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Good resilience for our main    
performance indicators

Net sales

Operating income
Before non-recurring items

Operating margin
Before non recurring items

Net income

EUR 15,590 M

EUR 1,368 M

8.8%

EUR 889 M

EUR 266 M of FCF in 2004Free Cash flow EUR -124 M

Change: +3.6%      
(+2.7% at constant exchange rate)

+5.0%

+0.1 point

+35.9%

Gearing 90% Stable / 1.1.2005
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Tire markets posted reasonable growth, with the exception of the
Truck Replacement market in Europe and Brazil, and the Passenger
Car and Light Truck Original Equipment markets 

Raw materials were up 15% in 2005/04, compared to +12% in 2004/03
and +10% in 2003/02

The +5.1% price-mix effect has fully offset raw material cost 
increases and lower volumes

Operating performance of the 3 segments converged at a good 
level:

SR1: sustained operating performance at a high level
• SR2: Impact of the sharp drop of the European replacement market 
• SR3: Very significant operating margin, with structural improvement 

The Group accelerated its investment program in line with its
development strategy

2005 Highlights
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2005 Highlights 

Sharp decline of accident 
frequency rate

94% of tires produced in ISO 
14001 certified sites

2005: an innovative year
with Michelin Durable 
Technologies – Michelin 
reinvents the truck tire

Exceptional ranking in 
competition: Formula 1, 
WRC World Rally 
Championship and MotoGP

Michelin’s Bibendum Forum 
& Rally in Japan
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2005 operating performance

MIXED MARKET 
EVOLUTION CONTINUOUS INCREASE 

OF RAW MATERIAL COSTS
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Robust tire markets in 2005
except for European truck market

Passenger 
car

OE

RT

Europe North 
America

Asia

Truck

OE

RT

Europe North 
America

Asia South 
America

-0.7%

+1.6%

-0.3% +8.5%

+4.4%

+4.0%

-4.7%*

+7.7%

+0.2% +10.0%

Africa

Middle East

South 
America

Africa     
Middle East

+8.6%

+2.0%

+9.1%

+3.9%+2.3%

+2.7%

+ 3.0%

-0.8% +6.2%

+4.1%

* Euro pool: 15 countries in the EU
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European truck tire replacement 
market:  At its lowest  level since 1997 

• Market below 9 million tires 
• Low reached in November 2005
• 4.7% decline of most markets:  

(Germany –5%; France –3%, UK –5.5%; Italy -3.5%, Spain -2%)

1 0 ,0 %

1 5 ,0 %

2 0 ,0 %

2 5 ,0 %

3 0 ,0 %

3 5 ,0 %

4 0 ,0 %

4 5 ,0 %

5 0 ,0 %

J 00 J 01 J 02 J 03 J 04 J 05
15 Western European countries - 12 rolling months 

8,7
8,9
9,1
9,3
9,5
9,7

In millions of units



Page 8 Consolidated annual results February 14, 2006

2005 Net Sales: 
Price-mix offset lower sales volumes

2004
Net sales

2005
Net sales

+3.6%

15,048
15,590

Price-mix

+5.1%

+0.9%

Exchange rates

Volumes
Scope

-0.5%

-1.8%

(in EUR million)

05 /  04



Page 9 Consolidated annual results February 14, 2006

Passenger Car – Light Truck: 
Positive effect of winter season on 

volumes

Europe RT

North 
America RT

Europe OE

North 
America OE

China RT

Good winter season offsetting summer season.          Good winter season offsetting summer season.          
Good price effect. Underperformance Good price effect. Underperformance vsvs market market 

Good performance of Michelin brand. Repositioning Good performance of Michelin brand. Repositioning 
of associate brands and mix improvementof associate brands and mix improvement

Evolution according to market share of main Evolution according to market share of main 
customers. Good dimensional mixcustomers. Good dimensional mix

Volumes Volumes impactedimpacted by the performance by the performance 
of of somesome car manufacturerscar manufacturers

Market share gains for Michelin brandMarket share gains for Michelin brand
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Truck:
Continuous expansion 

except in Europe

Europe RT

North 
America RT

Europe OE

North 
America OE

Brazil RT

Lower volumes in declining marketLower volumes in declining market

Good performance in new tires and Good performance in new tires and retreadingretreading

