OFFERING MEMORANDUM NOT FOR GENERAL CIRCULATION
IN THE UNITED STATES

HECKLER & KOCH

€295,000,000

Heckler & Koch GmbH

9.50% Senior Secured Notes due 2018

The 9.50% Senior Secured Notes due 2018 have bseed in the amount of €295 million (the “Notesfida
are the senior secured obligations of Heckler & iK@mbH (the “Issuer” or “HKQ").

The Notes bear interest at the rate of 9.50% par. ymterest on the Notes is payable on May 15 and
November 15 of each year, beginning on Novembef0%1. The Notes will mature on May 15, 2018. Témukr may
redeem some or all of the Notes at any time orfter May 15, 2014. Prior to May 15, 2014, the Issmay also redeem
all or part of the Notes by paying a “make-whole&mium. In addition, prior to May 15, 2014, theuss may redeem
up to 35% of the aggregate principal amount of Nlides with the net proceeds from certain publicitggqofferings.
Furthermore, the Issuer may during each 12-montioghending July 31, 2012, July 31, 2013 and JdlyZ)14 redeem
up to 10% of the aggregate principal outstandingwah of the Notes at a redemption price equal t8%4®f the
principal amount of Notes redeemed plus accrueduanpaid interest. The redemption prices are diszlssmder the
caption “Description of the Notes—Optional Redempti In the event of a Change of Control (as defiherein), we
must make an offer to purchase each series of titesNat a purchase price equal to 101% of the ipagh@mount
thereof, plus accrued and unpaid interest to te afgourchase.

The Notes are the senior secured obligations ofsthéer and rank senior in right of payment to ahigs future
indebtedness that is subordinated in right of paytriee the Notes. The Notes rank equally in righpayment with any
of its existing and future indebtedness that issulitordinated in right of payment to the Notesaddition, the Notes are
effectively subordinated in right of payment to asfyits future indebtedness that is secured bysliem its assets to the
extent of the assets securing such indebtednegsNoOtes are guaranteed on a senior basis by thetdind indirect
subsidiaries of the Issuer (each, a “Guaranteed’ @ilectively, the “Guarantees”). The Notes areused by a first
ranking security interest over our capital stock #me capital stock of our subsidiaries, as desdrilp “Description of
the Notes—Collateral.” The first ranking securityarest over our capital stock and the capitalkstdoour subsidiaries
may be released in circumstances described in ‘fipgiwn of the Notes—Collateral—Release of Collatér

Application has been made to admit the Notes tmtjson the Official List of the Luxembourg Stockdhange
and to trading on the Euro MTF Market of that exue

This offering memorandum constitutes a prospectiigshe Luxembourg Law dated July 10, 2005 on
Prospectuses for Securities.

Investing in the Notes involves risks. See “Risk FEa&ors” beginning on page 15.

The Notes and the Guarantees have not been, ahdowibe, registered under the U.S. SecuritiesoAdt933,
as amended (the “Securities Act”), or any stateisées laws. Accordingly, the Notes are being dtkand sold only to
qualified institutional buyers (“QIBs”) in accordaawith Rule 144A under the Securities Act (“RullA”) and outside



the United States in accordance with Regulatiom@&uthe Securities Act (“Regulation S”). Prospeeturchasers that
are QIBs are hereby notified that the seller of Nmes may be relying on the exemption from thevisions of
Section 5 of the Securities Act provided by RuldA4For a description of certain restrictions cansfers of the Notes,
see “Plan of Distribution” and “Notice to Investdrs

The Notes have been issued in the form of one oemlmbal notes in registered form. On the IssuteDe
global notes were deposited and registered in #menof a nominee of a common depositary for EuanceA./N.V.
(“Euroclear”) or Clearstream Bankinggciété anonymgClearstream Banking”).

Price: 98.750% plus accrued interest, if any, fronMay 12, 2011.

