on Form 10-Q for the quarter ended
June 26, 2005. 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,
2004

Assets
Current assets:
Cash and cash equivalents
Short-term marketable securities
Accounts receivable, net of allowance for doubtful accounts of $3,571 and $4,750 in 2004 and
2005, respectively
Deferred income taxes
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Capitalized software development costs, net
Long-term deferred income taxes, net
Long-term marketable securities
Acquired intangible assets, net
Goodwill
Deposits and other assets
Total assets
Liabilities and Stockholders Equity
Current liabilities:
Accounts payable
Accrued payroll and related liabilities
Other accrued expenses
Deferred revenue
Total current liabilities
Fair value of foreign currency derivative
Long-term deferred revenue
Other long-term liabilities
Total liabilities
Stockholders equity:
Common stock, $0.001 par value; 400,000 shares authorized; 87,741 and 91,143 shares issued
and outstanding in 2004 and 2005, respectively
Additional paid-in capital
Deferred compensation expense
Accumulated other comprehensive loss:
Cumulative translation adjustment
Unrealized holding loss on available-for-sale marketable securities, net of tax

$

$

$

September 25,
2005
(Unaudited)

30,101
45,650

39,956
60,935

56,582
50,696
8,348
191,377
18,220
26,243
92,069
27,280


9,519
364,708

86,325
55,244
15,196
257,656
17,925
25,700
167,949
58,119
17,298
12,440
13,040
570,127

13,962
28,054
20,609
31,165
93,790
21,616
13,342
3,142
131,890

13,396
27,985
26,518
39,800
107,699
7,047
3,785
4,199
122,730

88
741,448
(12,403)

91
809,848
(11,185)

(28,503)
(98)

(26,430)
(377)
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Total accumulated other comprehensive loss
Accumulated deficit
Total stockholders equity
Total liabilities and stockholders equity

$

(28,601)
(467,714)
232,818
364,708

(26,807)
(324,550)
447,397
570,127

See accompanying notes to condensed consolidated financial statements.
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NAVTEQ CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Income
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(In thousands, except per share data)
(Unaudited)

Quarter Ended
September 26,
September 25,
2004
2005

Net revenue

$

97,793

Nine Months Ended
September 26,
September 25,
2004
2005

123,005 $

273,858

350,534

Operating costs and expenses:
Database creation and distribution costs
Selling, general and administrative expenses
Total operating costs and expenses

48,166
27,528
75,694

57,377
35,205
92,582

133,140
77,840
210,980

159,380
98,458
257,838

Operating income

22,099

30,423

62,878

92,696

Other income (expense):
Interest income
Interest expense
Foreign currency gain (loss)
Other income (expense)

283
(2)
(386)
(64)

1,123
(6)
96
(11)

613
(10)
(1,108)
(53)

2,566
(16)
86
4

Income before income taxes

21,930

31,625

62,320

95,336

Income tax expense (benefit)

8,334

(69,490)

23,682

(47,828)

Net income

$

13,596

101,115 $

38,638

143,164

Earnings per share of common stock:
Basic
Diluted

$
$

0.16
0.15

1.11 $
1.07 $

0.45
0.42

1.60
1.52

86,114
91,757

89,700
93,959

Weighted average shares of common stock
outstanding:
Basic
Diluted

87,669
92,230

90,701
94,521

See accompanying notes to condensed consolidated financial statements.
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NAVTEQ CORPORATION
Condensed Consolidated

AND SUBSIDIARIES

Statements of Cash Flows

(In thousands)
(Unaudited)

Nine Months Ended
September 26, 2004
September 25, 2005

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating
activities:
Deferred income taxes
Depreciation and amortization
Amortization of software development costs
Amortization of acquired intangible assets
Foreign currency (gain) loss
Provision for (recovery of) bad debts
Stock compensation expense
Tax benefit on non-qualified stock options
Noncash other
Changes in operating assets and liabilities, net of effects of acquisitions:
Accounts receivable
Prepaid expenses and other current assets
Deposits and other assets
Accounts payable
Accrued payroll and related liabilities
Other accrued expenses
Deferred revenue
Other long-term liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Acquisition of property and equipment
Capitalized software development costs
Purchases of marketable securities
Sales of marketable securities
Payments for acquisitions, net of cash acquired
Purchase of investments
Cash on deposit with affiliate, net
Net cash used in investing activities
Cash flows from financing activities:
Issuance of common stock
Dividends paid
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental disclosure of cash flow information:
Cash paid during the period for interest
Cash paid during the period for income taxes
Non-cash transactions:
Value of common stock issued in connection with acquisition

$

38,638

143,164

19,557
4,595
6,503

1,108
(203)
4,521
569
175

(88,768)
6,278
9,491
756
(86)
1,826
6,887
37,611
941

(11,373)
(2,584)
(8,635)
(4,577)
(2,532)
2,382
19,770
3,692
71,606

(32,919)
(5,868)
(1,783)
(333)
1,470
(2,893)
803
903
77,480

(9,268)
(9,101)
(46,973)



65,143
(199)

(5,086)
(8,948)
(148,162)
101,042
(8,234)
(1,201)

(70,589)

$

806
(47,159)
(46,353)
(2)
25,052
1,982
27,034

$
$

10
2,404

$

5,147

5,147
(2,183)
9,855
30,101
39,956
16
569



19,977
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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

NAVTEQ Corporation (the Company) is a leading provider of digital map information and related software and services used in a wide range of
navigation, mapping and geographic-related applications, including products and services that provide maps, driving directions, turn-by-turn
route guidance, fleet management and tracking and geographic information systems. These products and services are provided to end users by
the Companys customers on various platforms, including: self-contained hardware and software systems installed in vehicles; personal
computing devices, such as mobile phones, personal digital assistants and personal navigation devices; server-based systems, including internet
and wireless services; and paper media.

