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THE
PRESIDENT´S
CORNER

So, before all else, let me express my deepest thanks to all 

personnel for their complete commitment and determination 

to responded to the challenges. Following the impressive 

turnaround that took place in 2004, and which established 

a sound basis for progress in 2005, our activities have been 

characterised by enthusiasm and a determination to show 

the market that Q-Free is a sound and viable company. 

With a team like this we can set our sights high, and know 

that we can reach our goals! 

Q-Free is from end 2005 focusing on the road user charging 

industry. At the end of 2005 the Board therefore decided to 

hive off the automatic fare collection activity and reorganise 

it in a separate company, Fara ASA. The company was listed 

on the Oslo Stock Exchange on 15 December 2005 and 

Q-Free has a stake of almost 19%. Fara has taken over

existing contracts, which Q-Free had in the area of automatic 

fare collection, and will be focusing strongly on the European 

market in the coming years.

Through intense market initiatives we have managed to re-

establish the confi dence that Q-Free has enjoyed over the 

years, with the best references. As 2005 progressed, there 

was an increasing infl ow of good news, which was a 

welcome source of inspiration for us all. In Stockholm, the 

congestion charging trial project has so far been a suc-

cess. The Swedish Authorities are pleased and we believe 

this could be the start of an interesting market for road user 

charging in Sweden. Our main business partner, IBM, is also 

satisfi ed. And those who live in the Swedish capital are likely 

to be receptive to an increased pace of roadbuilding and 

a greater emphasis on public transport funded by the joint 

contributions of motorists. The traffi c to and from the city 

centre has already been reduced by 25 per cent. 

In economic terms, the project has been rewarding, and 

relationships based on a partnership are a form of colla-

boration that we wish to develop further. All the indications 

are that our neighbours in the east will give the congestion 

charging their blessing under a referendum to be held in 

September 2006.

The authorities in London have chosen to use technology 

from Q-Free and a competing company in a trial conges-

tion charging project in the U.K. capital. The agreement has 

drawn more attention to us, which we are pleased to accept. 

Wherever possible, we promote Q-Free and our products 

WHEN I WROTE THIS COLUMN IN THE LAST ANNUAL REPORT, THERE 
SEEMED TO BE NO END TO THE CHALLENGES FACING US - THE LOSS OF A 
MAJOR CONTRACT IN TAIWAN, ACCOUNTING HEADACHES, A FALLING SHARE 
PRICE AND DISSATISFIED SHAREHOLDERS. IT WAS INDEED A DEMANDING TIME. 
BUT DESPITE THIS - OR PERHAPS BECAUSE OF IT - THE Q-FREE ORGANISATION 
SHOWED ITS STRENGTH AND PULLED OUT ALL THE STOPS, AND I AM NOW 
ABLE TO PRESENT A 2005 PERFORMANCE THAT WE ARE ALL PROUD OF.

THE PRESIDENT´S CORNER:
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which are leaders in the fi eld, also globally. The project in 

London has gradually become a creative challenge. The 

equipment used in urban areas is largely standardised, and 

concepts such as “design” and “aesthetics” do not immedi-

ately spring to mind in this context. We have invested in the 

development of equipment and systems that are adapted 

to the different urban environments, and this should give us 

an important competitive edge in the period ahead. After all, 

the architecture and landscape are not the same in London, 

Shanghai, Lisbon and Sydney, to mention only some of the 

cities in focus. As long as the technology is standardised, we 

have to offer something more.  

As well as taking account of the special features in each 

area, we have developed a transponder with a multi-

functional smart card. This smart card transponder has been 

developed over some time and was launched in connection 

with the Winter Olympics in Turin. It simplifi es most things. 

It can be inserted into and removed from the familiar wind-

screen transponder. The smart card is debited in the normal 

way when passing the toll booth. What is new is that the card 

has been adapted for use with public transport, parking lots 

and multistorey car parks, and it can also be used to pay 

national road tax, or as a pay card at petrol stations. The 

most common credit cards - Eurocard, Mastercard and Visa 

- can also be used with the transponder. There are countless 

possibilities, and our business model and distribution mean 

that marketing costs will be considerably lower than is the 

case with corresponding products, which also offers great 

scope for profi t. The technology can be adapted to virtually 

any area and the product can be used as a ticket/pay card at 

concerts, football matches and other large events. It can be 

included in loyalty and benefi ts programmes, making them 

more attractive.  

Q-Free has been loyal to a strategy that focuses on 

making the company a provider of products and technology 

in the area of road pricing, as well as providing technology 

to complementary partners. Such partners are usually major 

IT companies or toll plaza operators. This model offers the 

company considerable scope for participation in a greater 

number of large, profi table projects.  

Our company is located in several countries, and the market 

for road pricing and additional services is developing and 

growing at a great rate. As well as being very well placed to 

take part in this development, Q-Free is welcomed by both 

public and private sector clients as a tenderer in this area. 

A number of major road pricing contracts will be allocated in 

the next few years, and it is very encouraging for us to see 

the increasing potential for sales of the company’s products. 

In relation to product sales, we will be providing the market 

with standardised products with a broad area of application, 

presented by the industry’s most motivated sales team. At 

the same time, our presence is guaranteed in projects that 

are challenging and profi table. 

In last year’s Annual Report I called a spade a spade when 

I described Q-Free as a ship looking for a safe port where it 

could be properly outfi tted to withstand stormy seas. 

Following the good progress made in 2005, I am convinced 

that the company can cope with any kind of stormy weather. 

But 2004 taught us the importance of humility. Humility 

combined with fi rst-class products and a fi rm belief in the 

future is our recipe for success in the international 

competition that characterises the road pricing industry. 

THE PRESIDENT´S CORNER:
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Photo: Hardanger, Norway



NO CONGESTION WHERE YOU LIVE?  
NO NEED TO SWITCH BETWEEN 
DIFFERENT TRANSPORT MODES?  
WELL, THEN YOU PROBABLY LIVE 
IN HARDANGER AND YOU ARE THE 
PROUD OWNER OF A HELICOPTER.

The daily life for hundreds of millions of people living in urban 
areas is fi lled with small and big problems connected to mo-
bility.  These are the problems Q-Free has set out to resolve, 
to make the world truly free of queues.  By thinking of urban 
mobility as one integrate challenge, effi cient solutions can be 
found.  Isolating public from private transport in the planning 
of mobility improvements or declare that public transport 
must prevail over private, will only create new problems.

FREEDOM

The car is freedom for the individual.  Your car is part of you, 
it often expresses your personality, it is home to many a fi rst 
kiss and many lives have been conceived in its back seat.
The car takes you to work, to the beach, to the mountains 
and on vacation.  Let us face it; you are not going to sacrifi ce 
this freedom without a fi ght.

THE Q-FREE STORY 2005:
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NOW, LET US LOOK FURTHER INTO HOW
FREE YOU REALLY ARE. 

When you sit in your car 8 AM on your way to work and you advance at the speed 
of a sedated snail, freedom is gone.  You get stressed and the fact that there even 
exists a term called “road rage” should get alarm bells ringing.  

Then we have the environmental aspects.  What kind of pollution do you think 
is made by tens of millions of cars in a world-wide queue twice a day? 

Whatever you think, it is probably worse.

THE Q-FREE STORY 2005:
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CONGESTION IS ONLY AN ORGANIZATIONAL PROBLEM.  
CITY GOVERNMENTS CAN DECIDE TO DO AWAY WITH CONGESTION.  
HOWEVER, SOME OF THE INSTRUMENTS THAT HAVE BEEN APPLIED 
HAVE NOT BEEN EFFICIENT ALTHOUGH EFFECTIVE.

INTEGRATION

THE Q-FREE STORY 2005:
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Total block of traffi c on Sundays, alternate number plate 

schemes, car pooling are all instruments that effectively 

reduce congestion and pollution but they do not resolve the 

key issue: mobility for the citizens.  We believe that the only 

way to do this is by creating integrated transport systems 

where behaviour is infl uenced by dynamic pricing.  Pricing is 

used in all aspects of life to regulate demand, but only 

recently a few bold city governments like those of London 

and Stockholm, have taken steps to fi ght congestion by 

putting a price on mobility and the use of common resources 

like road space and fresh air.  Both cities are in a phase of 

experimentation, but preliminary results are really encour-

aging.  We believe that many cities throughout the world will 

evaluate schemes to fi ght congestion and pollution in the 

months and years to come and we believe that integrated 

schemes will be chosen by many.  Q-Free is currently the 

only technology provider that has effectively supplied an 

integrated system.

THE Q-FREE STORY 2005THE Q-FREE STORY 2005:
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GOLD
FEBRUARY 2006 GAVE THE WORLD ITS 20IETH
WINTER OLYMPICS, THIS TIME IN TURIN, ITALY. 
MANY WERE THE CRITICS BEFORE THE GAMES, 
HINTS ABOUT LACK OF ORGANIZATION AND 
ENTHUSIASM, AND ABOVE ALL FEAR OF TOTAL 
CHAOS ON THE ROADS.

Now that the Olympic Fire has been shut down at the Lingotto, all critics 

must be silent for ever; great Games, great public and not one single queue. 

The highway operator Sitaf had for two years prepared a service that would 

integrate the Olympic traffi c with car parks and public transport through a 

single instrument, the Si.Pass, based on Q-Free’s technology. Together with 

their partners Ativa, operators of the Turin ring road, and GTT, the public 

transport company of Turin, Sitaf offered an On Board Unit into which a smart 

card can be inserted. The card was the public transport card of GTT based 

on the Calypso standard, one of the major public transport standards for smart 

cards. This was the world’s fi rst ever true integration of public and private 

transport and is set to show the way for many in the months and years to 

come.  The results qualifi ed for Gold Medal, the Olympic traffi c never inter-

fered with neither the local nor the international traffi c through Turin and not 

one single queue was created. Except for the occasional line of people 

wanting to buy the Si.Pass kit.

THE Q-FREE STORY 2005:
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BEAUTY

BEAUTY IS IN THE EYE OF THE BEHOLDER.
INTRODUCTION OF CONGESTION CHARGING 
IN URBAN ENVIRONMENTS RAISES NEW 
CHALLENGES TO TECHNOLOGY PROVIDERS 
IN THE MATTER OF AESTHETICS.  

A row of square boxes, camera lenses and bundles of cable on a rough 

gantry may look fi ne to the engineer who created the perfectly working 

portal that records and charges the passing cars. On the highway that 

might be all right, but when we move into people’s neighbourhood things

change. People want respect for their living space. Q-Free understood 

this and created a new series of basic designs and a toolkit that allow 

city Governments to adapt the necessary technical infrastructure to 

their cities’ colours, forms, textures and expressions. After the launch 

of this new way of thinking, much interest has been raised and we 

believe that many cities around the world now see a practical way

 to preserve their cities identities while improving mobility and 

environment, in short making their cities more liveable.

THE Q-FREE STORY 2005:
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FLOW
CRUISING ON THE HIGHWAY, LISTENING TO THE RADIO WHILE 
MILES DISAPPEAR BEHIND YOU ON YOUR WAY TO YOUR DESTINATION; 
IT IS NOT WITHOUT REASON THAT ROAD MOVIES ATTRACT SO MANY.

THE Q-FREE STORY 2005:
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As traffi c increases, more infrastructure must be put in place 

to preserve the traffi c fl ow and the romance of the highway, 

but one great challenge remains, fi nancing. There is a clear, 

world-wide trend that users are required to pay for the use of 

infrastructure and road user charging has come to remain. 

Q-Free’s aim is to ensure that the users of this infrastructure 

do not need to slow down or stand in a queue to pay, and to 

THE Q-FREE STORY 2005:

make available mobility services that make the journey 

more convenient, predictable and, why not, romantic. 

Q-Free believes that the market for infrastructure fi nancing 

will show a very healthy growth in Europe, the Americas 

and in Asia, and we look forward to fi ght for these 

contracts in a context of free competition.
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TEARS
CUSTOMERS WILL SHED TEARS OF JOY.  
COMPETITORS WILL SHED TEARS OF DESPERATION.

In October 2006 the world can forget what it used to know about On Board Units.  

Q-Free will launch the next generation of its On Board Communicator (the name will 

be a different one and revealed only at the launch) during the ITS World Congress in 

London.  Forget technology, it is there and it works.  Think of your customers and think 

of yourself.  Think of predictability and of convenience.  Think of freedom, integration, 

gold, beauty and fl ow.

And do bring a handkerchief.

THE Q-FREE STORY 2005: 19
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IMPLEMENTATION AND REPORTING ON 
CORPORATE GOVERNANCE

Oslo Stock Exchange published in December 2004 the

Norwegian code of practice regarding corporate gover-

nance for stock exchange listed companies. Q-Free ASA

aspires to follow as closely as possible the code of prac-

ticegiven by the Oslo Stock Exchange. 

Q-Free ASA understands corporate governance to be the

principles and guidelines that determine how the Company

is managed and defi ne the relationship between the share-

holders, the Board of Directors and executive management.

These principles and guidelines are established to protect

the interests of shareholders, as well as other stakeholders

such as employees, customers and suppliers.

BUSINESS

Q-Free ASA makes public the Company’s declared objec-

tives and principal strategies to the capital market throughits 

Annual Report, quarterly reports and presentations. If

necessary the Company will communicate with the capital

market through additional presentations, stock exchange

releases and press releases. Q-Free ASA wants to maintain

an open dialogue with the capital market and shareholders

and aims to provide as much information as possible regar-

ding objectives and principal strategies to secure a high

degree of predictability.

Q-Free’s customers are public authorities, private companies

operating under public licences and system integrators. The

Company’s main risk factors are political risk, project risk

and fi nancial risk.

Since most of Q-Free’s projects are decided by public

authorities, the political risk is signifi cant. Projects may be

changed, postponed or stopped as a result of political

decisions, and this may affect Q-Free’s revenue and profi t.

The company closely follows political discussions that 

mightaffect business. From experience we know that projects 

canbe changed due to new policies.

Q-Free is a technical leader in its fi eld, and delivers techni-

cally complex projects, often over time. Administration of

such projects is based on years of experience and use of an

internal control system. Q-Free has developed an effective

Quality Assurance (QA) system and is certifi ed in accordance

with the NS-EN ISO-9001 Quality System. The Company’sISO 

9001 Certifi cate covers all areas of normal operations.

Q-Free is a global operator and faces fi nancial risk every

day. Most of the Company’s projects are paid in euros or

dollars, even those in Asia and South America. The

Company has established a fi nancial risk management

policy, based on experience, under which it always hedges

at least 50% of its expected foreign currency revenues.

The risk factors which Q-Free is subject to are closely moni-

tored by the Company and especially by the QA manager,

who reports directly to the CEO of the Q-Free Group. 

The Company’s Articles of Association can be found on

page 62 of the Annual Report.

EQUITY AND DIVIDENDS

It is Q-Free’s policy to maintain a high equity ratio to provide

a platform for the Company’s future expansion and growth.

Based on this assumption, Q-Free ASA does not expect any

dividend to be paid out to the shareholders in the coming

years.

The Board of Directors are not authorised to increase the 

sharecapital by issuing new shares, except for the incentive

programme for key personnel. 