The initial purchasers expect to deliver the Natepurchasers, in book-entry form only, throughdelgar and
Clearstream Banking on May 12, 2011 (the “IssuesDat

Sole Global Coordinator and Bookrunner
Citi
Joint Lead Manager

Close Brothers Seydler Bank AG

May 17, 2011



You should rely only on the information contained n this offering memorandum. We have not, and the
initial purchasers (as defined below) have not, atibrized anyone to provide you with different information or
represent anything about the Issuer, its financiaresults or this offering that is not contained in his offering
memorandum. If given or made, any such other information or representation should not be relied upon s
having been authorized by the Issuer or the initialpurchasers. We are not, and the initial purchasersre not,
making an offer of these securities in any jurisditon where this offer is not permitted. You shouldnot assume
that the information contained in this offering menorandum is accurate as of any date other than theade on the
front of this offering memorandum.
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IMPORTANT INFORMATION

This offering memorandum has been prepared by lesysor use in connection with the proposed ofigriof
the Notes described in this offering memorandum famctheir listing on the Official List of the Luxebourg Stock
Exchange.

Citigroup Global Markets Limited and Close Broth&sydler Bank AG (the “initial purchasers”) make no
representation or warranty, express or impliedtoathe accuracy or completeness of the informatiomtained in this
offering memorandum. Nothing contained in this offg memorandum is, or shall be relied upon asyanfse or
representation by the initial purchaser as to tast pr future. We have furnished the informatiomtamed in this
offering memorandum and take the responsibility tfe¥ correct reproduction and extraction of theoiimfation. The
initial purchasers have not independently verifiag of the information contained herein (financiagjal and otherwise)
and assumes no responsibility for the accuracyommpteteness of any such information.

The initial purchasers will provide you with a copf/this offering memorandum and any related amesrdm
or supplements. By receiving this offering memorandyou acknowledge that you have had an oppoyttoitequest
from us for review, and that you have receivedadtlitional information you deem necessary to yetie accuracy and
completeness of the information contained in tliisrsng memorandum. You also acknowledge that yawehot relied
on the initial purchasers in connection with yonvdstigation of the accuracy of this informationyaur decision
whether to invest in the Notes.

The information set forth in relation to sectiorighds offering memorandum describing clearing agements,
including the section entitled “Book-Entry; Deliyeand Form,” is subject to any change in or repretation of the
rules, regulations and procedures of EuroclearlearStream Banking currently in effect. While weeyat responsibility
for accurately summarizing the information concegniEuroclear and Clearstream Banking, we accepfurther
responsibility in respect of such information.

Neither the United States Securities and Exchangarfission (the “SEC”), any state securities comioiss
nor any other regulatory authority, has approvediisapproved the Notes nor have any of the forggaiathorities
passed upon or endorsed the merits of this offevinthe accuracy or adequacy of this offering memdum. Any
representation to the contrary could be a crimiff@nse in certain countries.

The Notes are subject to restrictions on transfiéyabnd resale and may not be transferred orldesgcept as
permitted under the Securities Act and the applecattate securities laws pursuant to registrationexemption
therefrom. As a prospective purchaser, you shoaldware that you may be required to bear the finhrisks of this
investment for an indefinite period of time. RetierPlan of Distribution” and “Notice to Investofs.

The distribution of this offering memorandum and difering and sale of the Notes in certain judg§dns may
be restricted by law. See “Notice to New HampsResidents” and “Notice to Investors in the Unitedddtom.”

In making an investment decision, prospective itorssmust rely on their own examination of the &sand
the terms of the offering, including the merits aiss involved. In addition, neither the Issuer tiwe initial purchasers
nor any of our or their representatives are makimg representation to you regarding the legalitarofnvestment in the
Notes and you should not construe anything in dlffisring memorandum as legal, business or tax adwou should
consult your own advisors as needed to make yowsiment decision and to determine whether youlegally
permitted to purchase the Notes under applicalgia ievestment or similar laws or regulations. Yaust comply with
all laws applicable in any jurisdiction in which yduy, offer or sell the Notes or possess or diste this offering
memorandum, and you must obtain all applicable @otssand approvals; neither we nor the initial pasers shall have
any responsibility for any of the foregoing legadjuirements.

In this offering memorandum, we rely on and referirtfformation and statistics regarding our indusiye
obtained this market data from independent industrylications or other publicly available infornmti Although we
believe that these sources are reliable, we havendependently verified and do not guarantee tbeuracy and
completeness of this information.

The Notes have been issued in the form of one gembal notes. The global notes have been deubaitd
registered in the name of the nominee of a commepositary for Euroclear and Clearstream Bankingn3fers of
interests in the global notes will be effected tlylo records maintained by Euroclear, ClearstreamkiBg and their
respective participants. The Notes have not besueds in definitive registered form except under ¢treumstances
described in the section “Book-Entry; Delivery gramm.”