The Company is engaged primarily in the creation, updating, enhancing, licensing and distribution of its database for North America and
Europe. The Companys database is a digital representation of road transportation networks constructed to provide a high level of accuracy and
the useful level of detail necessary to support route guidance products and similar applications. The Companys database is licensed to leading
automotive electronics manufacturers, automotive manufacturers, developers of advanced transportation applications, developers of
geographic-based information products and services, location-based service providers and other product and service providers. The Company is
currently realizing revenue primarily from license fees charged to customers who incorporate the Companys database into their products and
services.

The accompanying condensed consolidated financial statements of the Company have been prepared in accordance with accounting principles
generally accepted in the United States of America (GAAP) 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 GAAP for complete financial statements.

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 for the year ended December 31, 2004
included in the Companys Annual Report on Form 10-K, as amended.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.
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Principles of Presentation

The Companys fiscal quarterly periods end on the Sunday preceding the calendar quarter end. The 2004 third quarter had 91 days and the 2005
third quarter had 91 days. The 2004 year to date period had 270 days and the 2005 year to date period had 268 days. The Companys fiscal year
end is December 31.

Certain 2004 amounts in the condensed consolidated financial statements have been reclassified to conform to the 2005 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
underlying stock exceeds the exercise price of the option. Prior to 2003, under the Companys stock option plan, options were granted at exercise
prices that were equal to the fair value of the underlying common stock on the date of grant. Therefore, no stock-based compensation was
recorded in the consolidated statements of operations. During 2003, the Company granted options at exercise prices below the fair value of the
underlying common stock on the date of grant. Accordingly, the Company recorded compensation expense related to these option grants of
$164 and $179 for the quarters ended September 26, 2004 and September 25, 2005, respectively, and $561 and $571 for the nine months ended
September 26, 2004 and September 25, 2005, respectively, in the condensed consolidated statements of income. Prior to the completion of the
Companys initial public offering in August 2004, the fair value of the underlying common stock was determined by the Companys Board of
Directors based on an internally-prepared valuation analysis using comparable companies, comparable merger transactions and discounted cash
flow methodologies.

During 2004 and 2005, the Company granted restricted stock units (RSUs) to certain directors and employees under the Companys 2001 Stock
Incentive Plan. The RSUs are securities that require the Company to deliver one share of common stock to the holder for each vested unit.
Compensation expense is recognized ratably over the vesting periods of each tranche of the RSUs using a fair value equal to the fair market
value of the Companys common stock on the date of the grant. The Company recognized $2,831 and $1,889 of compensation expense related to
these restricted stock units during the quarters ended September 26, 2004 and September 25, 2005, respectively. The Company recognized
$3,960 and $6,316 of compensation expense related to these restricted stock units during the nine months ended September 26, 2004 and
September 25, 2005, respectively. The expense related to the RSUs is reported in Database Creation and Distribution Costs and Selling, General
and Administrative Expenses.

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. As allowed by SFAS
No. 123, the Company has elected to continue to apply the intrinsic value-based method of accounting described above and has furnished the pro
forma disclosures required by SFAS No. 123,
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as amended by SFAS No. 148, Accounting for Stock Based Compensation  Transition and Disclosure. The compensation expense for stock
options included in the pro forma disclosures is recognized ratably over the vesting periods of each tranche of the stock options. The following
table illustrates the effect on net income and earnings per share if the fair value based method had been applied in each period.

Quarter Ended
September 26,
September 25,
2004
2005

Net income, as reported
Add: Stock-based employee
compensation expense included in
reported net income, net of tax
Deduct: Total stock-based employee
compensation expense determined
under fair value method for all awards,
net of tax
Pro forma net income
Earnings per share of common stock:
Basicas reported
Dilutedas reported
Basicpro forma
Dilutedpro forma

$

$

$
$
$
$

Nine Months Ended
September 26,
September 25,
2004
2005

13,596

101,115 $

38,638

143,164

1,857

1,278

2,803

4,459

(2,089)
13,364

(2,756)
99,637 $

0.16
0.15
0.15
0.15

1.11
1.07
1.10
1.05

$
$
$
$

(3,701)
37,740

0.45
0.42
0.44
0.41

(8,412)
139,211

1.60
1.52
1.55
1.48

(2)  Recent Accounting Pronouncements

to be effective for interim or annual periods
beginning after June 15, 2005. On April 14, 2005, the Securities and Exchange Commission amended the compliance
dates to require SFAS No.123(R) to be effective for fiscal years beginning after June 15, 2005. SFAS No. 123(R)
supersedes APB Opinion No. 25 and requires all share-based payments to employees, including grants of employee
stock options, to be recognized as an operating expense in the income statement. The cost will be recognized over the
requisite service period based on fair values measured on grant dates. The Company will adopt the new standard using
the modified prospective transition method, which permits recognition of expense on or after the effective date for the
portion of outstanding awards for which the requisite service has not yet been rendered. The adoption of SFAS
123(R) will result in additional expense being recorded beginning in 2006 related to the Companys share-based
employee compensation programs.
In December 2004, the FASB issued SFAS No. 123(R), Share-Based Payment,

7
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(3)  Comprehensive Income

Comprehensive income for the quarters and the nine months ended September 26, 2004 and September 25, 2005 was as follows:

Quarter Ended
September 26,
September 25,
2004
2005

Net income
Foreign currency translation adjustment
Unrealized holding loss on available-for-sale
marketable securities, net of tax
Comprehensive income

$

$

Nine Months Ended
September 26,
September 25,
2004
2005

13,596
(709)

101,115 $
82

38,638
2,252


12,887

(160)
101,037 $

40,890

143,164
2,073



(279)
144,958

(4)  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 and
dilutive common stock equivalents outstanding for the period, in accordance with SFAS No. 128, Earnings Per Share.