Repositioning completedRepositioning completed

Positions strengthened in a robust marketPositions strengthened in a robust market

Market share gains in a decreasing marketMarket share gains in a decreasing market



Page 11 Consolidated annual results February 14, 2006

2004
Operating margin               

before non recurring items

1,303 M€

8.7%

1,368 M€

8.8%

Price-mix
Exchange           

rates

Scope
External    
costs*

05 /  04 in  M€

Stable operating margin despite
continuous deterioration of the environment

Internal                  
costs** 

+747 -562

-36

+21
+24

Price-mix improvement fully offsets decline in sales volumes and
continuous growth of external costs (raw materials, logistics, energy)

* External costs: raw materials + logistics + energy
** Production slow down costs partially offset 
by lower SG&A

Volume 

-129

2005
Operating margin         

before non recurring items
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The tire industry continued to be faced
with severe inflationary pressure

15% 13%

42%

28%

11%
2%

56%
45%

Nat. rubber
RSS3 (SGD
cents/kg)

Nat. rubber
TSR 20
(SGD

cents/ Kg)

Butadiene
US Gulf

(USD
cts/lb)

Butadiene
Europe
(EUR/t)

Styrene US
Gulf (USD

cts/lb)

Styrene
Europe
(EUR/t)

Feedstock
Rdam 1%
Europe
(USD/t)

Natural gas
(USD/bbl)

Change in market quotations of major raw materials                              

(2005 average price / 2004 average price)
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Raw materials                              
Impact still strongly negative:  

+62% in US$ since January 2001

85

100

115

130

145

160
2001

" In EUROS/kg "

" In US$/kg 
"

2002 2003 2004 2005

Impact of raw materials 05 / 04 increase 
for the Group:  + EUR 455 M 

+62%

+21%

Index 100: 
January 2001

Jan-01                   Jan-02               Jan-03               Jan-04               Jan-05
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Efficient cost control offset material cost 
increases and lower volumes

SG&A
In % of net sales 

20052004

Gross margin
In % of net sales

21.7%

23.4%

32.1%

30.5%
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Aug Sept Oct Nov Dec

Significant decrease of inventory in 2nd half

After seasonal effect, the decrease 
accelerates at the end of the year 

Monthly change of inventories
of finished products in tonnage
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More balanced contribution of the 
3 segments to Group operating margin

8.7%

1.8%

10.2%
9.3%

7.1%

8.8%9.1%

2004 2005
  SR 1   SR 2   SR 3 Groupe

.

SR1: -0.2 point
Stability despite lower volumes 
sold in Europe

SR2: -1.3 point
Impact of the European truck 
replacement slowdown

SR3: +5.3 points
Structural improvement of SR3 
and strong contribution of 
earthmover  

Operating margin before non-recurring 
items in % of sales 

8.9%
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SR1 (Passenger car & related distribution)

Stability of operating margin

-0.2pt 9.1%           Op. margin
before non-recurring 
items

+1.8%57%782Operating 
income
before non-recurring 
items

+3.9%55%8,621Net sales

2005/
2004

Group
%

Eur M 

Good winter season offset
lower volumes in 1st half
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SR2 (Truck & related distribution)   

Impact of strong decline of the European 
replacement market

-1.3 pt8.9%Op. margin
before non-recurring 
items

-9.8%33%451Operating
income
before non-recurring 
items

+3.5%33%5,072Net sales

2005/
2004

Group
%

Eur M 

Very good North American 
performance partially offset 
decline in Europe
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SR3 (Specialty activities)

Very significant operating margin,
with structural improvement 

+5.3pt7.1%Op. margin
before non-recurring 
items

286.8%10%135Operating 
income
before non-recurring 
items

2.5%12%1,897Net sales

2005/
2004

Group
%

EUR M 

Operating margin now close to 
that of the other two segments
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Net result: strong impact of 
non-recurring items
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2005 Consolidated income statement

+35.9%889654Net income

+24.2%
N/A

-411
+7

-331
-19

Income Taxes 
Net income from associated 
companies

+19.1%-280-235Interest income/expense

+27.0%
+1.9 pt

1,574
10.1%

1,239
8.2%

Operating income
% net sales

N/A206-64Non-recurring items

+ 0.1 pt8.8%8.7%% net sales

+5.0%1,3681,303Operating income
before non-recurring items

+3.6%15,59015,048Net sales

2005/2004%20052004In EUR M 
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-390-124+266Free cash flow