NOTICE TO NEW HAMPSHIRE RESIDENTS

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR W APPLICATION FOR A LICENSE
HAS BEEN FILED UNDER CHAPTER 421-B OF THE NEW HAMPISRE REVISED STATUTES ANNOTATED,
1955, AS AMENDED (“RSA 421-B”) WITH THE STATE OF NE HAMPSHIRE NOR THE FACT THAT A
SECURITY IS EFFECTIVELY REGISTERED OR A PERSON ISIGENSED IN THE STATE OF NEW
HAMPSHIRE CONSTITUTES A FINDING BY THE SECRETARY OBTATE THAT ANY DOCUMENT FILED
UNDER RSA 421-B IS TRUE, COMPLETE AND NOT MISLEADIB. NEITHER ANY SUCH FACT NOR THE
FACT THAT AN EXEMPTION OR EXCEPTION IS AVAILABLE FA&R A SECURITY OR A TRANSACTION
MEANS THAT THE SECRETARY OF STATE HAS PASSED IN ANYWAY UPON THE MERITS OR
QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAITO, ANY PERSON, SECURITY OR
TRANSACTION. IT IS UNLAWFUL TO MAKE, OR CAUSE TO BEMADE, TO ANY PROSPECTIVE
PURCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION @ONSISTENT WITH THE PROVISIONS
OF THIS PARAGRAPH.

NOTICE TO INVESTORS IN THE UNITED KINGDOM

This offering memorandum is for distribution onty persons who (i) have professional experience attars
relating to investments falling within Article 19(bf the Financial Services and Markets Act 200@¢Rcial Promotion)
Order 2005 (as amended, the “Financial Promotiote®y, (ii) are persons falling within Article 49(&) to (d) (“high
net worth companies, unincorporated associatior’§ ef the Financial Promotion Order, (iii) are sigte the United
Kingdom, or (iv) are persons to whom an invitatmminducement to engage in investment activity lfimithe meaning
of section 21 of the Financial Services and Marl@ts 2000) in connection with the issue or salethef Notes may
otherwise lawfully be communicated or caused tocbmmunicated (all such persons together being rexfeto as
“relevant persons”). This offering memorandum isdied only at relevant persons and must not keslam or relied on
by persons who are not relevant persons. Any invest or investment activity to which this offerimgemorandum
relates is available only to relevant persons aitido& engaged in only with relevant persons. Rietis of this offering
memorandum are not permitted to transmit it to ather person. The Notes are not being offered eopthblic in the
United Kingdom.

NOTICE REGARDING SERVICE OF PROCESS AND ENFORCEMENT OF JUDGMENTS

ALL OF THE DIRECTORS AND EXECUTIVE OFFICERS OF THESSUER ARE NON-RESIDENTS OF
THE UNITED STATES. ALL OR A SUBSTANTIAL PORTION OHHE ASSETS OF SUCH NON-RESIDENT
PERSONS AND OF THE ISSUER ARE LOCATED OUTSIDE THENIDED STATES. AS A RESULT, IT MAY
NOT BE POSSIBLE FOR INVESTORS TO EFFECT SERVICE BROCESS WITHIN THE UNITED STATES
UPON SUCH PERSONS OR THE ISSUER, OR TO ENFORCE AGN THEM IN U.S. COURTS JUDGMENTS
OBTAINED IN SUCH COURTS PREDICATED UPON THE CIVILIABILITY PROVISIONS OF THE FEDERAL
SECURITIES LAWS OF THE UNITED STATES. THE ISSUER ISBABEEN ADVISED BY COUNSEL THAT
THERE IS DOUBT AS TO THE ENFORCEABILITY IN GERMANYN ORIGINAL ACTIONS OR IN ACTIONS
FOR ENFORCEMENT OF JUDGMENTS OF U.S. COURTS, OF BINTIES PREDICATED SOLELY UPON THE
SECURITIES LAWS OF THE UNITED STATES.

STABILIZATION

In connection with this offering, Citigroup Globilarkets Limited (the “Stabilizing Manager”) or apgrson
acting on behalf of the Stabilizing Manager mayrea#ot the Notes or effect transactions with awi® supporting the
market price of the Notes at a level higher thaat thhich might otherwise prevail for a limited petiafter the Issue
Date.