Basic and diluted earnings per share for the quarters and the nine months ended September 26, 2004 and September 25, 2005 was calculated as
follows:

Quarter Ended
September 26,
September 25,
2004
2005

Numerator:
Net income

$

Denominator:
Denominator for basic earnings per share
- weighted average shares outstanding
Effect of dilutive securities:
Employee stock options
Restricted stock units
Warrants
Denominator for diluted earnings per
share - weighted average shares
outstanding and assumed conversions
Earnings per share:
Basic
Diluted

13,596

Nine Months Ended
September 26,
September 25,
2004
2005

101,115 $

143,164

87,669

90,701

86,114

89,700

4,398
163

3,484
336

4,086
60
1,497

3,903
356

91,757

93,959

0.45
0.42

1.60
1.52





92,230

$
$

38,638

94,521

0.16
0.15

1.11 $
1.07 $
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Outstanding options to purchase 0 and 559 shares of common stock at September 26, 2004 and September 25, 2005, respectively, were not
included in the computation of diluted earnings per share because the effect would be antidilutive.

(5)  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 revenues primarily from database license fees. Revenues for geographic data of Europe, the
United States/Canada and Korea are attributed to Europe (The Netherlands), North America (United States) and Asia Pacific (Korea) based on
the entity that executed the related licensing agreement. Revenues for geographic data for Central and South America are attributed to North
America. Revenues for geographic data for countries outside of Europe, the Americas and Korea are attributed to Europe, and are not material.

The following summarizes net revenue on a geographic basis for the quarters and the nine months ended September 26, 2004 and September 25,
2005:

Quarter Ended
September 26,
September 25,
2004
2005

Net revenue:
Europe
North America
Asia Pacific
Total net revenue

$

$

68,323
29,470

97,793

Nine Months Ended
September 26,
September 25,
2004
2005

77,215 $
42,737
3,053
123,005 $

189,450
84,408

273,858

231,216
116,265
3,053
350,534

The following summarizes long-lived assets on a geographic basis as of December 31, 2004 and September 25, 2005:

December 31,
2004

Property and equipment, net:
Europe
North America
Asia Pacific
Total property and equipment, net
Capitalized software development costs, net:
Europe
North America
Asia Pacific
Total capitalized software development costs, net
Acquired intangible assets, net and goodwill:
Europe
North America
Asia Pacific
Total acquired intangible assets, net

$

$

September 25,
2005

5,801
12,367
52
18,220

$

4,849
12,229
847
17,925


26,243


25,700


$

$

$

26,243







25,700



29,738
29,738
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(6)  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., which was subsequently
assigned to an unaffiliated third party in the third quarter of 2004. 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
Companys 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 Companys European business, management concluded that cash flows would be
sufficient to support repayment over the next several years. Accordingly, effective January 1, 2003, the Company adopted a plan for repayment
and the loan is no longer designated as permanent in nature.

Under the terms of the Swap, one of the Companys European subsidiaries makes payments to the other party to the Swap 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 September 25, 2005, the outstanding intercompany obligation was $70,931 and the fair value of
the Swap was a liability of $7,047.

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 the other party to the Swap 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 $1,643 was recorded for the quarter ended September 25, 2005. This gain was offset by a foreign
currency translation loss of $206 recognized as a result of the remeasurement of the outstanding intercompany obligation at September 25, 2005,
and a foreign currency transaction loss of $1,436 recognized in earnings during the quarter ended September 25, 2005 resulting from foreign
currency exchange differences arising on the repayments of the intercompany obligation. A gain on the fair value of the Swap of $12,501 was
recorded for the nine months ended September 25, 2005. This gain was offset by a foreign currency translation loss of $10,410 recognized as a
result of the remeasurement of the outstanding intercompany obligation at September 25, 2005, and a foreign currency transaction loss of $2,070
recognized in earnings during the nine months ended September 25, 2005 resulting from foreign currency exchange differences arising on the
repayments of the intercompany obligation.
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(7)

 Deferred Revenue
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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 September 25, 2005, $10,000 remained in
the balance of short-term deferred revenue and $0 remained in the balance of long-term deferred revenue related to this agreement. In addition,
the customer will have an obligation to the Company of $20,000 payable on January 15, 2007 related to license fees in 2007 and 2008, which
has not been reflected in the accompanying condensed consolidated balance sheets.

(8)  Income Taxes

During the third quarter of 2005, the Company recorded an income tax benefit of $83,270 related to the reversal of a valuation allowance for a
portion of deferred tax assets. The Company also recorded the reversal of tax benefits of $2,633 related to deferred compensation. In addition,
the Company reversed the valuation allowance on deferred tax assets associated with stock-based compensation, which resulted in an increase to
additional paid-in capital of $34,552.

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 ultimate realization of deferred tax assets is dependent upon the generation of future taxable income
during the periods in which those temporary differences become deductible. Management considers the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making this assessment.

Prior to 2005, the Company had provided a valuation allowance for a portion of deferred tax assets due to the uncertainty of generating sufficient
future taxable income that would allow for the realization of such deferred tax assets. During the third quarter of 2005, the Company made the
determination that it is more likely than not that it would be able to realize the benefits of the deferred tax assets related to net operating loss
carryforwards and deferred interest credits in the United States. In reaching the determination, the Company considered both positive and
negative evidence. Positive evidence included the Companys strong recent revenue growth and operating performance, expectations regarding
the generation of future taxable income, the length of available carryforward periods, the Companys market position and the expected growth of
the market. Negative evidence included the Companys history of operating losses through 2001 and the likelihood of increased competition and
loss of a significant customer. From that analysis, the Company determined that sufficient evidence existed to conclude that it was more likely
than not that the benefits of certain of the deferred tax assets will be realized. Accordingly, the Company reversed the related valuation
allowance. As of September 26, 2005, the Company had a valuation allowance for deferred tax assets of $3,243 related to Canadian net
operating loss carryforwards and research and experimental tax credits.
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(9)  Business Combination