Nor is the Board of Directors authorised to acquire the

company’s own shares.

The Board of Directors are authorised to increase the share

capital by issuing new shares to key personnel (incentive

programme). The share capital may be increased by a

maximum of NOK 114,324.80 by issuing a maximum of

2,286,496 shares (5%). The mandate applies from 3 May

2004 for a period of two years. The Board of Directors is

also authorised to waive the shareholders’ rights of pre-emp-

tion, in favour of key personnel. The term “key personnel”

comprises the Board of Directors. The Annual General

Meeting has authorised a maximum of 500,000 shares for

the Board of Directors. The incentive programme was star-

ted in 2003 and is exercised over three years with 1/3 each

year. The price paid for each share is decided by the share

price ten days before and ten days after the Annual General

Meeting for each of the three years of the programme. The

payment for exercised options must be made in cash.  

CORPORATE GOVERNANCE: 21
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In December 2003 the Board of Directors decided to award

key personnel 1,075,000 share options from this programme.

In June 2004 the Board of Directors decided to award key

personnel 600,000 shares, of which 500,000 shares were

granted to the Board of Directors. In 2005 the Board of

Directors decided to award key personnel with 566,666

shares. See note 4 for more information about the incentive

programme. 

EQUAL TREATMENT OF SHAREHOLDERS AND
TRANSACTIONS WITH CLOSE ASSOCIATES

Q-Free ASA has only one class of shares and there are no

voting restrictions. The Board of Directors has no intention of

putting forward any proposals to the General Meeting

concerning voting restrictions.

An increase in the Company’s capital might be proposed if

the Board of Directors decides that this would best take care

of shareholders’ long-term interests. If possible, the Board of

Directors will propose a share issue to existing shareholders

in accordance with rights of pre-emption. The Board of

Directors is authorised to increase the share capital of the

Company by issuing new shares to key personnel (incentive

programme), and is authorised to waive the shareholders’

rights of pre-emption in favour of key personnel for this

programme. The introduction of an incentive programme is

considered to be in the best interest of the shareholders and

is explained in the agenda for the General Meeting.

The Company’s policy on transactions with close associates

is based on the requirement that any transactions must be at

arms length and at market prices. Where possible, the

Company has arranged for a valuation obtained from an

independent third party. See note 4 for more information

about transactions with close associates. 

FREELY NEGOTIABLE SHARES

Q-Free ASA has no form of restriction concerning freely

negotiable shares. The Board of Directors has no intention of

putting forward any proposals to the General Meeting

concerning restrictions on freely negotiable shares.

GENERAL MEETINGS

The General Meeting is the Company’s supreme body and

elects the members of the Board. Q-Free observes the

notice period set out in the Norwegian Public Limited

Companies Act, i.e. 14 days’ notice. There are no limitations

in the Company’s Articles of Association or otherwise,

concerning the notice period.

The agenda for the General Meeting includes detailed

supporting information on the resolution to be considered

and the recommendation from the nomination committee.

Q-Free observes the notice period set out in the Norwegian

Public Limited Companies Act concerning deadline for

giving notice of shareholders intention to attend the general

meeting, i.e. 5 days’ notice.

To vote at the General Meeting, a shareholder must attend or

give a proxy to someone who is attending. It is not possible

to vote via the Internet or any other way. The Board of

Directors and the management of the Company seek to faci-

litate the largest possible attendance at the General

Meeting. In 2005, the Annual General Meeting was held on

10 May and shareholders representing about 90.4% of the

share capital attended in person or by proxy. The Board of

Directors has no intention of putting forward any proposals

to the General Meeting concerning changes in the voting

procedures.

NOMINATION COMMITTEE

Q-Free ASA elected a nomination committee at the General

Meeting in 2005, in accordance with Norwegian Code of

Practice for Corporate Governance recommendations.

The nomination committee’s task is to submit nominations to

the General Meeting for the election of shareholder-elected

members to the Board, and to suggest remuneration to the

Board.

The nomination committee consists of three members who

shall be shareholders or representatives for the share-

holders. The General Meeting elects the members.

Nomination committee members are elected for two years at

a time. The General Meeting can pass regulations governing

the nomination committee.
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CORPORATE ASSEMBLY AND BOARD OF
DIRECTORS: COMPOSITION AND INDEPENDENCE

The Company is not required to have a corporate assembly,

according to Norwegian law.

The members of the Board are elected for two years at atime. 

There are currently six members, including two

employee elected members. The Chairman of the Board is

not elected by the General Meeting, but by the members of

the Board. The Chairman is elected for one year at a time.

The Board of Directors has not elected a deputy chairman. If

the Chairman is not represented at a Board meeting, the

longest serving member of the Board will chair the meeting.

The Company’s executive management is not represented in

the Board of Directors.

THE BOARD OF DIRECTORS:

CHAIRMAN OF THE BOARD:

Ole Jørgen Fredriksen

Shares:100,000 

Options:200,000

Mr. Fredriksen has over 25 years experience in the computer

hardware and software industry. He was one of the co-foun-

ders and the President and CEO of ASK, later Proxima and

InFocus, the global leading projector company. Mr. Fredriksen

has lived and worked in Europe and the United States and 

his expertise includes a unique combination of worldwide 

product development, manufacturing, logistics/services and 

sales and marketing. He holds several Boardpositions from 

start-ups to listed companies on stockexchanges in Norway, 

Sweden and UK.

MEMBERS OF THE BOARD:

Christian Albech 

Shares: 0

Options:100,000

Mr Albech has long experience from the information and

media industry, and is the CEO of the Nordic pay-tv

Company Canal Digital. He is also the Senior Executive Vice

President of Telenor Broadcast AS. Mr Albech has extensive

experience from Board work, including the position of

Chairman of the Board of Otrum, which is listed on the OSE. 

CORPORATE GOVERNANCE:

Harald Arnet

Shares: Mr Arnet represents about 9% of the shares in 

Q-Free ASA through his interests in the companies 

Trojan AS, Wega AS and Hermia AS.

Options:100,000

Mr Arnet is currently CEO in Datum AS and Wega ASA. He

holds several Board positions in both listed and non-listed

companies, and has 20 years experience from corporate

fi nance and investments in Norway and internationally.

Kristin Braa

Shares: 0

Options:0

Mrs Braa has been a professor in computer science at the

University of Oslo and since 2000 has held the position of

Research Director in Telenor’s R&D department. 

Audun Jan Myrhol,employee elected

Shares: 0

Options:0

Mr Myrhol has been employed as an R&D engineer with 

Q-Free since 1997, working mainly with tolling projects.

Arild Hassel,Noca AS,

employee-elected alternate member

Shares:0

Options:0

Mr Hassel is an engineer within electronics, and works with

electronic production processes at Noca AS, where he has 

been employed since 2001.

THE WORK OF THE BOARD OF DIRECTORS

The Board of Directors is elected by the shareholders to

oversee the executive management and to ensure that the

long-term interests of the shareholders and other stake-

holders are served. The Board of Directors has the ultimate

responsibility for the management of the Company and for

supervising its day-to-day business and activities in general.

The main responsibility is to defi ne the Company’s overall

vision, goal and strategy. The Board of Directors must also
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ensure that the Company’s activities are soundly organised,

be kept informed about the financial situation of the

Company,  and ensure that the management handles risk

faced by the Company in an appropriate way.

So far, the Company does not have any written corporate

values or ethical guidelines and no Board committees have

been considered necessary. The Board of Directors has the

evaluation of both these cases on its agenda for 2006.      

The guidelines for the Board of Directors are described in

the company’s “Instruction for the Board of Q-Free ASA”.

The aim of the instruction is to provide an overview of the

role and the function of the Board and the interaction with

the executive management of the Company.

After the Annual General Meetings the Board of Directors

make an annual plan for its work, including number of

meetings and specific tasks to be dealt with at each

meeting. This includes at least one annual review of the

overall strategy with preparation of the following year’s

budget, evaluation of management and competence

needed, continuos financial and risk reviews based on

budget or prognoses, as well as evaluation of the Board of

Directors’ work. The instruction for the Board of Directors

also comprises detailed instructions for what information it

should receive, and when the Board should receive infor-

mation from the executive management.

REMUNERATION OF THE BOARD OF DIRECTORS

The Chairman of the Board receives a fixed salary of NOK

150,000 and each elected member of the Board receives a

fixed salary of NOK 100,000. As of today, the Board of

Directors consists of four elected non-executive members

and two employee elected members. Beyond the scope of

Board responsibility, Board members could from time to time

take on certain consultancy projects for the Company. Such

projects are defined by the Board of Directors and occur on

limited basis. Board members are compensated for such

work.

In 2004, the General Meeting authorised an incentive

programme for key personnel in the Company, including

500,000 options to the Board of Directors. This is based on

the assumption that the Company needs a strong and com-

petent Board in a challenging situation and for dealing with

future growth. Even though the Norwegian Code of Practice

for Corporate Governance states that the Company should

not grant share options to members of the Board, the

General Meeting found it necessary based on the above

mentioned assumptions.   

For more information about remuneration of the Board of

Directors see note 4 in the Annual Report.

REMUNERATION OF THE NOMINATION
COMMITTEE

The chairman of the nomination committee receives a fixed

salary of NOK 25,000 and each elected member receives

NOK 15,000. 

REMUNERATION OF THE EXECUTIVE
MANAGEMENT

Q-Frees remuneration policy has always been to pay market

price for the competence needed. Senior management

personnel receive a basic salary and are members of the

Company’s pension scheme. The General Meeting has

authorised an incentive programme for key personnel in the

Company, and by the end of 2005, 20 employees had been

granted share options (see under equity and dividends for

more information about the incentive programme). The

Board of Directors decides the CEO’s salary, bonus, option

agreement and terms in the event of termination of employ-

ment. The bonus and option agreement for the CEO is linked

to the performance of the Company and the value created

for shareholders. For more information about remuneration of

the CEO see note 4 in the Annual Report.

In order to meet the Company’s goals every employee,

including senior management, completes an annual per-

formance evaluation. The Board of Directors also conducts

performance evaluations of the senior management in the

Company, and if necessary with external help. Through

these processes, the Board seeks to ensure that the senior

management is focused on developing the Company

according to approved strategies. 
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INFORMATION AND COMMUNICATION
Q-Free wants to maintain an open dialogue with the capital

market and will arrange regular open presentations for

investors, analysts and others. Regular information will be

published through the Annual Report, quarterly reports and

presentations. The Company’s aim is to publish these

reports within four weeks of the end of the relevant period.

Q-Free distributes all information relevant to the share price

to the Oslo Stock Exchange. Such information is distributed

without delay and simultaneously to the capital market, the

media and on the Company’s website.

The Company publishes all information concerning Annual

General Meetings, publication of quarterly reports and pre-

sentations, other presentations and dividend payment dates

on the Company website as soon as they are decided.

It is a primary goal for the Company to maximize the share-

holders’ value, in such a way that the return on investment

measured as the dividend and rise in the share price, will be

at least at the same level as alternative investments involving

similar risk. Through the Annual Report, quarterly reports

and presentations, the Company will provide information on

its main value drivers and risk factors. This will secure infor-

mation for investors and make it possible to evaluate the

company’s risk and performance.

The CEO and CFO are responsible for investor relations in

the company and communication with the capital market 

(or if necessary together with the Chairman of the Board or

appointed members of the Board). Communication with the

capital market outside regular presentations is handled by

the CEO and CFO. All information is communicated within

the framework established by securities and accounting

legislation and the rules and regulations of the stock

exchange.

All information about Q-Free ASA is available on the

Company’s website: www.q-free.com

TAKEOVER BIDS

The Company has no measures in place to defend itself

against takeover bids, but the ownership structure makes it

difficult to take over the Company without an agreement with

major shareholders. Large institutional shareholders and pri-

vate investors dominate the ownership structure, and the 20

largest shareholders own about 57% of the company.

AUDITOR

The Company’s external auditor is appointed by the General

Meeting and is responsible for the financial audit of the

parent company and Group accounts. Independent external

auditors have also been appointed for all subsidiaries of 

Q-Free ASA, including those outside Norway.

The external auditor for Q-Free ASA submits an engagement

letter to the Board each year. The engagement letter is a

plan for the audit of the Company and other information to

the Board about next years audit. The auditor attends at

least one Board meeting every year to present and comment

on its management letter and other reports related to the

audit it has carried out. The reports contain identification of

weaknesses and proposals for improvement.

Ernst & Young has been the external auditor for Q-Free ASA

for the last five years and carries out no other assignments

for the Company that might give rise to conflict of interest.

The auditor attends the General Meeting and informs about

the Auditor’s Report and remuneration for the year. This

year’s Auditor’s Report follows the notes in the Annual

Report.

For more information about remuneration of the auditor see

note 4 in the Annual Report. 
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THE GROUP’S BUSINESS ACTIVITIES

Main feature

The Intelligent Transport Systems (ITS) sector is in a phase

of strong, sustained growth. Historically, Q-Free has focused

on two markets in this sector: Road User Charging solutions

(road pricing) and Automatic Fare Collection solutions.

Within these markets Q-Free provides communication and

transaction technology and products to safeguard transport

operators’ cash flow. With effect from the second half of

2005, Q-Free spun off its Automatic Fare Collection activity

into a separate company, FARA ASA, and now acts as a

product and technology provider in electronic road pricing.

Q-Free’s main office is in Trondheim, with a sales and

service office in Oslo. The company has subsidiaries in

Australia, Brazil, Greece, Malaysia and Portugal, and the

Group is also represented in China. In addition to its core

business interests, Q-Free owns 53.5% of Noca AS, a

contractual electronics manufacturer.

REPORT ON THE FINANCIAL STATEMENTS

Main features in 2005

In the report on the financial statements, all commentary

refers to the Q-Free group of companies and not the parent

company, Q-Free ASA. 

The Company’s financial results for 2005 show a solid impro-

vement compared with 2004. This positive development is

due to a greater volume of projects and increased product

sales in road pricing in Europe, Latin America and Australia.

The largest project in 2005 was the congestion charging

system in Stockholm which came into operation on 

3 January 2006. The improvement in results is also due to a

lower cost base following the restructuring and reorgani-

sation of the Company’s strategy and business model

implemented in 2004. The Company showed good earnings

throughout the year.

To achieve stronger focus on the core business of electronic

road pricing, Q-Free spun off its Automatic Fare Collection

activity into a separate company, FARA ASA, in 2005. This

was formally approved in December 2005 following a vote at

the Extraordinary General Meeting and expiry of the creditor

notice period. Q-Free ASA has an 18.92% stake in FARA

ASA. The spin-off is recognised in the financial statements

with effect from 30.06.05. The financial statements thus

contain half a year of accounts relating to the automatic toll

collection business and a full year of accounts from elec-

tronic road pricing. 

Operating income

The Group’s operating income for 2005 was NOK 509m

against NOK 291m for 2004, an increase of 75%.

Q-Free ASA
Report of the Board of 
Directors for 2005
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Operating result

The Company had an operating profit of NOK 105.4m,

compared with an operating deficit of NOK 18.9m in 2004. 