However, there is no assurance that the Stabilidagager or any person acting on behalf of the ibtaiy
Manager will undertake stabilization action. Anglstization action may begin on or after the datewdhich adequate
public disclosure of the terms of the offering lo€ tNotes is made and, if begun, may be ended atimpy but it must
end no later than 30 days after the date on wihieHgsuer received the proceeds of the issue, ¢tatepnthan 60 days
after the date of the allotment of the Notes, whiahr is the earlier. Such stabilizing, if commenaedy be discontinued
at any time, and must be brought to an end aftienited period. The Stabilizing Manager does no¢md to disclose the
extent of any stabilizing transactions or the amadimny long or short position.



NOTE ON DEFINED TERMS USED IN THIS OFFERING MEMORAN DUM
“$” or “dollar” refer to the lawful currency of thenited States;
“€” or “euro” refer to the single currency of tiparticipating Member States in the Third Stag&wfopean
Economic and Monetary Union of the Treaty Estalatighthe European Community, as amended from time
to time;
“£” or “GBP” refer to the lawful currency of tHenited Kingdom;
“2004 Notes” refers to our €120 million 9.25% &erSecured Notes due 2011;

“EU” refers to the European Union;

“Financing” refers to the refinancing of the 20R4tes, the purchase of all HKB PIK Loans held liyck
parties and the payment of related transactiondadsxpenses;

“Group” refers to the Issuer, HKF, NSAF, SAG, HKBKI, HKS and SUI;

“Guarantors” refers to HKF, NSAF, SAG, HKD, HKHKS and SUI;

“HKB” refers to Heckler & Koch Beteiligungs Gmbldur indirect parent;

“HKB PIK Loans” refers to the loans made undex BiK loan facility agreement dated March 23, 2GGS6,
amended, between HKB and Merrill Lynch Internatipregs administrative agent, and the other parties
thereto;

“HKD” refers to our indirect, wholly-owned subsagdy, Heckler & Koch Defense, Inc.;

“HKF" refers to our indirect, wholly-owned subgdy, Heckler & Koch France SAS;

“HKH" refers to HK Holding, Inc., our direct pam&

“HKI” refers to our indirect, wholly-owned subsiy Heckler & Koch, Inc.;

“HKO” refers to the Issuer (or its predecessampanies, if the context requires);

“HKS” refers to HK Sidearms GmbH;

“IFRS” refers to International Financial RepodiStandards;

“NATO” refers to the North Atlantic Treaty Organaition;

“NSAF” refers to our indirect, wholly-owned sublgry, NSAF Limited;

“Reorganization” refers to the transactions diésct in “Summary—The Transactions—Reorganization”;
“SAG” refers to our indirect, wholly-owned subsidy Small Arms Group Holding, Inc.;

“SUI" refers to our indirect, wholly-owned subgdy, Suhler USA, Inc.;

“Transactions” refers to the Financing and therfganization;

“United Kingdom” and “U.K.” refer to the UnitediKgdom of Great Britain and Northern Ireland,;

“United States” and “U.S.” refer to the Unitedaf&ts of America; and

LT " ou

“we,” “us,” “our” and “Group” and other similaetms refer to the Issuer (or its predecessor compatf
the context requires) and its consolidated subsédia



PRESENTATION OF FINANCIAL AND OTHER DATA
Financial Information

We conduct substantially all of our manufacturimgl @ significant portion of our sales through thsuker. The
remaining portion of our business is conductedughoour subsidiaries. In this offering memorandwa, present the
consolidated financial information for the IssuEhis information consists of:

» the audited consolidated financial statementtheflssuer as of and for the year ended Decemh&t(@D
(including for comparative purposes the consoliddieancial information as of and for the year ehde
December 31, 2009); and

» the audited consolidated financial statementtheflssuer as of and for the year ended Decemh&t(8P
(including for comparative purposes the consoliddteancial information as of and for the year eshde
December 31, 2008).