On July 8, 2005, the Company acquired Picture Map International Co., Ltd., a South Korean digital map company (PMI), through its wholly
owned subsidiary, NAVTEQ B.V., pursuant to a Stock Purchase Agreement (the Agreement) dated the same date by and among NAVTEQ
B.V., the Company, PMI and all of the shareholders of PMI (the PMI Shareholders). Under the Agreement, NAVTEQ B.V. acquired all of the
outstanding shares of PMI for an aggregate purchase price of $28,500 (the Purchase Price), subject to post-closing adjustments based on working
capital and net indebtedness. Each of the PMI Shareholders received the shareholders proportionate share of thirty percent of the Purchase Price
in cash. The PMI Shareholders also received cash through a payment agent in Korea for the remaining seventy percent of the Purchase Price,
but the PMI Shareholders were then required to use this cash to purchase an aggregate of 545 shares of the Companys common stock (the NVT
Stock). The number of shares of the Companys common stock issued was based on a per share price of $36.60, the average price of the
common stock as quoted on the New York Stock Exchange for the twenty consecutive trading days immediately prior to the closing date.

The Agreement contained customary representations, warranties and related indemnification provisions. In addition, to secure the
indemnification obligations of the PMI Shareholders, fifteen percent of the Purchase Price was deposited in escrow and $500 of the Purchase
Price was deferred for payment until the second anniversary of the Closing Date. On August 18, 2005, the Company filed a registration
statement on Form S-3 with the SEC under the Securities Act of 1933, as amended, to register for resale the shares of NVT Stock held by the
PMI Shareholders. The registration statement was declared effective on September 7, 2005.

In addition to the aforementioned consideration, the Company paid $598 in direct costs to acquire the shares of PMI to bring the total purchase
price to $29,125. As part of the purchase price allocation, the Company recorded $35,129 in assets and $6,004 in liabilities. Included in the
total assets were the following intangible assets with their values in thousands and their estimated useful lives:

Intangible Asset

Database
Customer List
Software

Estimated
Useful Life

Value

$

8,000
5,600
4,000

10 years
7 years
3 years

The acquired intangible assets will be amortized on a straight-line basis over those estimated useful lives. In addition, the Company recorded
$12,156 in goodwill at the acquisition date. Pro forma results of the Company, assuming the acquisition occurred at the beginning of each
period presented, would not be materially different from the results presented.
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(10)

 Litigation

On April 22, 2005, Tele Atlas N.V. and Tele Atlas North America (Tele Atlas) filed a complaint against the Company in the United States
District Court for the Northern District of California. The complaint alleges that the Company has violated Sections 1 and 2 of the Sherman Act,
Section 3 of the Clayton Act, and Sections 16720, 16727 and 17200 of the California Business and Professions Code, and that the Company has
intentionally interfered with Tele Atlass contractual relations and prospective economic advantage with third parties, by allegedly excluding Tele
Atlas from the market for digital map data for use in navigation system applications in the United States through exclusionary and predatory
practices. On August 16, 2005, Tele Atlas filed an amended complaint based on these same causes of action. Specifically, in its amended
complaint, Tele Atlas alleges that the Company controls a predominant share of variously defined markets for digital map data and has entered
into exclusive contracts with digital map data customers for the purpose of acquiring or maintaining an illegal monopoly in these alleged
markets. Tele Atlas also contends that these allegedly exclusive contracts have interfered with Tele Atlas current and prospective business
relationships and amount to unfair competition under California state law. In addition, Tele Atlas alleges that the Company, through its license
under U.S. Patent No. 5,161,886, controls a predominant share of the alleged relevant technology market consisting of methods for displaying
portions of a topographic map from an apparent perspective view outside and above a vehicle in the United States, and allegedly has entered into
patent licenses and/or other arrangements in a manner that violates the aforesaid laws. Tele Atlas seeks preliminary and permanent injunctive
relief, unspecified monetary, exemplary and treble damages, and costs and attorneys fees of suit. Based on a review of the amended complaint,
the Company believes that the allegations are without merit. The Company, however, is continuing to evaluate this matter with counsel. The
Company intends to take all necessary steps to vigorously defend itself against this action; however, because this matter is in a very early stage,
the Company cannot predict its outcome or potential effect, if any, on its business, financial position or results of operations. A negative
outcome could adversely affect our business, results of operations and financial condition. Even if the Company prevails in this matter, the
Company may incur significant costs in connection with its defense, experience a diversion of management time and attention, realize a negative
impact on its reputation with its customers and face similar governmental and private actions based on these allegations.
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Item 2. Managements 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 and in the Companys Quarterly Report on Form 10-Q for the quarter ended June 26, 2005, 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-based products and services to consumer and commercial users.

In connection with a registration rights agreement between Philips Consumer Electronic Services B.V. (Philips B.V.) 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. The initial public offering was completed on August 11, 2004. At closing, Philips B.V. and
NavPart I B.V., received all of the proceeds from the sale of shares in the offering. Philips B.V. exercised its second demand registration right
on March 11, 2005. Pursuant to this request, we filed a Registration Statement on Form S-3 (Reg. No. 333-123628) on March 28, 2005 with the
Securities and Exchange Commission to register our common stock held by Philips B.V. in a secondary public offering, which became effective
May 5, 2005. Our selling stockholder, Philips B.V., received all of the proceeds from the sale of shares in the offering. In the offering, Philips
B.V. sold 33,101 shares of common stock, which represented its entire remaining interest in the Company.

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 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
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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 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 a wider variety of products and services that use our database. This includes growth in location-enabled mobile devices, such
as mobile phones, personal digital assistants (PDAs), personal navigation devices (PNDs) and other products and services that use digital map
data. While use of our map database in mobile phones 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, Dell and
Thales. Our revenue growth is driven, in part, by the rate at which consumers and businesses purchase these products and services, which in
turn is affected by the availability and functionality of such 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 these 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.
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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 services that use our database grows, although we cannot assure you that these increases will
occur.