Net financial items

Net financial items amounted to NOK 13.3m against a deficit

of NOK 7.0m in 2004. This is primarily due to assessing the

shares in FARA ASA at market value, together with normal

financial income on cash and cash equivalents, and minor

exchange gains due to relatively stable exchange rates in

2005.

Result before and after tax, and earnings per share

The Company had a pre-tax profit of NOK 118.7m in 2005,

compared with a deficit of NOK 25.9m in 2004.

With a total tax cost of NOK 6.4m and loss in discontinued

operations of NOK 17.8m, the profit after tax was NOK 94.5

m. The accounts are based on a low effective tax rate

because of a substantial deficit carried forward in the parent

company in Norway in 2005. Tax for the year is based on

profits made by Noca AS in Norway and the subsidiaries in

Australia, Portugal and Brazil.

Earnings per share amounted to NOK 1.84 against minus

NOK 1.90 for 2004 for the total business. For the tolling

business earnings per share amounted to NOK 2.19

compared with minus NOK 0.57 in 2004.

The Board does not propose any distributed dividend for

2005.

Balance sheet

The Group’s financial position is still regarded as very good,

with an equity ratio of 56% and net cash funds of NOK

167m. NOK 1.5m was paid on a long-term loan in 2005.

These conditions offer considerable flexibility for making new

investments in the years ahead. 

The Group had NOK 43.5m in distributable reserves at year-

end 2005.

Cash flow statement

Cash and cash equivalents increased by NOK 107,9m in

2005, after transferring NOK 60.3m to FARA ASA. Cash flow

from operating activities is NOK 204.1m, which is NOK

98.7m more than the operating profit. The main reason for

this is that the Company received advanced payments on

individual projects, and because the Company actively

monitored liquidity throughout 2005. The group’s financial

position is considered good, with an equity ratio of 56 % and

net cash funds of NOK 167m. 

Going concern

The Board confirms that the financial statements are

prepared on the principle of going concern. In the Board’s

opinion the Profit and Loss Account and Balance Sheet with

notes provide adequate information about the state of the

Company at year-end. The Board emphasises that there is

normally considerable uncertainty connected with future

prognoses. Nothing of significance has happened since

year-end 2005, other than described here. 

ORGANISATION, WORKING CONDITIONS AND
EXTERNAL ENVIRONMENT

Organisation

By year-end 2005 the Group had 181 employees, whereof

81 at the main office in Trondheim, 48 in Noca AS, 3 in Oslo

and 49 in companies abroad. The majority of employees are

highly qualified engineers. The Company is now represented

in Norway, Australia, Brazil, Greece, China, Malaysia and

Portugal.

Working environment and personnel

The Board considers the working environment to be good. In

order to attract and keep competent staff, considerable

emphasis is placed on providing challenging assignments

and a good working environment. The Company invests

substantial sums in developing competence in line with

market demands. Sick leave in 2005 amounted to 550 days

or 2.3%. This is marginally higher than in 2004 when sick

leave amounted to 2.1%. No serious accidents at work were

reported in 2005.
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The Group operates a policy of full equality between male

and female employees. The Company endeavours to avoid

differential treatment based on gender. By tradition, Company

recruitment is from a variety of engineering environments.

The Group has 29 female and 152 male employees. 

External environment

The Company’s activities have no negative effect on the

external environment. In 2005, Q-Free was certified in

accordance with the NS-EN ISO 14001:2004 environment

standard. This was done to increase environmental

awareness within the Company and reduce consumption of

natural resources such as energy and paper and the like.

MARKET SITUATION AND FUTURE PROSPECTS

Market for road pricing solutions

The market for road pricing solutions will experience strong

growth in most regions of the world in the years ahead. In

Europe today an estimated 11 million motorists have On

Board Units (OBUs) installed in their vehicles, and inde-

pendent analysts estimate an average annual growth rate in

Europe of 9.1% over the next decade1. Based on market

development in 2005, the Company considers this estimate

to be on the conservative side. Statistics show that the

number of private vehicles in use in Europe is growing. The

number has doubled over the past 25 years and in 2000

amounted to 469 vehicles per 1000 inhabitants. By compa-

rison, the USA has 771 cars per 10002 inhabitants and the

trend in Europe looks like continuing. This increases the load

on the infrastructure in general and urban areas in particular.

The use of OBUs in areas where full-scale road pricing is

implemented, such as major cities, is extensive.  The cong-

estion charging system in Stockholm gives a certain insight

into this. Stockholm and the surrounding area has around

1.9 million inhabitants. The congestion charging system was

commissioned on 3 January 2006 and so far Q-Free has

sold 750 000 OBUs. Oslo has had a toll system since 1990

and with an estimated total population of 900 000, approxi-

mately 500 000 OBUs are in use. 

In Europe, the ongoing process to create interoperability

between the various countries with or which plan to intro-

duce road pricing systems, together with EU enlargement,

are prime movers for future growth. The EU has passed a

directive (Directive 2004/52/EC) that will ensure a common

road pricing service in Europe by 2012. Harmonising

technology is an important element in achieving this aim.

The directive states that road pricing will be based on one

technology or a combination of several:

- Satellite positioning

- GSM-GPRS mobile communication 

- 5.8 GHz microwave technology, i.e. DSRC.

Following implementation of the directive in 2004, all major

public procurement in the EU has been based on DSRC

technology, which is the same technology delivered by 

Q-Free. This technology is widespread. Charging systems

for heavy transport have so far only involved satellite-based

systems. Germany introduced a satellite-based system in

2003. Q-Free believes that DSRC will be the leading tech-

nology far into the future. DSRC is tried and tested and the

investment level per vehicle is far lower compared with satel-

lite-based solutions. Wide-scale use of DSRC technology

together with the demand for interoperability between diffe-

rent systems will mean that satellite-based solutions will also

use DSRC technology. Satellite-based solutions are expec-

ted to become more widespread in the long-term. When this

happens, Q-Free through its current projects will be in a

position to offer leading technological solutions within

satellite positioning. 

Another market driver is the collection of charges on heavy

transport, which is currently implemented in Germany,

Switzerland and Austria. New projects are announced in the

Czech Republic, Slovakia, Poland and Hungary. The Czech

Republic was the first out and the tender competition is in its

final phase. Q-Free expects the contract to be awarded in

the first half of 2006. The trend in these types of major

projects is for the authorities to opt for an extended out-

sourcing model. This means that the supplier is assigned the

task of designing, building, operating and financing the

project. The outsourcing models used mean that the value of

the contracts is considerably higher than with pure equip-

ment deliveries. Four players are bidding for the Czech

project, and bids range from NOK 4 billion to NOK 9 billion.

Q-Free’s strategy is to position itself as a product and

technology supplier to players that carry out these types of

contracts.

1Frost & Sullivan, July 2004
2Statistikk fra EU.
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Yet another marker driver is congestion charging systems

aimed at improving the quality of life in urban areas by

reducing congestion and pollution. The congestion charging

system introduced in London in 2002 has reduced the traffic

by 18% and use of cars by 33%. As a result the city has

experienced a considerable reduction in traffic pollution

levels. Nitrogen oxide (NOx) is down by 16-12% and carbon

dioxide (CO2) by 19%3. Q-Free is the only player in this

branch that has delivered road-user charging systems

based on the European DSRC standard, i.e. microwave

technology (Oslo, Bergen, Tønsberg and Stockholm).

Electronic toll collection systems encircling cities are here to

stay. Our vision is for Q-Free technology to control traffic and

reduce congestion in cities. The aim is to improve the quality

of urban life by improving mobility and reducing pollution. A

number of cities are considering implementing electronic toll

collection systems, including Copenhagen, several towns in

the UK, Athens, Santiago, and more. The congestion

charging system in Stockholm went live 3 January 2006 as

planned. In this project, Q-Free is IBM’s partner and

supplier. The project has attracted international attention and

is the largest of its kind. The project is a major success with

traffic in the centre of Stockholm so far being reduced by

around 25%. Q-Free has received considerable attention in

the wake of this success and will use the momentum

generated to further position itself in the market. 

London introduced a congestion charging system in 2002.

This too is a great success from a point of view of improving

mobility and reducing pollution. In 2007, London plans to

extend the present system to include the western part of the

city using the same video-based technology that was intro-

duced in 2002. London is also considering upgrading the

present (video-based) technology to a DSRC-based solu-

tion, i.e. OBUs and associated infrastructure. At present,

London is comparing Q-Free’s DSRC technology against

that of a competitor. Transport for London (TfL), the authority

responsible for running the present system, recently

announced it was possible to install a DSRC-based solution

in 2009/10. If this timetable is to be kept, Q-Free calculates

that a tender competition must be held in 2006 and the

contract awarded no later than early 2007. 

Europe is our largest market and will continue to be so in the

near future. That said, Q-Free also recognises a consider-

able potential outside Europe. Several Asian countries as

well as Australia and countries in South America have all

announced projects that suggest a similar trend to Europe.

These markets use the European communication standard

(DSRC) for road pricing, and Q-Free is currently preparing a

marketing strategy for Asia. 

The largest market for electronic road-user charging is the

USA. An estimated 20-25 million OBUs have been distri-

buted in the USA over the past 20 years. Nevertheless, elec-

tronic toll collection equipment is not widely used in the USA

considering the extent to which road pricing/tolling systems

have been introduced. The market is currently controlled by

North American suppliers, primarily Transcore and Mark IV.

Solutions in the USA are supplier-specific and proprietary.

The technology is relatively old and Q-Free believes that

this, together with the need for interoperability between the

various highways, will also force a technological shift in the

USA. A new communication standard for electronic road

pricing is being prepared, and the work so far is based on

using microwave communication at 5.9 GHz. The corre-

sponding European standard (DSRC) operates at 5.8 GHz. 

If this standard is adopted in the USA it will provide Q-Free

with the opportunity to position itself as a supplier to the US

market.

Customers of electronic toll collection systems include

public or private road concessionaires, local authorities

(where the reduction of traffic and pollution is concerned),

national highway authorities or PPPs (Public-Private-Partner-

ship) for the financing of major infrastructure projects, and

operators of bridges and tunnels. For each project there is

usually an open tender process with international compe-

tition and official tender regulations.

Market strategy and future prospects

Q-Free continues to cultivate a strategy of product and

technology provider in road pricing. The strategy involves

delivering technology to complementary partners. Partners

typically can be major IT players or toll road operators. The

3Transport for London, january 2006
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Group’s marketing strategy and business model is well

accepted in the market and has contributed so far to the

Company winning several new contracts. The Company is

well positioned for further growth.

To further develop the strategy as a product and technology

provider, the Company in 2006 will launch several new

products. This will strengthen the Company’s position for

product sales. Historically, Q-Free has focused strongly on

project sales. The Company will continue to develop this

strength, but product sales will be a priority area in 2006 as

the Company sees a considerable market potential for

existing and new products. In terms of developing new

products, the Company has changed its strategy from

tailored to standard product development. The reason for

this marked change in strategy is twofold. Firstly, the

Company sees a considerable market potential for new

products, and secondly, the market is more harmonised in

terms of demand for solutions. The Company has a solid

technological platform that can be further refined in new

products and concepts based on the Company’s products.

Increased product sales will result in a higher ratio of current

earnings. Among products to be launched in 2006 is a new

infrastructure for road pricing in urban areas. With major citi-

es such as London considering installing such a solution the

potential for such a product is all the greater. In such cases,

the client is not only interested in high technological perfor-

mance but also what impact the installation will have on the

urban landscape. Q-Free will launch a totally new solution

for use in urban areas, where the installation itself will blend

into the natural surroundings as far as is practically possible.

The Company’s concept is designed so that the installation

can be changed from project to project. 

In 2005 the Company sold several projects of infrastructure

for managing charges at multi-storey car parks. Based on its

experience in delivering to multi-storey car parks, the

Company believes that a solution for electronic charging that

can also be used for street parking will lead to wide-scale

use of the Company’s technology. In this connection, Q-Free

will launch a new OBU called “ParkoTag” which will act like

a miniature parking meter in addition to supporting normal

road pricing applications. The OBUs will be equipped with a

display and keys for selecting parking zones and starting

and stopping payment. Transaction will take place when the

vehicle passes the infrastructure that communicates with the

OBU, be it a dedicated parking infrastructure or road pricing

infrastructure. In connection with this, the Company will also

launch purpose-made products such as portable readers for

checking whether charges have been paid for parked

vehicles.

In Q4 2005 the Company launched a new electronic pay-

ment device, a so-called smartcard OBU in which the user

can insert a charge card and pay road tolls electronically.

This smartcard device and associated system solution is

now used by a toll road operator in Turin, Italy. Q-Free

received considerable attention when the system was

installed for the Winter Olympics. Vehicles fitted with OBUs

were able to pass toll stations, pay for parking, and gain

access to closed areas. The same smartcard used with the

device can also be used to pay for public transport in Turin.

The product is of particular interest in markets where this

type of payment card is already used, such as Asia and

major towns in Europe, where the card is used in other

application areas, typically in public transport. This product

will help expand the use of electronic toll road collection

systems. Q-Free has already received its first order for this

product in Italy for delivery this year. The smartcard device

offers clients greater flexibility in defining dedicated

business models. Some clients cooperate with credit card

companies while others cooperate with major retailers or

petrol stations that operate charge cards with a loyalty

programme. 

In addition to product development, sales and marketing will

be another priority area for the Company in 2006. Compared

with 2005 the Company will double its investment in sales

and marketing. The Company will develop a more effective

sales force with focus on product sales and related business

development. This will involve recruiting new personnel as

well as entering distribution agreements with local partners.

In combination with the Company’s solid technological base,

this new product strategy focused on product sales will help

improve the Company’s earnings potential.
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Few players are in a position to deliver effective and reliable

tolling systems based on DSRC technology, and Q-Free

stands as market leader and pioneer in this market. Q-Free

is the most experienced player in the industry and has

through extensive project work shown an ability to combine

this experience with innovative solutions to create highly

reliable systems for customers. Even though a growing

market will always create opportunities for newcomers, the

complex nature of the technology and the establishment of

market references represent a formidable barrier for new

players.

Q-Free believes that the Company’s products and position in

a growing market will result in further profitable expansion in

this business area, initially in Europe followed by Asia and

America.

At year-end 2005 Q-Free had an order backlog of NOK

224m.

FINANCIAL MARKET RISK

Market risk

The Company is exposed to currency fluctuations, particu-

larly with the euro and US dollar as a considerable portion of

the Company’s revenue is in foreign currency. The Company

uses futures contracts and other hedging instruments to

reduce its currency risk and thus reduce the market risk. 

Credit risk

The Company is exposed to risk involved in customers not

having the ability to fulfil their financial obligations. However,

this risk is considered to be low since the Company’s custo-

mers are major IT companies, public authorities and key

road concessionaires in Norway and abroad. This is under-

scored by an historical low loss ratio on receivables. When

the Company enters a new market, the credit risk will be

assessed in each case and hedging measures assessed

such as payment guarantees, to be implemented as

required. 

Liquidity risk

The liquidity situation is good, and thus no special measures

have been implemented to alter the liquidity risk. Due dates

for payments by customers are tracked and the Company is

always up to date with current liabilities.