The audited consolidated financial statements Herlssuer as of and for the year ended Decembez(RB,
includes comparative consolidated financial infotiora as of and for the year ended December 31, .200fs
comparative information has been restated fronatitited consolidated financial statements for sseidr as of and for
the year ended December 31, 2008. During the sequader of 2009, we acquired two U.S. subsidiafi¢sckler &
Koch, Inc. (“HKI") and Suhler USA, Inc. (“SUI"), dtectively the “SUI/HKI Group”) from an affiliatedroup. Since the
affiliated group has always been under common obntith us, we exercised the option of restating ourrent and
prior year figures as if this transaction had tagkce at the end of 2007. The restatement hasiedsn the SUI/HKI
Group’s consolidated balance sheet being addelatoof the Group as at December 31, 2007, withrialeaccounts
payable/receivable consolidated out. The HKO inwestt made in April 2009 has been shown as if iten@made in
December 2007, with this amount being held as algayuntil 2009; the difference between this comisition and the
net equity of the SUI/HKI Group at December 31, 208as been offset against Group equity (a reductibn
approximately €4 million in 2007). From Januarn2008 onwards, the income statements for the SUI/@Kiup have
been added to those of the Group, with internalsaations (sales, cost of sales, other income/eg)aonsolidated out.
Similarly, the cash flow statements of the SUI/HBtoup were added to those of the Group, with idtepayments
consolidated out. See Note 41 to the audited citaeld financial statements of the Issuer includisgwhere in this
offering memorandum.

The Issuer is an indirect wholly-owned subsidiafyHeckler & Koch Beteiligungs GmbH (“HKB”). Althouy
HKB in the past has made a number of investmerdsanducted operations in addition to its ownergliithe Issuer, at
present, on a stand-alone basis, its primary assatists of its ownership of the Issuer through H#ldings, Inc.
(“HKH"). In addition, it holds certain receivablé®m its shareholders, but substantially all ofgtr investments have
either been sold or wound down. See Notes 18 artd 8& HKB Financial Statements (as defined beldis)primary
liability consists of its obligations under the HKBK Loans. See Note 25 to the HKB Financial Statets. Its activities
consist of managing its investment in the Issuel, &ma lesser extent, employee, professional @askl costs associated
with its existence as an independent entity. Aiilesd below under “Summary—The Transactions—Reaurgdion,”
we intend to form a fiscal unity with HKB. Whether not the fiscal unity is achieved, we may seekdmbine with
HKB. Upon the establishment of a fiscal unity, wil We obligated to deliver the consolidated finehstatements of
HKB (as opposed to the Issuer) under the repontinigations in the Indenture and the covenant desdrunder
“Description of the Notes—Certain Covenants—Linidgaton Restricted Payments” will apply to HKB astifvas the
Issuer and to the Issuer as if it was a RestriStglosidiary. Accordingly, we are providing certaimahcial information
regarding HKB on a consolidated basis to aid irussin understanding its assets, liabilities arsdiits of operations.

This information consists of the audited consokdafinancial statements of HKB as of and for tharyended
December 31, 2010 (including, for comparative pagsothe consolidated financial information as af &or the year
ended December 31, 2009) (the “HKB Financial Stetest).

Except as otherwise noted, the financial statemieataded in this offering memorandum have beermpared
in accordance with IFRS and as adopted by the EamfJnion, including interpretations of the Intaimaal Financial
Reporting Interpretations Committee.

Some financial information in this offering memodam has been rounded and, as a result, the nuinerica
figures shown as totals in this offering memorandumiany vary slightly from the exact arithmetic aggregn of the
figures that precede them.



Non-IFRS Financial Measures

This offering memorandum contains non-IFRS measanekratios, including EBITDA, net debt and leverag
and coverage ratios that are not required by, esgnted in accordance with, IFRS as adopted bitihepean Union.
We present non-IFRS measures because they arebysethnagement in monitoring our business and becaes
believe that they and similar measures are fredyiesed by securities analysts, investors and dtlierested parties in
evaluating companies in our industry. The non-IFR&sures may not be comparable to other similildyl tmeasures
of other companies and have limitations as analytaols and should not be considered in isolatioas a substitute for
analysis of our operating results as reported uifelR6. Non-IFRS measures and ratios such as EBITi@Adebt and
leverage and coverage ratios are not measuremérdsrgoerformance or liquidity under IFRS and slibubt be
considered as alternatives to operating profit mfipfor the year or any other performance measuterived in
accordance with IFRS or any other generally accepiecounting principles or as alternatives to cistv from
operating, investing or financing activities.