Operating Expenses

Our operating expenses are comprised of database creation and distribution costs and selling, general and administrative expenses. Database
creation and distribution 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 2004 and 2005, we granted restricted stock units (RSUs) to certain directors and employees under our 2001 Stock Incentive Plan. The
RSUs are securities that require us to deliver one share of common stock to the holder for each vested unit. Compensation expense is recognized
ratably over the vesting periods of each tranche of the RSUs using a fair value equal to the fair market value of our common stock on the date of
the grant. We recognized $2,831 and $1,889 of compensation expense related to these restricted stock units during the quarters ended
September 26, 2004 and September 25, 2005, respectively. We recognized $3,960 and $6,316 of compensation expense related to these
restricted stock units during the nine months ended September 26, 2004 and September 25, 2005, respectively.

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 Koninklijke Philips Electronics N.V.s (Philips) programs, which we believe
have resulted in operating expense savings for us of approximately $2,000 to $2,500 per year. Pursuant to the separation agreement that we
entered into with Philips and effective upon closing of our initial public offering, we can no longer obtain software, software-related consulting
services, treasury services, tax consulting services and insurance from or through Philips. In addition, we ceased participating in Philips
purchasing programs after March 31, 2005. To the extent we are unable to obtain 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
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a corresponding increase in the deferred tax asset on the consolidated balance sheet.

In addition, as of June 26, 2005, we had U.S. interest expense carryforwards for both Federal and state income tax purposes of approximately
$200,993. As of June 27, 2004, we had fully reserved for the tax benefits related to interest expense carryforwards as we believed it was more
likely than not that the benefits would not be realized. 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) uncertainty about our ability to generate sufficient incremental future taxable income in the United States to
offset the additional interest expense deductions. During the third quarter of 2004, Philips relinquished its controlling interest in us after our
initial public offering. We are now allowed to deduct the deferred interest expense in tandem with our net operating loss carryforwards. As a
result, we reevaluated, in the third quarter of 2004, whether it was more likely than not that the tax benefits associated with our net operating loss
carryforwards together with our interest expense carryforwards would be realized. Based on that evaluation, we determined the amount of net
deferred tax assets that we believed it was more likely than not that we would realize. Our estimate of the deferred tax assets that we expected
were more likely than not to be realized did not require us to record an adjustment to the balance of the related valuation allowance prior to the
third quarter of 2005.

During the third quarter of 2005, we recorded an income tax benefit of $83,270 related to the reversal of the valuation allowance on a portion of
our deferred tax assets. We also recorded the reversal of tax benefits of $2,633 related to deferred compensation. In addition, we reversed the
valuation allowance on deferred tax assets associated with stock-based compensation, which resulted in an increase to additional paid-in capital
of $34,552. We reassessed the realizability of the deferred tax assets and made the determination that it is more likely than not that we would be
able to realize the benefits of the deferred tax assets related to net operating loss carryforwards and deferred interest credits in the United States.
In reaching the determination, we considered both positive and negative evidence. Positive evidence included our strong recent revenue growth
and operating performance, expectations regarding the generation of future taxable income, the length of available carryforward periods, our
market position and the expected growth of the market. Negative evidence included our history of operating losses through 2001 and the
likelihood of increased competition and loss of a significant customer. From that analysis, we determined that sufficient evidence existed to
conclude that it was more likely than not that the benefits of certain of the deferred tax assets will be realized. Accordingly, we reversed the
related valuation allowance. As of September 25, 2005, we had a valuation allowance for deferred tax assets of $3,243 related to Canadian net
operating loss carryforwards and research and experimental tax credits.

During the fourth quarter of 2004, legislation in The Netherlands was enacted that reduces statutory corporate income tax rates from 34.5% to
30% over a four-year period starting in 2005.

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 September 25, 2005, we
had an accumulated deficit of $324,550. We had historically financed our operations with borrowings from Philips and the sale of preferred
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stock to Philips. Philips has no obligation to provide us with any additional financing in the future.

As of September 25, 2005, our balance of cash and cash equivalents and marketable securities was $159,010, compared to our cash and cash
equivalents and marketable securities as of December 31, 2004 in the amount of $103,031, which represents an increase of $55,979. In addition,
we have generated positive cash flow from operations for the past fifteen quarters.

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 a purchase or a sales transaction 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 September 25, 2005, we generated approximately 65% of our net revenue and incurred
approximately 51% of our total expenses in foreign currencies. Our European operations reported revenue of $77,215 for the quarter ended
September 25, 2005, with every one cent change in the exchange rate of the euro against the dollar resulting in approximately a $630 change in
our quarterly revenue and approximately a $280 change in our quarterly operating income. For the nine months ended September 25, 2005, we
generated approximately 67% of our net revenue and incurred approximately 50% of our total expenses in foreign currencies. Our European
operations reported revenue of $231,216 for the nine months ended September 25, 2005, approximately $5,683 (or approximately 2% 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 nine months of 2004,
with every one cent change in the exchange rate of the euro against the dollar resulting in approximately a $1,800 change in our first nine
months revenue and approximately a $860 change in our first nine months 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 for the foreseeable future. Approximately 20% of our revenue for the quarter ended
September 25, 2005 was from two customers, accounting for approximately 12% and 8%, respectively, of our revenue. Approximately 23% of
our revenue for the nine months ended September 25, 2005
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was from two customers, accounting for approximately 15% and 8%, respectively, of our revenue. Our top fifteen customers accounted for
approximately 74% of our revenue for the quarter ended September 25, 2005. Our top fifteen customers accounted for approximately 78% of
our revenue for the nine months ended September 25, 2005.