CORPORATE GOVERNANCE 

The Company’s principles for corporate governance shall

ensure expedient role sharing between the owners, Board

and management. Expedient role sharing shall ensure that

defined goals and strategies are put into practice and that

the results achieved are measured and followed up. The

principles shall also contribute to enabling the Group’s

activities to be the object of adequate control. Expedient role

sharing and adequate control shall contribute to the greatest

possible value creation over time, to the benefit of all share-

holders and other interest groups.

The Board of Q-Free agreed the Group’s principles for

corporate governance in 2004. Further details are provided

on page 20 of the Annual Report. 

SHAREHOLDER SITUATION

Share development

In 2005, the share price was characterised by considerable

fluctuations. At year-start the share price was NOK 16.20

and by early February the share price had fallen to its lowest

level of NOK 15.00. The share price gradually increased

over the year to its highest level of NOK 31.70 in early

October. By year-end 2005 the share price had settled at

NOK 21.30. 

Shareholder situation 

At year-end 2005 Q-Free ASA had 1,626 shareholders

compared with 847 in 2004. The ownership structure

consists of investment companies and institutional share-

holders in Norway and abroad.
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The 20 largest shareholders in Q-Free ASA as per 22 March

2006:

ODIN NORGE 9,03

TROJAN AS 6,95

HAUAN CONSULTING AS 4,14

NORDEA VEKST AKSJEFONDET 3,84

SKAGEN VEKST 3,34

HANDELSBANKEN MARKET Marketing making 3,24

LARS ANDRESEN 3,21

STATE STREET BANK & CLIENT OMNIBUD D 2,81

JAN PIHL GRIMNES 2,80

KIKUT AS 2,55

WEGA AS 2,05

VITAL FORSIKRING 1,93

NORDEA AVKASTNING 1,80

SAGA EQUITY FUND 1,57

JPMORGAN CHASE BANK CLIENTS 

TREATY ACCOUNT 1,49

STATOILS PENSJONSKASSE 1,45

CREDIT AGRICOLE INVESTMENT BANK 1,40

NORDEA BANK DENMARK 1,34

DANSKE FUND NORGE 1,21

DNB NOR NORGE IV 1,10

TOTAL 57,25

The Company has one share class and as at 31.12.2005 a

total of 50 909 269 shares at NOK 0.38 per share.

In 2003 the General Meeting approved the introduction of a

share option arrangement for key personnel, which

amounted to a maximum of 5% of the share capital. The

arrangement was partly implemented in December 2003,

when 12 key employees were awarded share options

corresponding to approx. 2.4% of the share capital. In 2004

a further 1.3% of the programme was awarded to the Board

and employees, and in 2005 1.2% was awarded to

employees. The share option programme closes at the end

of May 2006. 

ALLOCATION OF PROFITS

The Board proposes that the Profit for the Year in the parent

company of NOK 72 762 872 is allocated as follows:

Distributed to other equity NOK 72 762 872.

Trondheim, 31 December 2005 / 22 March 2006

Ole Jørgen Fredriksen Christian Albech
(Chairman of the Board) Sign.

Sign.

Harald Arnet Kristin Braa
Sign. Sign.

Audun Jan Myrhol Arild Hassel
Sign. (deputy member entitled to attend meetings)

Sign.

Geir Ove Kjesbu (CEO)
Sign.
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35PROFIT AND LOSS STATEMENT

Parent company Group

NGAAP IFRS IFRS IFRS IFRS NGAAP

2003 2004 2005 Note 2005 2004 2003

Operating revenue

46 238 351 183 807 159 416 696 898 Revenue 1 508 853 870 291 308 421 276 826 473

88 600 494 283 306 375 Other operating income 2 306 375 494 283 4 193 624

46 326 951 184 301 442 417 003 273 Total operating revenue 509 160 245 291 802 704 281 020 097

Operating expenses

41 075 82 100 151 212 325 945 Cost of goods sold 6 233 299 702 137 615 410 111 449 383

9 614 898 6 778 562 45 139 577 Payroll expenses 4,5 74 858 584 30 284 207 88 962 796

2 595 202 14 912 852 13 160 523 Depreciation 7 16 314 061 16 786 580 18 669 283

0 1 762 269 0 Write-down of fixed assets 7 0 1 762 269 0

19 742 258 104 667 376 66 690 587 Other operation expenses 9 79 316 604 124 255 682 83 475 562

31 993 433 210 221 210 337 316 632 Total operating expenses 7,8 403 788 951 310 704 148 302 557 024

14 333 518 -25 919 768 79 686 641 Operating profit 105 371 294 -18 901 444 -21 536 927

Financial items

1 021 030 4 581 107 1 746 430 Financial income from group companies 0 0 0

9 685 029 1 238 840 2 258 460 Other interest received 4 896 129 1 706 887 5 180 180

2 812 417 3 616 447 16 875 572 Other financial income 11,18 18 900 263 6 111 085 5 242 087

0 -26 270 128 -1 154 888 Write-down on financial current assets 16 0 0 0

-9 508 801 -2 656 842 -438 981 Write-down on financial fixed assets 17 -438 981 -2 656 842 0

-673 132 -5 669 121 -171 531 Other interest expenses -1 363 015 -6 595 426 -5 004 636

-3 391 373 -2 921 191 -7 698 680 Other financial expenses 11 -8 691 680 -5 538 833 -7 438 318

-54 830 -28 080 888 11 416 382 Total financial items 13 302 716 -6 973 129 -2 020 687

14 278 688 -54 000 656 91 103 023 Profit before tax 118 674 010 -25 874 573 -23 557 614

-4 013 886 19 429 -538 599 Tax on ordinary result 14 -6 358 498 -936 485 7 481 810

10 264 802 -53 981 227 90 564 424 Result after tax, but before loss in 112 315 512 -26 811 058 -16 075 804

discontinued operations

0 -60 389 351 -17 801 552 Loss from discontinued operations 1,3 -17 801 552 -60 389 351 0

10 264 802 -114 370 578 72 762 872 Profit / (-) loss for the year 94 513 960 -87 200 409 -16 075 804

Distribution of profit / (-) loss for the year

0 0 0 Minority share 573 987 1 282 975 968 476

0 -67 264 931 0 Share premium reserve

10 264 802 -47 105 647 72 762 872 Other equity

10 264 802 -114 370 578 72 762 872 Total distributed

17 295 409 0 0 Intra-group contributions made after tax

0 0 0 Intra-group contributions made without tax

Earnings per share 15 1,84 -1,90 0,37

Diluted earnings per share 15 1,83 -1,89 0,37
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Parent company Group

IFRS IFRS IFRS IFRS

2004 2005 ASSETS Note 2005 2004

Fixed assets

Intangible fixed assets

0 0 Deferred tax assets 14 0 0

10 219 878 10 967 206 Development 7 11 779 850 11 172 035

10 219 878 10 967 206 Total intangible fixed assets 11 779 850 11 172 035

Tangible fixed assets

25 410 154 25 102 282 Machinery, fixtures and fittings, etc. 7,8 42 083 561 37 495 121

25 410 154 25 102 282 Total tangible fixed assets 42 083 561 37 495 121

Financial fixed assets

11 062 934 8 160 376 Investments in subsidiaries 16 0 0

17 131 632 17 424 251 Loan to group companies 0 0

0 166 019 Investments in associated companies 17 166 019 0

673 365 27 187 142 Investments in shares 18 27 277 787 764 010

0 0 Pension funds 5 1 299 891 348 753

0 0 Other receivables 1 943 105 1 468 054

28 867 931 52 937 788 Total financial fixed assets 30 686 802 2 580 817

64 497 963 89 007 276 TOTAL FIXED ASSETS 84 550 213 51 247 973

Current assets

15 544 597 35 279 374 Inventories 6 47 372 944 25 309 057

Debtors

63 340 156 100 624 840 Accounts receivables 12 125 334 665 95 883 610

4 822 590 0 Recognised, not invoiced revenue 0 18 350 590

37 432 826 15 757 403 Accounts receivables on group companies 12 0 0

8 875 994 9 925 590 Other debtors 5 781 603 20 132 199

114 471 566 126 307 833 Total debtors 131 116 268 134 366 399

32 262 237 126 983 544 Bank deposits, cash in hand 19 166 518 206 58 580 558

162 278 400 288 570 751 TOTAL CURRENT ASSETS 345 007 418 218 256 014

89 347 000 0 Assets discontinued operations 0 89 347 000

316 123 363 377 578 027 TOTAL ASSETS 429 557 631 358 850 987
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Parent company Group

IFRS IFRS IFRS IFRS

2004 2005 EQUITY AND LIABILITIES Note 2005 2004

Equity

Paid-in capital

2 532 213 19 345 522 Subscribed share capital 20 19 345 522 2 532 213

214 664 334 135 919 707 Share premium reserve 135 919 707 214 664 334

0 2 370 308 Other paid-in capital 2 370 308 0

217 196 547 157 635 537 Total paid-in capital 157 635 537 217 196 547

-29 196 721 52 007 090 Other equity 72 376 525 -30 443 422

-29 196 721 52 007 090 Total retained earnings 72 376 525 -30 443 422

0 0 Minority interests 10 987 469 10 520 478

187 999 826 209 642 627 TOTAL EQUITY 240 999 531 197 273 603

Liabilities

Provisions

262 485 178 892 Pension liabilities 5 178 892 0

0 356 327 Deferred taxes 14 0 0

262 485 535 219 Total provisions 178 892 0

Other long-term liabilities

0 0 Liabilities to financial institutions 21 4 021 968 3 550 000

2 229 069 752 403 Other long-term liabilities 8 0 919 000

2 229 069 752 403 Total long-term liabilities 4 021 968 4 469 000

Current liabilities

22 264 139 62 074 825 Accounts payable 79 622 191 44 817 506

33 225 584 48 077 065 Advance payments from customers 13 54 403 020 49 630 643

24 306 046 17 115 603 Debt to group companies 0 0

0 0 Tax payable 14 3 840 014 1 948 565

4 947 500 5 627 529 Public duties payable 1 432 180 6 784 783

22 471 714 33 752 756 Other short-term liabilities 10 45 059 835 35 509 887

107 214 983 166 647 778 Total current liabilities 184 357 240 138 691 384

18 417 000 0 Debt discontinued operations 0 18 417 000

128 123 537 167 935 400 TOTAL LIABILITIES 188 558 100 161 577 384

316 123 363 377 578 027 TOTAL EQUITY AND LIABILITIES 429 557 631 358 850 987

Trondheim, 31. December 2005 / 22. March 2006

Ole Jørgen Fredriksen Christian Albech Harald Arnet
Chairman of the Board Sign. Sign.

Sign.

Kristin Braa Arild Hassel Audun Myrhol
Sign. Employee representative Employee representative

Sign. Sign.

Geir Ove Kjesbu
CEO
Sign.
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Parent company

Changes in equity

Note Share capital Share Premium Other paid-in Other equity Total equity

reserve capital

Equity  per. 01.01.2004: 2 279 163 254 294 255 0 16 216 542 272 789 960

Effect of implementing IAS 19 0 0 0 -1 028 745 -1 028 745

Effect of implementing IAS 12 0 0 0 -3 005 875 -3 005 875

Adjusted equity 01.01.2004 2 279 163 254 294 255 0 12 181 922 268 755 340

Share issue 253 050 29 513 607 0 0 29 766 657

Expenses related to share issue 0 -1 878 597 0 0 -1 878 597

Profit for the period after demerger 0 0 0 -114 370 578 -114 370 578

Effect from merger 0 0 0 5 727 004 5 727 004

Reclassification 0 -67 264 931 0 67 264 931 0

Equity per 31.12.2004 2 532 213 214 664 334 0 -29 196 721 187 999 826

Effect of implementing IAS 39 650 000 650 000

Adjusted equity 01.01.2005 2 532 213 214 664 334 0 -28 546 721 188 649 826

Net gains and losses not recognised in the P/L St.ment 0 0 0 0 0

Profit (loss) for the period 0 0 0 72 762 872 72 762 872

Total 0 0 0 72 762 872 72 762 872

Reclassification of share premium reserve 0 -57 181 756 0 57 181 756 0

Share issue 17 818 244 -17 818 244 0 0 0

Excercise of share options 13 250 3 409 041 0 0 3 422 291

Effect from demerger -1 018 185 -7 153 668 0 -47 643 147 -55 815 000

Changes in accounting policy (equity to cost-method) 0 0 0 -1 747 670 -1 747 670

Cost of share-based payment 0 0 2 370 308 0 2 370 308

Equity 31.12.2005 19 345 522 135 919 707 2 370 308 52 007 090 209 642 627
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Group

Changes in equity
Majority interests Minority Total

interests equity
Note Share capital Share Premium Other paid-in Other equity Total

reserve capital
Equity  per. 01.01.2004: 2 279 163 254 294 255 0 -5 381 579 251 191 839 9 237 503 260 429 342

Effect of implementing IAS 19 0 0 0 -2 594 513 -2 594 513 0 -2 594 513

Effect of implementing IAS 12 0 0 0 0 0 0 0

Adjusted equity 01.01.2004 2 279 163 254 294 255 0 -7 976 092 248 597 326 9 237 503 257 834 829

Share issue 253 050 29 513 607 0 29 766 657 0 29 766 657

Expenses related to share issue 0 -1 878 597 0 -1 878 597 0 -1 878 597

Profit for the period after demerger 0 0 -88 483 384 -88 483 384 1 282 975 -87 200 409

Reclassifications 0 -67 264 931 67 264 931 0 0 0

Dividends 0 0 0 0 0 0

Currency and calculation differences 0 0 -1 248 877 -1 248 877 0 -1 248 877

Equity per 31.12.2004 2 532 213 214 664 334 0 -30 443 422 186 753 125 10 520 478 197 273 603

Effect of implementing IAS 39 650 000 650 000 0 650 000

Adjusted equity 01.01.2005 2 532 213 214 664 334 0 -29 793 422 187 403 125 10 520 478 197 923 603

Currency and calculation differences -1 201 639 -1 201 639 0 -1 201 639

Net gains and losses not recognised 

in the Profit and Loss Statement 0 0 0 -1 201 639 -1 201 639 0 -1 201 639

Profit (loss) for the period 0 0 0 93 939 973 93 939 973 573 987 94 513 960

Total 92 738 334 92 738 334 573 987 93 312 321

Reclassification of share premium reserve 0 -57 181 756 0 57 181 756 0 0 0

Share issue 17 818 244 -17 818 244 0 0 0 0 0

Excercise of share options 13 250 3 409 041 0 0 3 422 291 0 3 422 291

Demerger effect -1 018 185 -7 153 668 0 -47 643 147 -55 815 000 0 -55 815 000

Cost of share-based payment 0 0 2 370 308 0 2 370 308 0 2 370 308

Dividends 0 0 0 -106 996 -106 996 -106 996 -213 992

Equity 31.12.2005 19 345 522 135 919 707 2 370 308 72 376 525 230 012 062 10 987 469 240 999 531