Industry Data

We operate in an industry in which it is difficati obtain precise industry and market informatidfe have
obtained the market and competitive position datshis offering memorandum from industry publicasoand from
surveys or studies conducted by third parties Weatbelieve to be reliable, including from Jane’safgic Advisory
Services (“JSAS”). JSAS calculates market datadasepresence in the number of inventories in the-d.S. NATO
markets (excluding product lines from the Sovietddgi). We have not independently verified the madd competitive
position data contained in this offering memorandWie accept responsibility for the information aned in this
offering memorandum. The information containedhis bffering memorandum is in accordance with tetd and does
not omit anything likely to affect the completene$shis offering memorandum.

In addition, in many cases we have made statenentss offering memorandum regarding our industnd
our competitive position in the industry based am experience and our own investigation of marketditions. We
cannot assure you that any of these assumptiorecatgate or correctly reflect our competitive fiosiin the industry,
and none of our internal surveys or informationéhbeen verified by independent sources, which naag lestimates or
opinions regarding industry-related information e¥hdiffer from our own.
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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS
This offering memorandum includes forward-lookingitements. These forward-looking statements can be

identified by the use of forward-looking terminolggincluding the terms “believes,” “estimates,” tmipates,”

“expects,” “intends,” “may,” “will” or “should” or,in each case, their negative, or other variationcomparable

terminology, or by discussions of strategy, plangtentions. These forward-looking statementsudel statements that
are not statements of historical facts includingheut limitation, statements under the headingamary,” “Risk
Factors,” “Management’s Discussion and Analysig-imfancial Condition and Results of Operations,” $Biess” and
elsewhere and relate to our intentions, beliefglworent expectations concerning, among other things results of
operations, financial condition, liquidity, prosp&agrowth, strategies and the industry in whichoperate.

By their nature, forward-looking statements invohigk and uncertainties because they relate totevand
depend on circumstances that may or may not occthre future. We caution you that forward-lookingtements are
not guarantees of future performance and that cwabresults of operations, financial conditiord diquidity, and the
development of the industry in which we operate midfer materially from those made in or suggedtgdhe forward-
looking statements contained in this offering mesmnoium. In addition, even if our results of opemsiofinancial
condition and liquidity, and the development of ha@ustry in which we operate are consistent with forward- looking
statements contained in this offering memorandumose results or developments may not be indicatfvieesults or
developments in subsequent periods. Importantifadhat could cause those differences includeatmrinot limited to:

» the adverse affect on our business caused bgefataluctions or changes in spending by NATO caesitr

» the highly competitive nature of the markets imat we participate;

» our ability to bid for large contracts, which mdgpend on our ability to obtain performance guizes
from financial institutions;

» the extensive and restrictive regulations of products in certain jurisdictions, to which our quatitors
are not necessarily subject;

e additional costs that may be incurred in biddimggovernment contracts;

» the exposure of our business to risk of losstduendertaking large, long-term fixed-price contsafor our
sales exposes our business to risk of loss;

» our ability to recover the additional costs invel®ping products and variations that diversify puoduct
portfolio;

» adverse outcomes in existing and future legatg@edings and government investigations;
» market pressure in relation to technological cjee)

» the disruptions that our manufacturing facilifi@s particular our main facility in Oberndorf amebkar,
Germany, may experience;

» the risk of negative audit by government agencies

e our dependence on a small number of countriecastmers for our sales;
» failure to comply with applicable firearms lawsdaregulations;

« cancellation of government contracts at any time;

e our dependence on our brand and intellectualgrtgp

» our dependence on a single supplier for a mgjofibur high quality steel;

* misconduct by employees or agents;

» our dependence on our key personnel and higlilgdlemployees;

» risks associated with international currency exae;
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» significant increases in commodity and energggsj
e our ability to obtain or maintain licenses regdirfor the conduct of our business;

» the adverse effect on our operating results byirtipact of environmental laws and regulations lictv we
are subject;

» potential effects of our pension accruals onl@tnilities;

* our potential liability as a result of past satdégirearms to civilians and U.S. law enforcemagencies;
and

» consequences of our debt service obligations, thedfact that we are indirectly controlled by #re
individual shareholders, whose interests may conflith yours.

We urge you to read the sections of this offeringmmrandum entitled “Risk Factors,” “Management’s
Discussion and Analysis of Financial Condition aRdsults of Operations” and “Business” for a morenplete
discussion of the factors that could affect ouufetperformance and the industry in which we openat light of these
risks, uncertainties and assumptions, the forwaaking events described in this offering memoranduay not occur.