+7+129+122Disposals and other

-263-1,336-1,073Gross investments 

-116-65+51Accounts payable and       
other WCR

-191-155+36Trade receivables

-30-203-173Inventories

-337-423-86Change in WCR of which: 

+2031,5061,303Cash flow

2005/200420052004In EUR M 

Investment program in line with strategy
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Continuous inventory monitoring

Cumulative change of finished product inventories
 (in tonnes)

J J J J J J

1999 2000 2001 2002 2003 2004 20052005

Total inventories represent 20.7% of sales Total inventories represent 20.7% of sales 
against 25.0% in 1999 (against 25.0% in 1999 (proformaproforma IFRS)IFRS)
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Jan 1, 05 
Net debt

Dec 31, 2005
Net debt

+792

3,292
4,084

Exchange        
rates

+322
+151

Purchasing 
obligation of 

minority     
interests

Negative FCF
Dividend

+221+124

(en EUR millions)

Strong impact of currency fluctuations          
on net debt

Other         
changes

-26

In EUR Million
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3,292
3,647

4,0844,527

Shareholders
funds

Net debt

Jan 01-05 Dec 31-05

90% 90%Gearing

Stable gearing ratio thanks to             
shareholders equity increase
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2006 Outlook
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+8%

+2.9%* +5%

Passenger 
car

OE

RT

Europe
North 

America Asia

Truck

OE

RT

Europe North 
America

Asia South 
America

-0.6%

+2.8%

-0.7% +5%

-2.1% +2.6%

0%

+20%

Africa
Middle East

South 
America

Africa    
Middle East

+5%

+4%

+1.7% +5% +4%

+7%

+4%

+16%

2006 markets 
Decelerating original equipment

Replacement markets consistent with long term trend

+8%

* Western Europe + Eastern Europe + Russia
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2004 2005 2006

+11%+11%

+15%+15%2004 average

2005 average

2006 average

Average change of raw material
purchase costs in %

Continuing policy of including 
raw material cost increases 
into sales prices

Price increases announced   
by the Group in 2006

Raw materials:
stability of market prices expected in 2006
Year-on-year additional cost impact: +11%
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Outlook for 2006

Increase of the operating income
Operating margin similar to 2005

Dynamic sales growth

Impact from raw
material price

increases



Page 30 Consolidated annual results February 14, 2006

Group ambitions 
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The tire industry:
high growth potential

Evolution of world 
Passenger car / 
Light truck tire 
markets:

1.6 Bn
cars in 2030 
against 800 m
today

RT: +2.8%/year
OE: +1.7%/year

1,046
1,165

1,339

296

744

323

840

358

981

RT = Replacement (World)
OE = Original Equipment (World)

0

500

1 000

1 500

2004 2009 Est. 2014 Est.

M
ill

io
ns

 o
f t

ire
s

Source: Michelin 
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The tire industry:                        
high growth potential in mature markets

(USA, Western Europe, Japan)

0 500 1000

Total market growth 
(+1.2% / +1.8%)

Significant number of 
existing vehicles

+40+40--6060 MM
increase of tires sold from 

now to 2009

Source: Michelin 2005

2004
2009 Estimate, 
High-end assumption

+60Total

Japan

Western 
Europe

USA

+4

+28

+28

Millions of tires OE + RT
Source: Michelin 
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The tire industry: 
high growth potential in emerging markets 

Strong growth potential 
(+7% / +8% per year) 

leading to an estimated

+ + 7070--8080 MM
increase of tires sold 

from now to 2009
2004
2009       
Estimate,       
High end 
assumption

0 100 200 300
Millions of tires OE + RT

Total +80
+16Russia

Eastern
Europe

+10

China
+40

Mexico +6

Brazil +8
Source: Michelin 
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An ambitious strategy…

Global, profitable and sustainable growth
Above-market growth on high value-added 
technical segments, based on:

technology and innovation
portfolio of strong brands
better service for our customers
and distributors
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… to achieve our key objectives