40

Parent company Group

2004 2005 2005 2004

Cash flow from operations

-54 000 656 91 103 023 Result before tax continued operations 118 674 010 -25 874 573

-60 389 351 -17 801 552 Result before tax discontinued operations -17 801 552 -60 389 351

-114 390 007 73 301 471 Total result before tax 100 872 458 -86 263 924

0 0 Taxes paid -2 652 992 0

14 912 852 13 160 523 Depreciation 16 314 061 16 786 580

1 102 000 617 580 Depreciation discontinued operations 617 580 1 102 000

4 356 842 1 154 887 Write-down on fixed assets 0 4 356 842

-4 581 107 0 Income from subsidiaries 0 0

0 438 981 Result associated companies 438 981 0

0 -9 863 776 Shares valued at fair value -9 863 776 0

0 2 370 308 Cost of share-based payment 2 370 308 0

-98 599 420 81 179 974 Cash flow from operations 108 096 620 -64 018 502

70 425 519 87 880 274 Changes in inventory, customers, suppliers 77 342 712 43 048 237

63 916 614 14 742 032 Changes in other balance sheet items 18 642 424 60 125 287

35 742 713 183 802 280 Net cash flow from operations 204 081 756 39 155 022

Cash flow from investments

-10 761 080 -13 827 979 Investments in tangible fixed assets -21 738 316 -14 988 988

60 000 0 Proceeds from sale of tangible fixed assets 0 60 000

-521 634 -16 605 000 Investments in shares and ownership interests -16 605 000 -22 596

-10 081 501 -292 619 Other investments -475 051 5 474 181

-21 304 215 -30 725 598 Net cash flow from investments -38 818 367 -9 477 403

Cash flow from financing

0 0 Proceeds from new loans 0 78 164

-2 917 522 -1 476 666 Repayment of loans -447 032 -2 917 522

27 888 060 3 422 291 Payment of share capital 3 422 291 27 888 060

0 0 Dividend payments 0 -227 148

0 0 Change in currency differences 0 -2 274 238

24 970 538 1 945 625 Net cash flow from financing 2 975 259 22 547 316

39 409 036 155 022 307 Net change in cash and cash equivalents for the year 168 238 648 52 224 935

-71 772 000 -60 301 000 Net cashflow from discontinued operations -60 301 000 -71 772 000

64 625 201 32 262 237 Cash and cash equivalents per 01.01. 58 580 558 78 127 623

32 262 237 126 983 544 Cash and cash equivalents per 31.12. 166 518 206 58 580 558

CASH FLOW STATEMENT
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Q-Free ASA is a public company listed at the Oslo Stock Exchange. The head office is in Thonning Owesens gate 35c, Trondheim, Norway. 
The business activity is described in detail in note 1.

General principles

The consolidated financial statements of the Group have been prepared in accordance with the international accounting standards published
by the International Accounting Standards Board which came into effect as from 31 December 2005. 

The IFRS implementation is specified in note 22.

The consolidated financial statements are prepared on the assumption of historical cost principle with one exception :
- Investments classified as assets for sale are valuated at fair value.

Consolidation principles

The consolidated accounts show the overall financial result and position when the parent company Q-Free ASA Group and its subsidiaries
are regarded as one accounting entity. Reference is made to note 16 for a list of subsidiaries consolidated into the group. All intercompany
transactions and intercompany accounts that are included in the consolidated accounts have been eliminated. Gains from transactions
between companies in the group have also been eliminated.

Q-Free ASA Group has a controlling interest in all subsidiaries in the group. The shares in the subsidiaries are eliminated according to the
purchase method of accounting. This means that the original cost of the shares is attributed to the subsidiaries' assets and liabilities that are
included in the consolidated accounts at the actual value at the time of purchase. Original costs exceeding what can be attributed to
identifiable assets and liabilities is presented as goodwill.

All foreign subsidiaries are independent companies. The balance sheet is converted to the exchange rate as of the balance sheet date. Profit
and loss items are converted to the average exchange rate for the year. The conversion difference is posted directly against the group's equity.

In the consolidated accounts, the company accounts are settled according to consistent accounting and valuation principles, and presen-
tation of items in the profit and loss account and on the balance sheet are carried out according to uniform definitions.

Minoriy interests is included in the Group's total equity.

Use of estimates when preparing the annual financial statements

The annual financial statements have been prepared in accordance with IFRS (International Financial Reporting Standards). This means that
the management has used estimates and assumptions that have affected assets, liabilities, revenues, expenses and information on potential
liabilities. This particularly applies to the recognition of revenue on long-term delivery contracts, pension liabilities(funds) and share option
program for employees. Future events may lead to these estimates being changed. Such changes will be recognised when new estimates
can be determined with certainty. 

Financial instruments where the management has used estimates :
- Pension funds / liabilities : See the basis and assumptions for actorial calculations described in note 4.
- Warranty accruals : The Group is estimating the probable percentage of warranty cost in tag production based on similar cost

previous years and an evaluation of installed base at any time.
- On going projects : Revenue recognition of on-going projects are measured as a percentage calculated as the expenses on the

project compared to the forecasted expenses for the project.
- Development : Estimates of future revenue for new products- and tecnology to meet the criteria for capitalisation according to

IFRS.

Recognition of revenue

Revenue is recognised when it is probable that transactions will generate future economic benefits that will accrue to the company and the
size of the amount can be reliably estimated. Sales revenue are presented net of value added tax and discounts.

Revenue from the sale of goods are recognised in the income statement once delivery has taken place, the risk has been transferred and the
company has established a receivable due by customer.

Q-Free business acitivites' are system deliveries within the tolling business with a length in time from a couple of months up till two to three
years. Revenue relating to projects are recognised in the income statement according to the progress of the project and when the project’s
results can be reliably estimated. Progress is measured as a percentage calculated as the expenes on the project compared to the
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forecasted expenses for the project. When the project’s results cannot be reliably estimated, only revenue equal to the accrued project costs
will be recognised as revenue. Any estimated loss on a contract will be recognised in the income statement for the period when it is identified
that the project will lead to a loss.

The timing of profit recognition on the projects varies from project to project, depending upon the level of uncertainty with regards to the
estimated profit of the project.

Invoicing normally takes place when contractually agreed milestones are reached. Differences between invoicing dates and revenue
recognition are shown as "revenue recognised, not invoiced" in the balance sheet. Advance payments from the customers is presented under
current liablities.

Governmental grants

Subsidies from the authorities are not recognised until it is reasonably certain that the company will meet the conditions stipulated in
connection with the receipt of the subsidies and that the subsidies will be granted. The recognition of subsidies is postponed and amortised
over the period that the costs relating to that which the subsidies are intended for are incurred. Subsidies are recognised as deductions from
the cost that the subsidy is meant to cover. Subsidies received to buy non-current assets are capitalised. Government grants are accounted
as other operating income.

Accruals

Accruals are recognised when the company has a valid liability (legal or estimated) as a result of events that have taken place and it can be
proven probable (more probable than not) that a financial settlement will take place as a result of this liability, and that the size of the amount
can be measured reliably. Accruals are reviewed on each balance sheet date and reflects the best estimate of the liability. When the effect of
time is insignificant, the accruals will be equal to the size of the expense necessary to be free of the liability. When the effect of time is
significant, the accruals will be the present value of future payments to cover the liability. 

Other equity

Exchange differences arise in connection with currency differences when Foreign entities are consolidated. Currency differences relating to
monetary items (liabilities or receivables), which are in reality part of a company’s net investment in a foreign entities are treated as exchange
differences. 

Minority interests

The minority interests include the minority’s share of the carrying amount of subsidiaries, including the share of identified excess value on the
date when a subsidiary is acquired

Valuation and classification of assets and liabilities

Assets assigned to permanent ownership or use are classified as fixed assets. Other assets are classified as current assets. Receivables that
will be repaid within one year are in all cases classified as current assets. Analogue criteria are used to classify short-term and long-term debt. 

Fixed assets are valued at original cost, but are written down to actual value when the lower value is expected to be permanent. Fixed assets
with a limited economic lifetime are systematically depreciated. Long-term debt is not written up to actual value as a result of changes in the
interest rate. Current assets are valued at original cost or actual value whichever is the lower. Short-term debt is recorded on the balance
sheet at the nominal received amount at the time the debt was established. Short-term debt is not written up to actual value as a result of
changes in the interest rate. 

Functional currency and presentation currency

The Group presents its financial statements in NOK. This is also the Group’s functional currency.

Transactions in foreign currency

Monetary items in foreign currency are converted at the exchange rate on the date of the balance sheet. Receivables and debt that are
secured with currency futures contracts are valued at the forward exchange rate.

Financial instruments
Q-Free classifies financial assets according to IAS 39 at fair value through profit or loss.

Financial assets and liabilities related to continuing operations are valued at their amortised cost which in practice implies their nominal value
with any write downs for anticipated losses. The Group's borrowings are considered financial liabilities held to maturity. These are recognised
at their amortised cost.
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All shares that are not in subsidiaries or associates on the balance sheet at 31 Dec 2005 are defined as financial instruments at fair value
through profit or loss. Financial assets at fair value are capitalised at their fair value based on market price on the stock exchange on the date
of balance sheet recognition. Certain equity instruments are not traded in an active market and their value is based on other relevant
valuation models. Changes in the value of financial assets at fair value are recognised through profit or loss.

Research and development

Expenses for research activities are recognised as they accrue.

Expenses related to development activities are capitalised if the development activities comply with defined criteria for balance sheet
recognition. Capitalisation assumes it is possible to identify the intangible asset to be developed and to demonstrate that it is likely that the
development work will be successful, the technical feasebility to complete the asset so it will be available for use or sale and that the future
financial benefits attached to the intangible asset will accrue to the enterprise. Depreciation is carried out using the straight-line method over
the estimated useful life. 

If the criteria are satisfied, expenses recognised on the balance sheet will include the cost of materials, direct payroll expenses and a
percentage of the directly attributable administratice expenses. Capitalised development costs are recognised on the balance sheet at
acquisition cost less accumulated depreciation and write-downs.

Tangible fixed assets/depreciation

Tangible fixed assets are valued at original cost and depreciated. New acquisitions are capitalised and depreciated if considered to have an
economic lifetime of more than three years. Improvements to existing business assets are capitalised and depreciated using the straight-line
method over the remaining economic life. Direct maintenance of business assets are expensed continuously under operating costs. If the
tangible fixed asset's value is lower than the original cost and decline in value is not assumed to be temporary, an impairment will be
recorded.

Share based payment

The group has a share option program for key employees. 

The cost of equity-settled transactions with employees is measured to fair value at grant date. The cost of equity-settled transactions is
recognised, together with a corresponding increase in equity, over the year in which the performance conditions are fulfilled, ending on the
date on which the relevant employees become fully entitled to the award (vesting date). The fair value of granted share options are measured
by using binomical model which take into consideration time and conditions of the share options.

Social security tax is accrued each quarter for the difference between the market value and the excercise value of the granted but not
exercised share options. 

Inventories

Inventories under manufacturing are estimated to lowest of manufacturing cost and net realisable value. The purchase cost is according to
the FIFO-principle.

Leases

Financial leases :
The Group presents financial leases in the financial statements as assets and liabilities, equal to the cost price of the asset or, if lower, the
present value of the cash flow to the lease. When calculating the present value of the lease the implicit interest cost in the lease is used when
it can be determined. If it cannot be determined, the company’s marginal borrowing rate in the market is used. Direct costs relating to the
lease are included in the asset’s cost price. Monthly rent is separated into an interest element and a repayment element. Interest costs are
allocated to different periods, so that the interest cost for the remaining debt is the same in different periods.

Operational leases
Leases for which most of the risk rests with the other contracting party are classified as operating leases. Lease payments are classified as
operating costs.

Shares in subsidiaries

Investments in subsidiaries have been accounted for by the cost method in the parent company's accounts.

Investment in shares

Long term share holdings are valued at market value when this exist or an estimate for market value for other shares. 
Investments in shares in associated companies are valued according to the equity-method. 
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Accounts receivable and other receivables
Accounts receivable and other receivables are entered at face value after deduction for provision for doubtful debts. Provision for doubtful
debts is done on the basis of an individual assessment of the individual receivables.

Pension costs and pension assets and liabilities

Q-Free has defined contribution pension plan for all employees. Pension cost are calculated according to IAS 19. Net pension cost for the
year includes estimated pension contribution including future salary growth, estimated return on pension funds and potential effects of
changes in pension plans and estimates. Net pension cost is presented as payroll expense in the profit and loss statement. Pension funds
and pension liabilities are valued based on best estimates adjusted annually based on actuary reports. The accumulated effects from
changes in actuarial and economical assumptions are distributed over the remaining recognition period for the portion of the change
exceeding more than 10% of the largest of pension liabilities and pension funds as of 1 January. The pension liabilities are secured through
an insurance company.

Tax

Tax is expensed as it accrues, i.e. the tax is related to the accounting net profit. Tax includes both payable tax (tax on the year's taxable
result) and changes in net deferred tax/tax assets. A change in deferred tax/tax assets reflects future payable tax that arises as a result of the
year's activities. Deferred tax and deferred tax assets are presented net in the balance sheet. Capitalisation of the deferred tax asset has
been made on the basis of anticipated future earnings where the tax assets will be applicable.

Tax on group contribution given from the parent company and tax on group contribution that is entered directly against equity, is entered
directly against payable tax in the balance sheet. Deferred tax asset is calculated at nominal value in both the company accounts as well as
the consolidated accounts.

Cash and cash equivalents

Cash includes cash in hand and at bank. Cash equivalents are short-term liquid investments that can be converted into cash within six
months and to a known amount, and which contain insignificant risk elements. 

Cash flow statement

The cash flow statement is prepared according to the indirect method. As cash is considered deposit at call in bank or similar fincancial
institutions. Consented, not full-drawn bank overdrafts is not considered liquid capital. All items in the cash-flow statement is net effects from
the continued operation unless stated otherwise.

Corresponding figures

Should there be any amendments in the presentation in contrast to previous years, the corresponding figures will be rearranged according to
IFRS. All figures for 2005 and 2004 are presented according to IFRS and the figures for 2003 are presented according to NGAAP 

Events after the balance sheet date

New information on the company’s positions at the balance sheet date is taken into account in the annual financial statements. Events after
the balance sheet date that do not affect the company’s position at the balance sheet date, but which will affect the company’s position in the
future, are stated if significant. There are no such events in 2006.

IFRS standards not yet implemented 

IAS 39 (admentment) : Fair value option - The amendment changes the definition of financial instruments classified at fair value in the income
statement and limits the possibility to define financial instruments within this category. The Group will introduce this amendment into its
financial statements as from 1 Jan. 2006, but does not expect it to have any substantial impact on the Group's classification of financial
instruments.

IAS 39 and IFRS 4 (amendment) : Financial guarantee contracts - this amendment is not expected to be relevant for the Group's activities.
The amendment will apply as from 1 Jan. 2006. 