We undertake no obligation to publicly update oblmly revise any forward- looking statement, wheatlas a
result of new information, future events or othesaviAll written and oral forward-looking statemeattributable to us
or to persons acting on our behalf are expressijiftrd in their entirety by the cautionary statertsereferred to above
and contained elsewhere in this offering memorandum
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SUMMARY

The following summary highlights significant asgeof our business and the offering of the Notes,ybu
should carefully read this entire offering memoramdto understand the structure of the offeringha&f Notes, ou
business, the risks associated with investing énNiotes, the terms of the Notes, and the tax amer @abnsideration
that are important to an investment decision.

Our Company
We are a leading European manufacturer of smal$ avith a premium-quality product portfolio for thNeATO

armed forces and their allies. We design, produmekdistribute small arms, including rifles, sidenar fully automatic
weapons, grenade launchers and a variety of o#feted products. We believe we are the market teiadbe supply of

assault rifles, side arms, grenade launchers athgde machine guns to European NATO and governagemicies. We

also believe our products are widely considerebedest-in-class in each of their respective categ@rimarily as 3
result of long-standing commitment to integratesesch and development, engineering and manufagtwVe have
been in operation for more than 60 years and caamdname is highly respected by armed forces diobal

We supply the armed forces of NATO, including th&UArmy, and the special forces of NATO, includihg
U.S. Special Forces. We are the sole supplierebthndard assault rifle to the German, Britishwégian and Spanis
armed forces. We supply law enforcement agencieklwie, including the European police forces an&.Uocal ang
federal law enforcement agencies, such as the R8ltlze Secret Service. We also supply the commercaket for
civilians. We believe that one of our significanfnikets for future growth is the United States. he tyear ende
December 31, 2010, 55% of our sales were to Euaodel 7% of our sales were to the United States.

We own state-of-the-art manufacturing facilities Gberndorf am Neckar in Southern Germany, where
manufacture most of our products, and rent manurfimgt facilities in New Hampshire, U.S., where warnufacture g
number of side arms for the U.S. market.

As of December 31, 2010, we had 719 employeesuledtd as full-time equivalents).

For the year ended December 31, 2010, we generatedue of €247.2 million and EBITDA of €61.2 nolt.
As of December 31, 2010, our order book (defined@sractual sales yet to be delivered) was €168llion with
approximately 75% of the order book deliverabléhe year ending December 31, 2011.

Our Industry

The market for small arms (which includes rifleislesarms, fully automatic weapons and grenade laensd
can be divided into three categories: military dnaas, law enforcement small arms and commergcialisarms.
According to JSAS, the global market for small anmexpected to be $4.4 billion in 2011 and is expe to be
$25.1 billion in the aggregate from 2012 through@0The military small arms market is expectedrmgas a result o
sustained military conflicts in a variety of reg®despite declining defense budgets, as small arexsonsidered to I
essential military equipment and are especiallyartgnt in modern asymmetric warfare.

Our Key Strengths

We believe that we maintain a strong competitiveifmn as a result of numerous factors, includihg
following:

We have a world-class brand. We believe we have a world-class brand, whichoie of the mos
internationally recognized in the small arms markée believe we have the largest presence in th&enfor assaul
rifles, grenade launchers and side arms, and Hevedcond largest presence in the market for machins. Our bran
name, when used with our products, connotes qualdability, performance and integrity and digfinshes ou
products from international competition. We exptecteverage our strong brand name to access custcaneund the
world in each of the military, law enforcement arminmercial small arms markets.

We have a premium product portfolioWe believe each of the products in our portfaidechnologically
advanced and best-in-class in its category. We dbmsignificant amount of our resources to theeagsh, design an
development of technologically advanced small affhiés commitment of resources is a key driver i dielivery of our
premium products. We also believe we are able tetmeariety of our customers’ requirements throagtide range o
products in our portfolio, from premium-quality sicarms to highly innovative products such as the28Mjrenade
launcher.
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We have an elite customer bas@ur customer base comprises the armed forcegAdf{Nand their allies an
law enforcement agencies. We believe our elitectnet base is a testimony to the premium qualitpwf products
signaling to potential customers that our produdtissufficiently meet their requirements. We bekeour long-standin

relationships with our customers and our significexpertise provide us with an advantage in winrfitgre contracts|.