The majority of our significant customers are automobile manufacturers and suppliers to automobile manufacturers. Conditions in the market
for new automobiles in general 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
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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 U.S. generally accepted accounting principles. 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
disclosure 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
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We derive a substantial majority of our revenue from licensing our database. We provide our data to end-users through multiple distribution
methods, primarily media or server-based. For example, our customers produce copies of our data on various media, such as CD-ROMs, DVDs
and other storage media. Our customers then distribute those media to end-users directly and indirectly through retail establishments,
automobile manufacturers and their dealers, and other redistributors. The media may be sold by our customer separately from its products,
bundled with its products or otherwise incorporated into its products. We also produce copies of our data and distribute those copies to
end-users both directly and indirectly through automobile
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manufacturers and their dealers. In those cases where we produce and distribute copies to end-users, the copies are either compiled into our
customers proprietary format for use with the customers products or are in our common database physical storage format. Additionally, some of
our customers store our data on servers and distribute information, such as map images, driving directions and route guidance, derived from our
data over the Internet and through other communication networks.

Revenue is recognized net of provisions for estimated uncollectible amounts and anticipated returns. Our map database licensing 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.

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

For revenue distributed through the server-based method, revenue includes amounts that are 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.

Revenue from licensing arrangements consisting of an original database plus a second copy of the database is allocated equally to the two
shipments of our database to the customer. The second copy of the database 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.

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
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customers or other matters affecting the collectibility of amounts due from such customers could have a material adverse effect 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. 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 Creation, Distribution and Software Development Costs

We have invested significant amounts in creating and updating our database and developing related software applications for internal use.
Database creation and distribution 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 American Institute of Certified Public Accountants (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. 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, 2004 and September 25, 2005, our long-lived assets primarily consisted of property and equipment, internal-use software,
and acquired intangible assets. 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, 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.
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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. Managements 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 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, and 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.

As of June 27, 2004, we had fully reserved for the tax benefits related to interest expense carryforwards as we believed it was more likely than
not that the benefits would not be realized. At that 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. During the third quarter of 2004, Philips relinquished its controlling interest in us after our initial public offering. We were then
allowed to deduct the deferred interest expense in tandem with our net operating loss carryforwards. Consequently, we reevaluated, in the third
quarter of 2004, whether it was more likely than not that the tax benefits associated with our net operating loss carryforwards and our interest
expense carryforwards would be realized. Our evaluation considered both positive and negative evidence, and the weight given to the potential
effects of positive and negative evidence was based on the extent to which it can be objectively verified in the same manner as described above
for the evaluation completed in 2003.
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Based on this evaluation, we determined the amount of net deferred tax assets that we believed was more likely than not that we will realize.
The amount that was determined did not require us to record an adjustment to the balance of the related valuation allowance.

During the third quarter of 2005, we reassessed the realizability of the deferred tax assets and made the determination that it is more likely than
not that we would be able to realize the benefits of the deferred tax assets related to net operating loss carryforwards and deferred interest credits
in the United States. In reaching the determination, we considered both positive and negative evidence. Positive evidence included our strong
recent revenue growth and operating performance, expectations regarding the generation of future taxable income, the length of available
carryforward periods, our market position and the expected growth of the market. Negative evidence included our history of operating losses
through 2001 and the likelihood of increased competition and loss of a significant customer. From that analysis, we determined that sufficient
evidence existed to conclude that it was more likely than not that the benefits of certain of the deferred tax assets will be realized. Accordingly,
we reversed the related valuation allowance and recorded a income tax benefit of $83,270. In addition, we reversed the valuation allowance on
deferred tax assets associated with stock-based compensation, which resulted in an increase to additional paid-in capital of $34,552.

As of September 25, 2005, we had a valuation allowance for deferred tax assets of $3,243 related to Canadian net operating loss carryforwards,
and research and experimental tax credits.

We cannot assure you that we will continue to experience taxable income at levels consistent with recent performance in some or all 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.

Results of Operations

Comparison of Quarters and Nine Months Ended September 26, 2004 and September 25, 2005

Operating Income, Net Income and Earnings Per Share of Common Stock.

Our operating income increased from $22,099 during
the third quarter of 2004 to $30,423 in the third quarter of 2005, due primarily to our revenue growth in 2005. This
revenue growth was partially offset by higher operating expenses. Our net income increased from $13,596 in the third
quarter of 2004 to $101,115 in the third quarter of 2005 due to the higher operating income, the reduction of our
effective income tax rate, and an income tax benefit recorded primarily related to the reversal of the valuation
allowance on a portion of our deferred tax assets. Basic earnings per share of common stock were $0.16 and $1.11 for
the third quarters of 2004 and 2005, respectively. Diluted earnings per share of common stock were $0.15 and $1.07
for the third quarters of 2004 and 2005, respectively.

Our operating income increased from $62,878 during the first nine months of 2004 to $92,696 in the first nine months of 2005, due primarily to
our revenue growth in 2005. This revenue growth was partially offset by higher operating expenses. Our net income increased from $38,638 in
the first nine months of 2004 to $143,164 in the first nine months of 2005 due to the higher
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operating income, the reduction of our effective income tax rate, and an income tax benefit recorded primarily related to the reversal of the
valuation allowance on a portion of our deferred tax assets. Basic earnings per share of common stock were $0.45 and $1.60 for the first nine
months of 2004 and 2005, respectively. Diluted earnings per share of common stock were $0.42 and $1.52 for the first nine months of 2004 and
2005, respectively.

The following tables highlight 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 income tax expense
(benefit) 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
September 26,
September 25,
2004
2005

Net revenue
Database creation and distribution costs
Selling, general and administrative expenses
Income tax expense (benefit)

$

97,793
48,166
27,528
8,334

123,005
57,377
35,205
(69,490)

Nine Months Ended
September 26,
September 25,
2004
2005

Net revenue
Database creation and distribution costs
Selling, general and administrative expenses
Income tax expense (benefit)

$

273,858
133,140
77,840
23,682

350,534
159,380
98,458
(47,828)

Change

25,212
9,211
7,677
(77,824)

Change

76,676
26,240
20,618
(71,510)

% Change

25.8%
19.1%
27.9%

% Change

28.0%
19.7%
26.5%

Net Revenue.