Volume growth > 3.5%, with a stronger
growth on high value-added segments

Reach operating margin of at least 10%

Bring inventory  level at 16% of net sales

Achieve return on capital employed
(ROCE) > 10%

Generate significant positive
free cash flow   



Page 36 Consolidated annual results February 14, 2006

StimulateStimulate growthgrowth:

Continue geographic
deployment 
Develop activity in Specialty
markets
Increase our innovation
portfolio and intensify its
utilization
Broaden our access to the market
Strengthen the competitivity of our mass market &  
original equipment offering
Fully exploit potential of  focused growth

Strategy drivers are well identified 
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Deploy ambitious industrial policyDeploy ambitious industrial policy
“Muscle up” Western sites by modernising our industrial  
facilities and deploying the best practices
Accelerate production growth
Invest in top high-tech processes and lower project 
costs
Develop all new capacities in Eastern sites

Improve cost structureImprove cost structure
Significantly reduce Significantly reduce purchasingpurchasing costs costs 
Optimize balance sheetOptimize balance sheet

Improve supply chain to decrease inventories
Optimize cash flow

Strategy drivers are well identified 
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Stimulate growth 
by continuing geographic expansion

LAEM CHABANG
IN THAILAND

• €75m investment for
a 2.2m tire capacity
increase 

• Very fast production
ramp-up

• Significant economies
of scale due to site size

• High-tech product (VZ)
with high value-added
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Stimulate growth 
by developping activity on specialty markets

JACARANDA 
IN BRAZIL

•Building of an Earthmover dedicated site
boosting capacity to 55.000 t.

•€ 320 M investment
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Rolling resistance cut in 
half

Increased truck 
load-bearing 
capacity

20% reduction of 
braking distance 

Tire and electronics

Less material 
consumption

Retreading Optimization of tire life 
cycle (2x more miles)

Fuel saving
Raw material economy

Safety
Longevity

BUGATTI 16/4 Veyron

Stimulate growth
by accelerating

the Group’s technological lead 
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New 70 % 
attrition

Self-regenerating pattern

> New reference for grip performance through out tire life without 
mileage loss
> Improved security, productivity and mobility

Revolutionary tread

MICHELIN  Durable Technologies

Stimulate growth 
by accelerating

the Group’s technological lead 
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Thanks to Infinicoil architecture, XOne advantageously replaces the 
classical dual mounting on drive and trailer axles 

Fuel savings:  Fuel savings:  --5%                            5%                            
and weight reduction: and weight reduction: --600kg600kg

MICHELIN  Durable Technologies

Stimulate growth
by accelerating

the Group’s technological lead 
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Develop ambitious industrial policy
by “Muscling up” Western sites and

investing in highly productive processes

40

60

80

100

1 2 3 4 5 6 7 8 9

Number of employees/ tons produced

Index 100 in 1996

Index  46 in 2004

96 97 98 99 00 01 02 03 04

index

ARANDA IN SPAIN:

Investment of EUR 87 M
over 9 years

Productivity gains of
more than 110%

Doubling of production
between 1996 and 2004
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GREENVILLE IN THE US:

26M$ investment between 
2006 and 2008 to substantially 
improve site productivity

• 20% marginal increase of
capacity

• Increased productivity

• Project payback < 3 years

Develop ambitious industrial policy:               
“Muscle up” Western sites by modernising production 

facilities and deploying the best practices 

Greenville - SC
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Develop an ambitious industrial policy
by concentrating all new production 

capacities in the “East”

OLSZTYN IN POLAND
• Addition of a 3.5 million tires 

capacity

– Acceleration of production 
ramp-up with a 1 year gain 
compared to our best 
practices

– Highest  technology and most 
productive processes 

– The most competitive 
production costs

– Possible expansion of 3.5 
million Passenger car/ Light 
truck tires

Olsztyn: Michelin’s biggest site 
in Europe
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Conclusion

• In 2005, our operating income 
improved

• The 2005 performance does not 
reflect the Group’s growth 
potential 

• We will strengthen our focused 
growth strategy and our cost 
reduction efforts

• Our goal is to ensure dynamic 
sales growth, that will lead to 
further improvement in our 
operating income and an 
operating margin similar to 
2005 
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Annual results

2005

The end
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