IFRS 7 : Financial instruments : Disclosure requirement - IFRS 7 introduces new disclosure requirements to improve reporting on financial
instruments. The Group will comply with IFRS 7 and the amendment to IAS 1 in its financial statements as from 1 Jan. 2006.
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NOTE 1 SEGMENT REPORTING

Financial information on business areas is reported according to business segment and geographical segment. The primary reporting, busi-
ness areas are based on the reporting structure in the group's management structure. The group has two main business areas and these are:

Tolling Division (Continued operations):

The traditional products related to products and services within Road User Charging systems has been the main focus and core business of
Q-Free since the initial installations in 1986. The market strategy since 2004 has been to provide technology and products to secure the toll
road operators cash flow. The main portion of revenue is sale of infrastructure (toll stations) based on electronic toll collection systems and
On Board Units in cars.

Ticketing Division (Discontinued operations):

The ticketing division includes development and deliveries of electronic fare collection systems, from stand alone product sales to projects in
which the company is a key supplier and system integrator. The products offered include software and hardware for vehicles, in addition to
other products, and a new generation of ticketing systems currently being developed. In 2005 the ticketing business was demerged from 
Q-Free with effect from the end of Q2. This means that the numbers are included only for 6 months in 2005. 

Pricing between business areas are according to arm length's principles.

Group

Profit and loss reporting 31-12-05 31-12-04

NOK 1.000 Continued Discontinued Continued Discontinued

operations operations Total operations operations Total

Revenue 509 160 17 801 526 961 291 803 24 177 315 980

Cost of goods sold 233 300 3 438 236 737 137 615 6 020 143 635

Payroll expenses 74 859 10 043 84 901 30 284 40 808 71 092

Other operating expenses 79 317 21 549 100 865 126 018 34 051 160 069

Total operating expenses before depreciation 387 475 35 029 422 504 293 917 80 879 374 796

Operating profit before depr. - EBITDA 121 685 -17 228 104 457 -2 114 -56 702 -58 816

Depreciation 16 314 618 16 932 16 787 1 102 17 889

Operating profit - EBIT 105 371 -17 846 87 526 -18 901 -57 804 -76 705

Financial income 23 796 301 24 097 7 818 1 729 9 547

Financial expenses -10 494 -257 -10 750 -14 791 -4 314 -19 105

Net financial items 13 303 44 13 347 -6 973 -2 585 -9 558

Pretax profit 118 674 -17 802 100 872 -25 874 -60 389 -86 263

Tax expenses -6 358 0 -6 358 -937 0 -937

Profit after tax 112 316 -17 802 94 514 -26 811 -60 389 -87 200

Minority interests -574 0 -574 1 283 0 1 283

Profit 111 742 -17 802 93 940 -25 528 -60 389 -88 483

Gross margin 54,2 80,7 55,1 52,8 75,1 54,5

EBITDA margin 23,9 -96,8 19,8 -0,7 -234,5 -18,6

EBIT margin 20,7 -100,3 16,6 -6,5 -239,1 -24,3

Profit margin 23,3 -100,0 19,1 -8,9 -249,8 -27,3
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Balance Sheet reporting :

Assets 31-12-05 31-12-04

NOK 1.000 Continued Discontinued Continued Discontinued

operations operations Total operations operations Total
Development 11 780 0 11 780 11 172 5 251 16 423
Total intangible fixed assets 11 780 0 11 780 11 172 5 251 16 423

Machinery, fixtures and fittings 42 084 0 42 084 37 495 409 37 904
Total fixed assets 42 084 0 42 084 37 495 409 37 904

Shares 27 444 0 27 444 764 0 764
Pension Funds 1 300 0 1 300 348 71 419
Other long term receivables 1 943 0 1 943 1 468 0 1 468
Total financial fixed assets 30 687 0 30 687 2 580 71 2 651

Total fixed assets 84 550 0 84 550 51 247 5 731 56 978

Inventories 47 373 0 47 373 25 309 2 680 27 989
Total inventories 47 373 0 47 373 25 309 2 680 27 989

Accounts receivables 125 335 0 125 335 95 884 8 364 104 248
Work in progress 0 0 0 18 351 0 18 351
Other receivables 5 782 0 5 782 20 132 800 20 932
Total receivables 131 116 0 131 116 134 367 9 164 143 531

Cash 166 518 0 166 518 58 581 71 772 130 353

Total current assets 345 007 0 345 007 218 257 83 616 301 873

Total assets 429 558 0 429 558 269 504 89 347 358 851

Balance Sheet reporting :

Liabilities and equity 31-12-05 31-12-04

NOK 1.000 Continued Discontinued Continued Discontinued

operations operations Total operations operations Total

Subscribed share capital 19 346 0 19 346 2 532 0 2 532
Share premium reserve 135 920 0 135 920 214 664 0 214 664
Other paid-in capital 2 370 2 370 0 0 0
Total paid in capital 157 636 0 157 636 217 196 0 217 196

Other equity 72 377 0 72 377 -30 443 0 -30 443 
Total retained earnings 72 377 0 72 377 -30 443 0 -30 443 

Minority interests 10 987 0 10 987 10 520 0 10 520

Total equity 241 000 0 241 000 197 273 0 197 273 

Pension liabilities 179 0 179 0 0 0
Deferred tax 0 0 0 0 0 0
Total liabilities 179 0 179 0 0 0

Debt to financial institutions 0 0 0 3 550 0 3 550
Other long term liabilities 4 022 0 4 022 919 0 919
Total long term liabilities 4 022 0 4 022 4 469 0 4 469

Accounts payables 79 622 79 622 44 818 3 195 48 013
Tax payable 3 840 54 403 1 949 0 1 949
Public duties payable 0 0 0 6 785 1 105 7 890
Advance payments from customers 54 403 0 54 403 49 631 13 528 63 159
Other short term liabilities 46 492 0 46 492 35 723 589 36 312
Total short term liabilities 184 357 0 234 920 138 906 18 417 157 323

Total liabilities 188 558 0 239 121 143 375 18 417 161 792

Total equity and liabilities 429 558 0 429 558 340 434 18 417 358 851
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The secondary business area definition is geographical areas. The group's activities are mainly in the following regions: Europe, America,

Asia og Australia. The split is based on the customer's geographical location.

Geographical specification:

NOK 1.000 31-12-05 31-12-04

Revenue Assets Investments Revenue Assets Investments

% of total % of total

Europe 386 384 76 380 591 40 293 201 328 69 315 754 14 747

Asia 10 416 2 15 837 0 23 972 8 16 578 295

Australia 59 156 12 24 894 4 429 48 442 17 20 657 1 367

America 53 204 10 8 237 2 793 18 061 6 5 862 684

Total 509 160 100 429 558 47 514 291 803 100 358 851 17 093

NOTE 2 OTHER OPERATING INCOME

The Group has received governmental grants of a total of NOK 306,275 in 2005. The Research Council of Norway has supported Q-Free's

initial efforts to establish an EU project within 'eSafety-Cooperative Systems for RoadTransport' under the Sixth Framework Research

Programme. The CVIS project (Cooperative Vehicle-Infrastructure Systems) is a 4-year project in the period 2006-2009 with approximately 75

European partners. Q-Free is a central partner in the project and is specificly involved in the development of the overall architecture and the

wireless communication solutions. The objective of CVIS is to develop and demonstrate technology enabling continuous communication

between vehicles and the roadside infrastructure. Such cooperative vehicle-infrastructure systems will allow new traffic information-sharing

services for greater safety, efficiency and a better environment.

NOTE 3 CHANGES IN THE GROUP STRUCTURE

The activity within the ticketing business was demerged into a seperate company, FARA ASA, with tax and accounting effect from

01.07.2005. All accounting principles is continued after the demerger. The new company is incorporated in the Register of Business

Enterprises 15. december 2005.

The demerger was done by Q-Free ASA’s assets and liabilities were split between the existing Q-Free ASA and the company FARA ASA, by

all assets, rights and commitments, including contracts, related to the ticketing business of Q-Free ASA were transferred to FARA ASA, and

the shareholders of Q-Free received shares in FARA ASA. The remaining activity in Q-Free ASA continued in the existing company. All subsi-

diaries will still be owned by Q-Free ASA. The demerger is done according to the Company Act § 14-2. All shareholders of Q-Free ASA

received the same share holding in FARA ASA.

Loss from discontinued operation is NOK 17,801,552 in 2005. For further details, see note 1.

NOTE 4 SALARIES AND PERSONNEL RELATED EXPENSES

Parent company Group

2004 2005 2005 2004

41 137 301 41 371 000 Salaries 68 398 385 63 377 742

7 604 520 7 793 641 Social security 9 616 126 9 151 356

1 833 383 2 066 553 Pension costs 2 439 384 2 289 732

-4 000 000 0 Skattefunn (governmental tax relief) 0 -4 910 000

1 011 358 3 950 959 Other personnel related expenses 4 447 263 1 183 377

-40 808 000 -10 042 575 Salaries, wages etc., discontinued operations -10 042 575 -40 808 000

6 778 562 45 139 578 Total 74 858 583 30 284 207

120 84 Average number of employees 181 180
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Payment to senior management

The CEO, Geir Ove Kjesbu received in 2005 salaries incl. bonus of NOK 1,802,384. He has not received pension payments or other

compensation in 2005. He has a retirement and insurance agreement in accordance with the groups collective pension agreement in Norway,

the cost in 2005 is NOK 67,728. He also has a performance bonus limited up to 30 % of base salary and a 8 months full salary agreement in

case of employment termination. Kjesbu has 200,000 share options in the company. 

Payment to the Board of Directors

Payment to the Board of Directors of Q-Free ASA in 2005 amounts to NOK 714,581, of which NOK 150,000 is paid to the Chairman of the

Board. In addition to this the members of the Board are granted the following share options:

Number of options Exercised 31.12.05

Ole Jørgen Fredriksen 200 000 0

Christian Albech 100 000 0

Harald Arnet 100 000 0

Audit fees

The group has the following audit related fees: (All figures excl. VAT)

2005 2005 2004 2004

Parent comp. Group Parent comp. Group

Audit services 919 950 1 269 436 115 000 480 000

Other audit related services 71 649 80 449 210 550 210 550

Tax services 402 986 480 876 0 0

Other, non audit related services 128 150 129 150 99 375 99 375

Total 1 522 735 1 959 911 424 925 789 925

Related parties

The company has paid NOK 213,750 for consultancy services to Spinoza AS, owned by the chairman of the board Ole Jørgen Fredriksen. In

addition, the company has paid NOK 70,000 for consultancy services to Hermia AS, owned 51 % by board member Harald Arnet. There are

no unsolved debt per 31.12.05 regarding related parties. All transactions between related parties is based on arm length's principles.

Associated companies

There has been no transactions between the group and its associated companies in 2005.

Share option programme for employees

Q-Free ASA established in 2003 a three year share option program for key employees including the Board of Directors, totalling 5 % of all

shares at the time (2,286,496 shares). 

The mandate applies from 3 May 2004 and for two years. The board of directors is authorised to waive shareholders’ rights of pre-emption, in

favour of key personnel. The term “key personnel” comprise the management and the board of directors. The annual meeting has authorised

a maximum of 500,000 shares for the board of directors. The incentive program was started in 2003 and can be exercised over three years

with 1/3 each year. The price paid for each share is decided by the share price ten days before and ten days after the Annual General

Meeting each of the three years of the program. The payment for exercised options must be made in cash.  

In December 2003 the Board of Directors decided to award key personnel with 1,075,000 share options from this program. In June 2004 the

board of directors decided to award key personnel with 600,000 shares, of which 500,000 shares were granted to the board of directors and

100,000 shares were granted to the CEO, Geir Ove Kjesbu. In 2005 the Board of Directors decided to award key personnel with 566,666

shares. No share options are granted to the Board of Directors or the CEO in 2005.

Market value of the share options is estimated at the time they are granted and is expensed over the period the share options are earned.

Expenses amounts to NOK 2.37 mill in 2005 regarding the share option programme. Average market value for the share option is 

NOK 4.28 at the time they were granted for shares granted in 2004 and the average market value for the share option is NOK 6.08 at the time

they were granted for shares granted in 2005.

Share options granted in 2003 and 2004 is 100 % earned before 01.01.05.
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Specification of granted share options:

2005 2004 2003

Remaining share options 01.01 1 063 334 1 024 335 0

Share options granted 566 666 600 000 1 075 000

Share options exercised -265 000 -511 001 0

Share options expired 0 -50 000 -50 665

Remaining share options 31.12 1 365 000 1 063 334 1 024 335

Portion fully earned 1 365 000 1 063 334 1 024 335

Average share price for exercised share options in 2005 was NOK 12.91 at the time they were granted. Market value on time for granting the

share options was NOK 6,288,000.

Remaining share options has the following conditions:

Expiry date Average price Number

2006 17.59 1 365 000  

Share options are split as follows to CEO, other employees and members of the Board:

Name Position Granted options Earned options Exercised opt. Remaining opt.

Geir Ove Kjesbu CEO 250 000 250 000 -50 000 200 000

Ole Jørgen Fredriksen Chairman 200 000 200 000 0 200 000

Christian Albech Member 100 000 100 000 0 100 000

Harald Arnet Member 100 000 100 000 0 100 000

Other employees 1 591 666 1 591 666 -826 666 765 000

Total 2 241 666 2 241 666 -876 666 1 365 000

Market value of share options are estimated according to a Bionomical share option pricing model. Average market value of granted share

options in 2005 is NOK 6.08 at the time they were granted.

The following assumptions are used in the calculation of share options :

Share price at the time for granting the share option

The share price equals the closing price on the Oslo Stoch Exchange at the day the share option was granted.

Exercise price for the share option

Exercise price is the share price at the day the share option was granted or an average of the closing share price at the Oslo Stock

Exchange 10 days before and 10 days after the Annual General Meeting in year 2 and year 3. 

Volatility

The calculation is based on historic volatility as an indicator for future expected volatility. Future expected volatility equals historic volatility of

50.3 %.

Lifetime of the share option

The calculation is based on 100 % of the employees will exercise the share options at the time they are granted. All share options shall be

exercised prior to 30.05.06.

Dividends

Expected dividends per share is NOK 0 each year.

Interest with no premium for risk

Interest with no premium for risk is used when calculating, this equals interest on long term state bonds 3.0 % for 2005.
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NOTE 5 PENSION SCHEME

The majority of the employees in Norway are included in a pension plan which entitles them to certain benefits for pension in the future. 
The pension benefits are mainly dependable on numbers of years employed, level of salaries at age of retirement and size of payments.
The foreign subsidiaries have no pension plans. The pension plans for the norwegian companies are secured in an insurance company. 
The liability for the group includes 114 employees, compared to 180 employees for 2004. The liability for the parent company includes
84 employees, compared to 120 employees for 2004.