The increase in net revenue was due to a significant increase in database licensing, resulting primarily
from increased unit sales to customers. Growth occurred in all geographic regions during the third quarter and first
nine months of 2005. European revenue increased 13.0% from $68,323 in the third quarter of 2004 to $77,215 in the
third quarter of 2005, and increased 22.0% from $189,450 in the first nine months of 2004 to $231,216 in the first nine
months of 2005. North American revenue increased 45.0% from $29,470 in the third quarter of 2004 to $42,737 in
the third quarter of 2005, and increased 37.7% from $84,408 in the first nine months of 2004 to $116,265 in the first
nine months of 2005. European and North American revenue both increased primarily due to an increase in unit sales
to vehicle navigation system vendors, automobile manufacturers and mobile device manufacturers. Differences in
foreign currency translation increased revenue within the European operations by approximately $5,683 due to the
strengthening of the euro during the first nine months of 2005 as compared to the comparable period in 2004.
Excluding the effect of foreign currency translation, European revenue would have grown 19.0% for the first nine
months of 2005. Approximately 27% of our revenue in the third quarter of 2004 came from two customers
(accounting for approximately 18% and 9% of net revenue, respectively), while approximately 20% of our revenue for
the third
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quarter of 2005 came from two customers (accounting for approximately 12% and 8% of net revenue, respectively). Approximately 28% of our
revenue in the first nine months of 2004 came from two customers (accounting for approximately 18% and 10% of net revenue, respectively),
while approximately 23% of our revenue for the first nine months of 2005 came from two customers (accounting for approximately 15% and 8%
of net revenue, respectively).

Database Creation and Distribution Costs.

The increase in database creation and distribution costs was due primarily to
increased production costs associated with the higher sales where we provided distribution services, an increased
investment in our database due to geographic expansion and quality improvements and additional costs incurred by
our Korean subsidiary, which was acquired during the third quarter of 2005. Included in database creation and
distribution costs during the first nine months of 2005 was approximately $700 of costs related to our obligation to
match social taxes on employee stock option exercises. In addition, there was an unfavorable foreign currency
translation effect within European operations of approximately $1,952 due to the strengthening euro for the first nine
months of 2005. Reducing these expenses was the capitalization of $3,404 and $2,820 of development costs for
internal-use software in the third quarters of 2004 and 2005, respectively, and the capitalization of $9,101 and $8,948
of development costs for internal-use software in the first nine months of 2004 and 2005, 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 and
expenses related to improving our infrastructure to support future growth. Included in selling, general and
administrative costs during the first nine months of 2005 was approximately $2,000 of costs related to our obligation
to match social taxes on employee stock option exercises. Stock-based compensation expense of $1,827 and $6,268
was recorded in selling, general and administrative expense in the third quarter and the first nine months of 2005,
respectively, compared to $2,565 and $3,694 in the third quarter and the first nine months of 2004, respectively.
During the first nine months of 2004, we incurred expenses of $1,013 related to our initial public offering. An
unfavorable foreign currency translation effect due to the strengthening euro of approximately $697 for the first nine
months of 2005 as compared to the comparable period in 2004 also contributed to the increased expenses within
European operations.

The decrease in income tax expense is primarily due to the income tax benefit of $83,270 recorded
in the third quarter of 2005, as a result of the reversal of the valuation allowance on a portion of our deferred tax
asset. We also recorded the reversal of tax benefits of $2,633 related to deferred compensation. Excluding the effects
of the net income tax benefit recorded in the third quarter of 2005, the effective tax rate in the third quarter and the
first nine months of 2005 was 35.25% as compared to 38.0% in the third quarter and first nine months of 2004. The
decrease in the effective tax rate was primarily due to legislation in The Netherlands enacted during the fourth quarter
of 2004 that reduces statutory corporate income tax rates from 34.5% to 30% over a four-year period starting in 2005.
Income Tax Expense.

Liquidity and Capital Resources
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Since 2002, we have financed our operations through cash generated from operating income. As of September 25, 2005, cash and cash
equivalents and marketable securities totaled $159,010.
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On November 9, 2004, we obtained, through our operating subsidiary for North America, a revolving line of credit that is scheduled to mature
on December 1, 2005. Pursuant to the terms of the line of credit, we may borrow up to $25,000 at an interest rate of either U.S. LIBOR plus
0.5% 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 7.5 basis
points per annum on the average-daily-unused commitment. We have guaranteed our operating subsidiarys obligations under this facility. As of
September 25, 2005, we had no borrowings against this line of credit.

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 have provided us excess cash. We previously deposited cash in excess of
our short-term operational needs with Philips pursuant to deposit agreements. The deposit agreements with Philips expired on August 11, 2004,
at which time we invested cash balances in excess of our short-term operational needs in cash equivalents and marketable securities of high
credit quality.

We believe that our current cash resources on hand, temporary excess cash deposited in cash equivalents and marketable securities, and cash
flows from operations, together with 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 these financings in the future.

Cash and cash equivalents increased by $9,855 during the nine months ended September 25, 2005. The changes in cash and cash equivalents are
as follows for the nine months ended:

September 26,
2004

Cash provided by operating activities
Cash used in investing activities
Cash provided by (used in) financing activities
Effect of exchange rates on cash
Increase in cash and cash equivalents

$

$

71,606
(199)
(46,353)
(2)
25,052

September 25,
2005

77,480
(70,589)
5,147
(2,183)
9,855

Operating Activities

In the first nine months of both 2004 and 2005, 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 $11,373 and $32,919 in the first nine months of 2004 and 2005, respectively, due to revenue growth and the timing of billing toward
the end of each respective period. During the first nine months of 2004, deferred revenue increased $19,770 due to the advance payment of
$30,000 by one of our customers. Deposits and other assets increased $8,635 in the first nine months of 2004 due to payments for third party
content for our database.
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Investing Activities

Cash used in investing activities has primarily consisted of capitalized costs related to software developed for internal use, investments in
marketable securities and capital expenditures. We experienced temporary excess funds that were provided from operations in the first nine
months of 2005. We invested those excess funds in cash equivalents and marketable securities. During the first nine months of 2005 and 2004,
we invested $47,120 and $46,973, respectively, in marketable securities.