Parent company Group
2004 2005 2005 2004

1 623 000 1 624 173 Net present value of current year's pension earnings 2 105 680 2 016 216
547 755 501 803 Interest on accrued pension liabilities 757 487 807 555

-576 100 -436 271 Expected interest on pension funds -793 740 -938 714
12 166 124 242 Amortisation of deferred deviations 124 242 60 258

0 0 Administrative expenses pension scheme 70 667 61 462
226 562 252 605 Accrued social security expenses 175 048 282 955

1 833 383 2 066 552 Net pension expenses 2 439 384 2 289 732

01.01.05 31.12.05 Pension liabilities / (-funds) 31.12.05 01.01.05
12 447 755 11 887 923 Estimated pension liabilities 18 640 878 18 232 736
-7 821 000 -8 999 828 Estimated pension funds -16 292 490 -14 189 776
4 626 755 2 888 095 Estimated net (pension funds) / -liabilities 2 348 388 4 042 960

-5 360 551 -2 709 203 Unrecognised change in pension plan and deviation in estimates -3 648 279 -6 684 736
-733 796 178 892 Net (pension funds) / -liabilities -1 299 891 -2 641 776
-103 464 0 Accrued social security expenses 0 -372 490
-837 260 178 892  Net (pension funds) / -liabilities in balance sheet -1 299 891 -3 014 266

1 028 745 0 Effect of implementing IAS 19 0 2 594 513
71 000 0 Demerger effect 0 71 000

262 485 178 892* Net (pension funds) / -liabilities is balance sheet -1 299 891* -348 753
30 29 Estimated remaining contribution periods 25 26

* For specification of pension liabilities in Group, see parent company.

Parent company Group
Pension liabilities : 2005 2004 2005 2004
Liabilities per 01.01. 9 904 079 8 727 150 15 689 060 13 987 167
Present value of the year’s pension accruals 1 624 173 1 322 600 2 542 707 1 715 816
Pension payments -84 120 0 -290 364 -128 052
Interest expenses members 415 038 548 005 573 592 732 999
Interest expenses retired members 28 753 0 125 883 1 924 806
Actuarial gains/losses 0 1 850 000 0 0
Total liabilities per 31.12. 11 887 923 12 447 755 18 640 878 18 232 736

Pension funds : 2005 2004 2005 2004
Funds per 01.01. 6 778 432 8 230 565 13 796 929 14 311 531
Annual payment 1 982 386 1 636 452 2 520 604 1 751 162
Net change pension funds -84 120 -2 046 017 -290 364 -2 174 069
Estimated yield on pension assets 372 097 0 384 955 362 613
Administration expenses -48 967 0 -119 634 -61 461
Total liabilities per 31.12. 8 999 828 7 821 000 16 292 490 14 189 776

Basis and assumptions for calculations: 2005 2004
Discount rate 4,50 % 5,00 %
Expected interest on pension funds 5,50 % 6,00 %
Annual growth in salaries 3,30 % 3,30 %
Increase in national insurance base rate (G) 3,50 % 3,50 %
Expected change in pensions 2,50 % 2,50 %
Social security expenses 14,10 % 14,10 %

Expected voluntarily early retirement
Before 40 years 2-4 % 2-4 %
After 40 years 2 % 2 %
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The Group's pension fund is managed by the insurance company, Vital Forsikring Finansforvaltning and the funds are distributed as follows:

2005 2004
Shares 23 % 17 %
Obligations 18 % 18 %
Money market 17 % 17 %
Long term obligations 27 % 33 %
Property 12 % 12 %
Other 3 % 3 %
Total 100 % 100 %

NOTE 6 INVENTORY AND COSTS OF GOODS SOLD

Inventory :
Parent company Group

2004 2005 Inventory specification : 2005 2004
5 619 093 14 739 357 Raw material and semi manufactured products 20 924 527 5 619 093

0 129 898 Stock for sub supplier 129 898 0
3 340 488 3 431 368 Stock for maintenance contracts 3 431 368 3 340 488

0 0 Work in progress 6 208 402 2 642 666
6 684 904 17 258 170 Finished goods 17 258 170 14 106 698

-99 888 -279 421 Obsolescence -579 421 -399 888
15 544 597 35 279 372 Total 47 372 944 25 309 057

All inventories is valuated at lower of cost and net realisable value.

Costs of goods sold :
Parent company Group

2004 2005 COGS spesification : 2005 2004
87 374 850 231 189 005 Purchase of goods 252 905 040 168 945 794

159 848 313 208 Freight, customs etc. 805 325 650 235
235 260 198 509 External services handling of COGS 217 582 205 211

-5 669 807 -19 374 777 Change of inventories -20 628 245 -32 185 830
82 100 151 212 325 945 Total 233 299 702 137 615 410

NOTE 7  INTANGIBLE ASSETS AND TANGIBLE FIXED ASSETS

Parent company
Development Machinery and fixtures Total

Acquisition cost as of 1.1 48 341 982 57 943 115 106 285 097
Net change discontinued operations -6 153 926 -306 000 -6 459 926
Additions 5 945 604 7 882 37 13 827 979
Disposals 0 0 0
Historic cost as of 31.12 48 133 660 65 519 490 113 653 150

Accumulated depreciation and write-downs as of 1.1 32 871 104 32 123 961 64 995 065
Net change discontinued operations -571 927 0 -571 927
Depreciation and write-downs of the year 4 867 276 8 293 247 13 160 523
Accumulated depreciation disposals 0 0 0
Accumulated depreciation and write-downs as of 31.12 37 166 453 40 417 208 77 583 661

Net book value as of 31.12 10 967 207 25 102 282 36 069 489

Economical lifetime 4-5 years 5-10 years
Depreciation schedule Straight line Straight line

Securities for bank guarantees and overdraft facility
As of 31.12.05 assets in the parent company valued to NOK 25,102,282 is pledged as security for guarantee facility and overdraft facility in
DnB NOR Bank ASA.
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Group

Development Machinery and fixtures Total

Cost as of 1.1 49 712 680 91 294 291 142 998 287

Net change discontinued operations -6 153 926 -306 000 -6 459 926

Additions 5 945 604 15 792 712 21 738 316

Disposals 0 0 0

Cost as of 31.12 49 504 358 106 781 003 158 276 677

Accumulative depreciation and write-downs as of 1.1 33 289 645 53 390 171 88 671 132

Net change discontinued operations -571 927 0 -571 927

Depreciation and write-downs of the year 5 006 789 11 307 272 16 314 061

Accumulated depreciation disposals 0 0 0

Accumulated depreciation and write-downs as of 31.12 37 724 507 64 697 443 104 413 266

Net book value as of 31.12 11 779 851 42 083 560 53 863 411

Economical lifetime 4-5 years 5-10 years

Depreciation schedule Straight line Straight line

Research and development (R&D)

The group capitalises costs regarding development activities. Capitalised costs for 2005 consist of development of a new electronic tag, 

(Two Piece Tag) and new generation of products that is a part of the company’s toll road systems. For 2005 research-expenses included in

the P&L have been immaterial. Development cost included in the P/L statement amounts to NOK 22,011,516 in 2005. 

Capitalised costs mainly consists of salary incl. social expenses, purchase of materials, as well as external services. Development is

depreciated over the products expected lifetime.

Q-Free expects to receive income covering the capitalised development costs.

NOTE 8 LEASES
Group

2005 2004

Capitalised financial leases

Fixed assets
Machinery and equipment leased as fixed assets 4 222 966 4 794 919

This year depreciations on leased fixed assets 571 953 571 953

Debt
Lease obligations as long-term debt 0 919 000

The lease obligation and the book value of the leased equipment materially differs due to the fact that the debt related to the leased

equipment already is partly repaid. 

Estimated period of lease is 5 years from time of investment (2001)

The lease agreement is valid until one of the parties gives a written notice. Mutual term of notice is six months. If the agreement is terminated,

Q-Free is obligated to purchase from the supplier already produced goods at fixed prices, received raw materials and other commitments

that can not be cancelled, and cover expenses in relation to started production. Remaining lease payments are NOK 752,403 which is due

within one year.

In case the agreement is terminated, Q-Free has a right of and a duty to repurchase any production equipment, that is the property of the

supplier and which is invested specifically for Q-Free products. The repurchase price is set equal to the investment value (including incurred

interest), less depreciated value (including interest) at the date of repurchase. When the investment is fully depreciated according to plan, the

repurchase value is set to NOK 0.
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The main part of lease agreements not stated in the balance sheet is lease of the companies facilities in Norway. Q-Free ASA leases its

facilities in Trondheim from Q-Free International AS. The lease contract is running until 1 September 2012, with an option for two more periods

of five years. The other lease contracts are running from one to five years.

NOTE 9 OTHER OPERATING EXPENSES

Specification :

Parent company Group

2004 2005 Category 2005 2004

4 425 124 0 Intercompany services 0 0

43 919 519 49 991 079 Foreign services 55 858 200 53 559 075

12 947 519 11 752 284 Travelling expenses 12 812 099 14 512 702

324 962 332 207 Licence fee and royalties 497 613 324 962

4 834 237 12 262 729 Rent, including remaining costs facilities 14 894 522 5 993 185

1 594 037 1 007 789 Leasing machinery, cars, etc. 1 054 231 3 445 235

34 913 965 11 141 Loss on contracts (receivable) 1 320 650 35 180 175

35 759 460 12 881 910 Other costs 14 427 841 42 914 529

-34 051 447 -21 548 552 Net change from discontinued operations -21 548 552 -34 051 447

104 667 376 66 690 587 Total 79 316 604 124 255 682

NOTE 10 ACCRUALS

Accrual for warranty costs Restructuring cost Other expenses TOTAL

01.01.05 10 104 420 1 709 792 368 214 12 182 426

Accruals deposited during 2005 5 200 000 0 0 5 200 000

Accruals reversed during 2005 0 -1 709 792 -368 214 -2 078 006

Amount as of 31.12.05 15 304 420 0 0 15 304 420

NOTE 11 FINANCIAL ITEMS

Financial instruments

The Company is exposed to currency fluctuations, particularly with the euro and US dollar as a considerable portion of the Company’s

revenue is in foreign currency. The Company uses futures contracts and other hedging instruments to reduce its currency risk and thus

reduce the market risk.  

The Group is exposed to risk involved in customers not having the ability to fulfil their financial obligations. However, this risk is considered to

be low since the Company’s customers are major IT companies, public authorities and key road concessionaires in Norway and abroad. This

is underscored by a historical low loss ratio on receivables. When the Company enters a new market, the credit risk will be assessed in each

individual case and hedging measures assessed such as payment guarantees, to be implemented as required. 

Lease agreements not stated in balance sheet

1000 NOK Parent company Group

Duration period Within 1 year 1 - 5 years Over 5 years Within 1 year 1 - 5 years Over 5 years

Annual lease of machinery and fixed assets 6 378 3 492 2 565 8 891 3 732 2 565

Forward contracts as of 31.12.05 Due dates :

Sale contracts Q1 2006 Forward Q2 2006 Forward Q3 2006 Forward

Rate Rate Rate

USD 1 200 000 6,53 0 0

EURO 3 750 000 8,04 0 2 000 000 8,04
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Foreign exchange :

Exchange loss and gain included in the P&L :

Parent company Group

2004 2005 Specification 2005 2004

4 959 690 6 560 003 Gain on exchange 8 583 712 7 405 124

-6 235 656 -7 787 992 Loss on exchange -8 780 992 -8 338 673

-1 275 966 -1 227 989 Total -197 280 -933 549

The following exchange rates is used when consolidating the group.

Currencies : Currency rate Average Currency rate

01.01.05 currency rate 31.12.05

Euros EUR 8,260 8,123 7,985

Australian Dollar AUD 4,902 4,930 4,957

Malaysian Ringgit MYR 1,595 1,695 1,794

Brazil Real BRL 2,393 2,695 2,914

US Dollar USD 6,260 6,491 6,726

Great British Pound GBP 11,755 11,750 11,740

NOTE 12 ACCOUNTS RECEIVABLE

Parent company Group

2004 2005 2005 2004

81 204 156 107 106 751 Customer receivables 132 116 576 114 197 610

64 257 104 40 281 101 Receivables from group companies 0 0

-36 324 278 -31 005 609 Provision for doubtful debts -6 781 911 -9 950 000

-8 364 000 0 Net reduction discontinued operations 0 -8 364 000

100 772 982 116 382 243 Total 125 334 665 95 883 610

29 778 965 746 682 Loss on receivables 2 056 191 29 965 175

5 135 000 -735 541 Changes in provisions for doubtful debts -735 541 5 215 000

34 913 965 11 141 Total 1 320 650 35 180 175

NOTE 13 ON-GOING PROJECTS

Parent company and group

2005 2004

Revenue on-going projects 228 481 334 129 161 336

Expenses on-going projects, inclusive provisions for the entire expected loss -178 538 142 -74 418 672

Profit on on-going projects 49 943 192 54 742 664

The group is not involved in any projects with expected loss pr. 31.12.05.
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NOTE 14 TAXES

Parent company Group

2004 2005 2005 2004

Total tax expenses for the year

59 292 0 Tax payable on this years profit for norwegian companies -485 799 1 094 536

0 0 Tax payable on this years profit for foreign companies -5 690 427 1 473 059

-78 721 -182 272 Adjusted allocated tax from last year -182 272 -38 158

0 -356 327 Change in deferred tax for norwegian companies 0 -1 592 952

0 0 Change in deferred tax for foreign companies 0 0

-19 429 -538 599 Total -6 358 498 936 485

0 % 1 % Tax rate 5 % 4 %

Tax payable for the year

-54 000 656 91 103 023 Ordinary profit before tax continued operations 118 674 010 -25 874 573

-60 389 351 -17 801 552 Ordinary profit before tax discontinued operations -17 801 552 -60 389 351

-114 390 007 73 301 471 Total ordinary profit before tax 100 872 458 -86 263 924

4 283 532 -5 171 173 Permanent differences -6 964 519 9 971 680

73 024 669 -20 270 107 Change in temporary differences -19 215 590 46 918 665

0 -47 860 191 Use of deficit put forward -53 927 202 0

-37 081 806 0 Basis for tax payable, norwegian companies 20 765 147 -29 373 579

59 293 0 Tax payable for norwegian companies (28%) 485 799 1 123 426

Tax payable for foreign companies 5 690 427 1 491 218

Specification of tax payable in the balance sheet

59 292 0 Tax payable on this years profit, norwegian companies 485 799 1 123 426

-59 292 0 Tax payable on group contribution 0 -656 280

0 0 Tax payable on this years profit, foreign companies 5 690 427 1 491 207

0 0 Advance tax payment, foreign companies -2 336 212 0

0 0 Carried forward tax compensation 0 -9 788

0 0 Total tax payable 3 840 014 1 948 565

Specification on basis for deferred tax

Differences evaluated to be offset:
5 849 517 8 136 731 Fixed assets 7 347 263 4 717 313

12 466 860 34 555 230 Current assets 32 600 432 36 926 211

-12 949 685 -17 055 161 Liabilities -17 155 161 -13 449 685

-70 531 193 -24 323 554 Carry-forward losses -26 442 634 -71 847 587

-38 616 -40 648 Other differences 322 269 -322 393

-65 203 117 1 272 598 Total -3 327 831 -43 976 141

-18 256 873 356 327 Deferred tax (+) / tax assets (-) -942 698 -12 313 319

Deferred tax  (-) / tax assets (+) in balance sheet of 31.12.

-18 256 873 356 327 Tax assets (-)/ deferred tax (+) norwegian companies -779 120 -12 313 320

0 0 Tax assets (-)/ deferred tax (+) foreign companies -163 578 0

59 293 0 Tax assets (-)/ deferred tax (+) on group contribution 0 0

18 197 580 0 Deferred tax asset, off balance sheet 942 698 12 313 320

0 356 327 Total tax assets (-) / deferred tax (+) 0 0
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Because of a stricter policy on including deferred tax assets in the balance sheet based on IFRS than NGAAP, this asset was removed from

the balance sheet when converting to IFRS. 

Parent company Group

2004 2005 2005 2004

Reconsiling the tax cost

-32 029 202 20 524 412 Tax on accounting result 27 996 815 -23 714 024

-19 429 -538 599 Tax expenses -6 358 498 -936 485

-32 009 773 19 985 813 Deviation 21 638 317 -22 777 539

Specification

1 199 389 1 447 928 Tax result permanent differences 1 658 070 1 004 027

-78 721 -182 272 Adjusted allocated tax from last year -182 272 -78 721

30 897 422 18 720 157 Change in deferred tax asset, off balance sheet 20 193 893 9 970 202

0 0 Change in deferred tax asset, off balance sheet demerger 0 11 913 405

-8 317 0 Remuneration on dividend paid -31 374 -31 374

32 009 773 19 985 813 Total 21 638 317 22 777 539

NOTE 15 EARNINGS PER SHARE

2005 2004 2003

Ordinary result / annual result 93 939 973 -88 483 384 -16 075 804

Weighted average number of ordinary shares 50 809 853 50 618 189 45 583 268

Dilutive effect of share options 355 316 157 623 0

Weighted average number of diluted shares 51 165 169 50 775 812 45 583 268

Earnings per share (NOK) 1,84 -1,90 0,37

Diluted earnings per share (NOK) 1,83 -1,89 0,37

NOTE 16 SUBSIDIARIES

Subsidiaries

Etablished Location Country Ownership Voting share

Q-Free MagCom AS 2001 Oslo Norway 100 % 100 %

Micro Design AS 1984 Trondheim Norway 100 % 100 %

Mobiliser AS 2001 Trondheim Norway 100 % 100 %

Q-Free Portugal Lda. 1997 Lisbon Portugal 100 % 100 %

Q-Free América Latina Ltda. 1998 Sao Paolo Brasil 100 % 100 %

Q-Free Australia Pty. Ltd. 1999 Sydney Australia 100 % 100 %

Q-Free Sdn. Bhd. Malaysia 1997 Kuala Lumpur Malaysia 100 % 100 %

Noca Holding AS – Group (*) 2001 Trondheim Norway 100 % 100 %

Taiwan ETC Service Company 2003 Taipei Taiwan 40 % 40 %

Q-Free International Hellas S.A. 2004 Athen Hellas 100 % 100 %

Total
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(*) Q-Free ASA owns through Noca Holding AS indirectly 48.72 % in Noca Assembly AS. Q-Free ASA owns directly 4.76 % in Noca Assembly AS.

Q-Free ASA's owner share through indirectly and directly ownership in Noca Assembly AS therefore totals 53.48 %.

Book value in parent company of subsidiaries companies:

Cost Book value Equity Equity adj., Book value Loss over Companys Result after 

31.12.04 method change to cost -   31.12.05 the P&L equity tax last

method per 31.12.05 year

Q-Free MagCom AS 7 825 093 1 0 1 1 0 -1 780 131 11 572

Micro Design AS 400 000 212 396 335 768 -123 372 21 2397 0 300 051 -6 120

Mobiliser AS 175 125 96 325 174 260 -77 935 96 325 0 67 321 -6 120

Q-Free Portugal Lda. 203 925 203 925 1 059 713 -855 788 203 925 0 674 827 181 643

Q-Free América Latina Ltda. 4 852 546 2 407 253 0 2 407 253 2 407 253 0 -2 087 451 6 905 287

Q-Free Australia Pty. Ltd. 5 5 2 282 420 -2 282 415 5 0 13 879 411 11 485 327

Q-Free Sdn. Bhd. Malaysia 1 154 888 1 154 888 0 1 154 888 0 -1 154 888 -12 313 651 217 855

Noca Holding AS – Group 4 592 446 4 718 836 6 689 138 -1 970 302 4 718 836 0 13 454 602 1 582 115

Taiwan ETC Service company 2 656 842 2 656 842 0 0 0 0 0 0

Q-Free International Hellas S.A. 521 635 0 521 635 0 521 634 0 402 912 3 331

Total 22 382 505 11 450 471 11 062 934 -1 747 670 8 160 376 -1 154 888

NOTE 17 INVESTMENTS IN ASSOCIATED COMPANIES

Parent company and the Group

Company's Number of Book value Book value

share capital shares Ownership in Parent in Group

Vegamot AS 1 805 000 6 050 33,51 % 166 019 166 019

Total 166 019 166 019

In 2005 the group has accounted NOK 438,981 as a financial expense rearding valuation of the shares in Vegamot AS. 

Fair value is expected to exceed the book value.

NOTE 18 INVESTMENTS IN SHARES IN OTHER COMPANIES

Parent company and the Group

Company's Number of Book value Book value Profit & (Loss) 

share capital shares Ownership in Parent in Group over the P&L

FARA ASA 62 781 237 11 878 210 18,92 % 25 775 716 25 775 716 9 896 776

Leiv Eiriksson AS 31 090 000 9 919 0,99 % 307 800 307 800 -70 431

Asti AS 7 898 000 2 900 13,81 % 1 083 861 1 083 861 158 729

Others 0 90 645 0

Total 27 167 377 27 258 022 9 985 074

Q-Free VOF, Nederland (ANS) * 19 765 19 765 0

Total 27 187 142 27 277 787 9 985 074

(*) Q-Free VOF Nederland is a Joint Venture company, established in 1998. The allotment has been shown after gross costs. 

NOTE 19 CASH AND CASH EQUIVALENTS

The group has a multipel currency account agreement in DnB NOR Bank ASA.

Parent company Group

2004 2005 Liquidity fund 2005 2004

35 008 887 129 976 718 Cash and bank deposits 170 734 199 61 977 592

2 746 650 2 993 174 Including restricted funds for taxes withheld 4 215 933 3 397 034

32 262 237 126 983 544 Unrestricted liquid assets 166 518 266 58 580 558

32 262 237 126 983 544 Liquidity fund 166 518 266 58 580 558
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NOTE 20 INVESTOR RELATIONS 

The company has one class of shares and there is no voting restrictions. Per 31.12.05 the number of shares was 50,909,269. 

Face value per share is NOK 0.38. Total share capital per 31.12.2005 was NOK 19,345,522.

Ordinary shares

2005 2004

Shares issued per 01.01 50 644 269 45 583 269

Share options excercised 265 000 511 000

Share issue 20.04.04 0 4 550 000

Total shares issued per. 31.12. 50 909 269 50 644 269

The company's largest share holders per 31.12.05:

Number of shares Percentage ownership Voting rights

ODIN NORGE 4 613 150 9,06 % 9,06 %

TROJAN AS 3 540 200 6,95 % 6,95 %

STATE STREET BANK & TRUST CO. 2 225 231 4,37 % 4,37 %

HAUAN CONSULTING AS 2 107 000 4,14 % 4,14 %

JPMORGAN CHASE BANK 1 840 000 3,61 % 3,61 %

HANDELSBANKEN MARKETS 1 745 500 3,43 % 3,43 %

SKAGEN VEKST 1 700 000 3,34 % 3,34 %

ANDRESEN, Lars 1 633 600 3,21 % 3,21 %

GRIMNES, Jan Phil 1 425 000 2,80 % 2,80 %

KIKUT AS 1 278 000 2,51 % 2,51 %

WEGA AS 1 045 900 2,05 % 2,05 %

STOREBRAND LIVSFORSIKRING AS 896 652 1,76 % 1,76 %

STATOILS PENSJONSKASSE 887 550 1,74 % 1,74 %

NORDEA BANK DENMARK AS 828 700 1,63 % 1,63 %

SAGA EQUITY FUND 800 000 1,57 % 1,57 %

CAIS BANK PARIS 730 500 1,43 % 1,43 %

NORDEA LIV NORGE AS 653 625 1,28 % 1,28 %

DANSKE FUND NORGE VEKST 616 639 1,21 % 1,21 %

STATOIL FORSIKRING AS 605 500 1,19 % 1,19 %

DELPHI NORGE 589 000 1,16 % 1,16 %

Other share holders 21 147 522 41,54 % 41,54 %

Total 50 909 269 100,0 % 100,0 %

Number of shares held by the CEO and the board of directors :

Name Position Shares

Geir Ove Kjesbu CEO 50 000

Ole Jørgen Fredriksen Chairman 100 000

Christian Albech Member 0

Harald Arnet Member 0

Kristin Brå Member 0

Audun Myrhol Employee repr. 0

Arild Hassel Employee repr. 0

Total 150 000

At the end of 2005 1,365,000 shares are reserved according to the share option program described in note 4. 
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NOTE 21 OFF BALANCE SHEET COMMITMENTS

Parent company Group

2004 2005 2005 2004

Guarantees and loans secured by mortgage

0 0 Long-term liabilities 4 021 968 3 550 000

0 0 Total 4 021 968 3 550 000

71 848 625 44 804 345 Guarantees to customers, suppliers and lease 48 107 830 71 848 625

contracts secured by the following :

Book value of assets securing mortgages and guarantees :

118 812 976 126 307 833 Account receivable 131 116 268 100 812 976

18 224 597 35 279 374 Inventories 47 372 944 21 880 668

25 819 154 25 102 282 Tangible assets 42 083 561 25 819 154

162 856 727 186 689 489 Total 220 572 773 148 512 798

NOTE 22 TRANSITION FROM NGAAP TO IFRS

The Group's annual financial statement is based on the general principle of historical cost, prepared in accordance with IFRS. IAS 32 og IAS

39 was implemented 01.01.05.

This is the first annual financial statement prepared according to IFRS and includes the following :

- Profit and Loss Statement

- Balance sheet

- Specification of change in equity

- Cash flow Statement

- Notes to annual financial statment including description of the Group's accounting principles.

According to IFRS the financial statment must include a detailed specification of changes in the equity.

IFRS requires compareable figures from last period, that is the fiscal year 2004. Oslo Stock Exchange demandes that 2003 NGAAP-figures

are presented.

The general accounting principles described in the notes are used when preparing the Groups's financial statements per 31.12.2005,

comparable figures per 31.12.2004 and when recalculating the IFRS opening balance per 01.01.04, that is the Group's transition date for

converting from NGAAP to IFRS.

Specification of IFRS implementation effects on earlier reported figures  :

Deferred taxes

Deferred tax asset should be capitalised to the extent it is probable that it can be utilised. IFRS represents stricter definitions of "probable"

and thus for capitalisation. According to this Q-Free removed the amount capitalised per 31.12.03 and classified this as a change of

accounting principles and accounted 3,005,875,- as a equity-change in the parent company. Corresponding figure for the Group was 0,-.

Pension funds / liabilities

When implementing IFRS on the transition date the accumulated estimate-deviations, not recogonized in the Profit and Loss Statement, was

nilled in the opening balance. The changes in the estimates used has been immaterial. Unrealised gains and losses are distributed over the

estimated remaining average accrual period. 
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According to IAS 19 the parent company capitalised NOK 735,389  per 1. januar 2004. Figures for the group was net pension liabilities

NOK 711,926.

Dividends / Reclassification of long term debt

Dividends is not deposited in the accounts before the company is obligated to pay, which normally is decided during the Annual General

Meeting. Under NGAAP dividends was deposited in the fiscal year before the Annual General Meeting was held.

The down-payment for the first year is reclassified from long-term debt to short-term debt. Per 1. january 2005 the group reclassified

NOK 2,910,000 from long-term to short-term debt. Figures for the parent company was NOK 1,310,000.

Shares

Shares are financial instruments and shall be classified and valuated according to IAS 39. According to the classification criteria in IAS 39

investments in shares are valuated at fair value. The group's shares are classified as "fair value option shares", where the change in value is

presented over the P&L.

Shares valuated to fair value represented an increase of NOK 650,000 for shares in the balance sheet both for parent company and the

group.

Changes in equity Parent company Group

Per 01.01.2004 NGAAP 272 789 960 260 429 342

Pension liabilities -1 028 745 -2 594 513

Deferred tax asset -3 005 875 0

Per 01.01.2004 IFRS 268 755 340 257 834 829

Changes in equity

Per 31.12.04 NGAAP 217 196 547 221 937 646

Implementation effects opening balance -4 034 620 -2 594 513

Changes over the P&L -25 162 104 -22 283 522

Dividends 213 992

Per 31.12.04 IFRS 187 999 823 197 273 603

Implementing IAS 39 650 000 650 000

Per 01.01.05 188 649 823 197 923 603

Profit and Loss Statement 2004

NGAAP Result -83 481 473 -64 916 887

Deferred tax asset -25 162 101 -22 283 522

IFRS Result -108 643 574 -87 200 409

Merger effect -5 727 004 0

Adjusted IFRS result -114 370 578 -87 200 409
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Paragraph 1. The company’s name is Q-Free ASA. The company shall be a public limited company.

Paragraph 2. The company’s registered office is in Trondheim, Norway.

Paragraph 3. The company’s object is to be engaged in research, development, production and sales and everything else
in this connection.

Paragraph 4. The share capital of the company is 19.345.522,22, distributed between 50.909.269 stocks, each with a par
value of NOK 0,38.

The company’s shares shall be registered in Verdipapirsentralen (The Norwegian Registry of Securities).

Paragraph 5. The Board of Directors shall have 3-8 members subject to the General Meeting’s decision.

The Board of Directors represents the company, and has the right to sign the company. In addition, the
Chairman of the Board and one member of the Board jointly have the right to sign the company.

The Board of Directors may grant powers of procuration.

Paragraph 6. An Ordinary General Meeting will be held prior June 30th.

The Ordinary General Meeting shall handle:

1. Pass resolution of result and balance.
2. Allocation of profit or covering of loss in accordance with the stipulated balance and distribution 

of dividends.
3. Election of members to the Board of Directors.
4. Pass resolution of remuneration for the members of the board.
5. Elect members to the election committee.
6. Pass resolution of remuneration for the members of the election committee.
7. Pass resolution of the auditor’s remuneration.
8. Other cases that the Board submit in their summon or as a shareholder wish to address when 

such is submitted at the latest 3 weeks prior to the General Meeting.
9. Other cases that according to Law falls within the powers of the General Meeting.

Paragraph 7. The company shall have an election committee. The election committee’s task is to submit nomination to the
General Meeting for the election of shareholder-elected members to the Board, and to suggest remuneration
to the Board.

The election committee consists of three members who shall be shareholders or representatives for the
shareholders. The General Meeting elects the members. The election committee members are elected for
two years at a time. The General Meeting can pass regulations governing the election committee.

Paragraph 8. Furthermore, the company legislation at any given time shall be applicable.

Trondheim, 22 March 2006

Shareholders of Q-Free ASA

ARTICLES OF ASSOCIATION FOR Q-FREE ASA
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