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 $9,101 and
$8,948 for the first nine months of 2004 and 2005, respectively. We expect the capitalized costs related to software developed for internal use to
be approximately $11,000 to $12,000 for the full year of 2005.

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 $9,268 and $5,086 during the first nine months of 2004 and 2005, respectively. We
expect total capital expenditures to be approximately $8,000 to $10,000 for the full year of 2005.

On July 8, 2005, we acquired Picture Map International Co., Ltd., a South Korean digital map company (PMI), through our wholly owned
subsidiary, NAVTEQ B.V., pursuant to a Stock Purchase Agreement (the Agreement) dated the same date by and among us, NAVTEQ B.V.,
PMI and all of the shareholders of PMI (the PMI Shareholders). Under the Agreement, NAVTEQ B.V. acquired all of the outstanding shares of
PMI. We paid cash consideration to the PMI shareholders and direct costs related to the acquisition of $8,234, net of cash acquired, and issued
545 shares of our common stock.

New Accounting Pronouncements

to be effective for interim or annual periods
beginning after June 15, 2005. On April 14, 2005, the Securities and Exchange Commission amended the compliance
dates to require SFAS No.123(R) to be effective for fiscal years beginning after June 15, 2005. SFAS No. 123(R)
supersedes APB Opinion No. 25 and requires all share-based payments to employees, including grants of employee
stock options, to be recognized as an operating expense in the income statement. The cost will be recognized over the
requisite service period based on fair values measured on grant dates. We will adopt the new standard using the
modified prospective transition method, which permits recognition of expense on or after the effective date for the
portion of outstanding awards for which the requisite service has not yet been rendered. We expect to record
additional expense related to our share-based employee compensation programs in 2006, primarily as a result of
adopting SFAS No. 123(R). However, we are still in the process of estimating the quantitative effect of this expense
on our financial results.
In December 2004, the FASB issued SFAS No. 123(R), Share-Based Payment,
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Item 3.

Quantitative and Qualitative Disclosures About Market Risk

We invest our cash in highly liquid cash equivalents and marketable securities. 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 us and to one of our 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, management concluded that
cash flows would be sufficient to support repayment over the next several years. Accordingly, effective January 1, 2003, we adopted a plan for
repayment and the loan was no longer designated as permanent in nature.

Prior to April 22, 2003, we had not engaged in activities to hedge our foreign currency exposures. On that day, 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 assigned to an unaffiliated third party in the third quarter of 2004. The Swap was not
designated for hedge accounting. Under the terms of the Swap, one of our European subsidiaries makes payments to the other party to the Swap
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 December 22, 2006 and provides for settlement on a monthly basis in
proportion to the repayment of the intercompany obligation. As of September 25, 2005, the outstanding intercompany obligation (net of
payments) was $70.9 million.

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 September 25, 2005, 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 $7.8 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 $7.8
million.
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Item 4.

Controls and Procedures

Disclosure Controls and Procedures. The Companys principal executive officer and principal financial officer have concluded that the
Companys 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 Companys 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 Companys internal control over financial reporting identified in
connection with managements evaluation that occurred during the Companys last fiscal quarter that have materially affected, or are reasonably
likely to materially affect, the Companys internal control over financial reporting.
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PART II

OTHER INFORMATION
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Item 1. Legal Proceedings

See Note 10 to our Condensed Consolidated Financial Statements in Part I  Item 1, which is hereby incorporated by reference.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

On July 8, 2005, we acquired Picture Map International Co., Ltd., a South Korean digital map company (PMI), through our wholly owned
subsidiary, NAVTEQ B.V., pursuant to a Stock Purchase Agreement (the Agreement) dated the same date by and among us, NAVTEQ B.V.,
PMI and all of the shareholders of PMI (the PMI Shareholders). Under the Agreement, NAVTEQ B.V. acquired all of the outstanding shares of
PMI for an aggregate purchase price of $28,500,000 (the Purchase Price), subject to post-closing adjustments based on working capital and net
indebtedness. Each of the PMI Shareholders received the shareholders proportionate share of thirty percent of the Purchase Price in cash. The
PMI Shareholders also received cash through a payment agent in Korea for the remaining seventy percent of the Purchase Price, but the PMI
Shareholders were then required to use this cash to purchase an aggregate of 545,069 shares of our common stock (the NVT Stock). The
number of shares of our common stock issued was based on a per share price of $36.60, the average price of the common stock as quoted on the
New York Stock Exchange for the twenty consecutive trading days immediately prior to the closing date. On August 18, 2005, we filed a
registration statement on Form S-3, with the SEC under the Securities Act of 1933, as amended (Securities Act), to register for resale the shares
of NVT Stock held by the PMI Shareholders. The registration statement was declared effective on September 7, 2005.

These securities were offered and sold by us in reliance upon exemption from the registration requirements provided by Regulation S of the
Securities Act, as amended, relating to sales made outside of the United States and/or Section 4(2) of the Securities Act relating to sales not
involving any public offering.

No underwriters were involved in the sales and the certificates representing the securities sold and issued contain legends restricting the transfer
of the securities without registration under the Securities Act or an applicable exemption from registration

Item 6.

Exhibits

10.1

Addendum to BMW Group International terms and conditions for the purchase of production materials and automotive components by
and between BMW of North America (Buyer) and NAVTEQ (Seller). (*)

31.1

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

30

44

Edgar Filing: NAVTEQ CORP - Form 10-Q

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.

* Portions omitted pursuant to a request for confidential treatment.
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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: October 26, 2005

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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