We have supplied the armed forces in Germany, thigetd Kingdom, Norway and Spain for more than 58rge
40 years, 30 years and 30 years, respectively.

We have high visibility of sales and a significantder book. In the recent past, the majority of our reve
was derived from contracts that we entered intd witir customers as part of larger, long-term smafis programs
primarily with European NATO countries. NATO govarants and their allies allocate their budgets tiese program
in stages, which include a series of subsequerttaxia in relation to a range of products, oftethvthe same defeng
contractor. This tends to lead into a longer-teommitment for additional products, spare parts smgport. On the
larger contracts, due to the long lead-times beatvggernment initiation of a program and the endadfime productiorn]
in relation to such program, which can take upQo@éars, we believe we have high visibility of sal®ur current orde
book of contracted revenue should provide us vethtively predictable sales and strong cash flawsaf least the ne
12 months.

The table below highlights as of March 31, 201)1those small arms programs awarded to us by gowents
after technical evaluation of our products, bubptd the various sales contracts being executadi(i§ our order book
of contracted sales for the next five years.

Total 2011 2012 2013 2014 2015

(€ millions)
ProgramS @) .. ettt 33 86 91 60 48 51
OFdEr BOOK ..ottt 150 107 28 10 3 2
1) Represents the sales that we expect to rendfteievent we receive firm orders under small gsrograms that we have been awardeg

governments. There can be no assurance, howeaethtse contracts will become part of our ordeklaf contracted sales.

2) Includes information for the Issuer, HKD, HKKI, HKS and NSAF.

The table above does not include other businessppots for which we are bidding or potential praspéhat
we have identified.

We have an experienced management team and a highlifed workforce. Our workforce is managed by,
group of managers with an average of over 20 yegpsrience in the military and defense industresa result of the
depth of experience and strength of our workformg @ur managers, we have the ability to responiisap custome
requirements regarding design and production. Tdghltout our organization, we have a highly skilledriforce,
including engineers and technical personnel. Mésh@se personnel have undergone apprenticeshipsuaisince thg
early stages of their careers and have been tréipat in our own technical training facilities. Asesult, we believ
we are able to provide our personnel with highlgcific training and also forge a strong relatiopshith them. The
average rate of turnover of our workforce for thst three years was less than 3%.

Our Strategy
Our strategy derives directly from our vision:
“Be the World’'s Premier Small Arms Systems Company.

We implement this by focusing our strategy on ttkeg elements: managing our business for highegims
and increased profitability, seeking to achievéable business supported by a diverse set of cestyrgeographies ar
products, and continuing to manage our businessustainable long-term growth.

Continue to manage our business for higher margiaad increased profitability. We have historically bee
able to manage for strong margins through our immgteading engineering capabilities. In recentrgeave have als
pursued the strategy of offering integrated smaisapackages and providing life cycle managemanbtio products tg
our customers.

We intend to continue leveraging our engineeringeetise to provide products of the highest quaditg with
the best capabilities in the industry. We will alsgerage our engineering expertise in our manufaxg to reduce cost
and further enhance quality. We believe these faraas will help us achieve higher margins and bslncrease th
profitability of the company. We believe our enginieg expertise also allows us to develop new prtsdto mee
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emerging trends in the market and also helps usdate products ahead our competitors. We beligigeoccasionally
allows us to charge higher prices for our prodacis to achieve higher margins.

We intend to continue our focus on offering a caetpl“Small Arms Package.” Certain customers
increasingly asking us to provide full solutiongheir logistics and accessory requirements intamdto satisfying thei
small arms requirements. This allows us in somes#&s sell a product mix with higher margins, andsequently help

us increase profitability. To offer these integdafgackages, we will in the future consider acqisg of other such

companies that have a product offering complemgrttaours, as and when such opportunities arise.

We intend to continue exploring ways to deliver lifycle management services to our customers.
customers are increasingly seeking ways to outsotite management of the full life cycle of smalnar including
support, supply, and maintenance of small arms fppaduction to retirement. We believe this is apagunity to
increase margins and profitability as we can wikxisting assets, equipment and capitalize orerperience and sca
to deliver a service more efficiently than our cusérs could otherwise achieve.

Further increase the stability of our business thrgh diversification of product offering, geographitocus
and customer typesWe have expanded from being a German suppliassdult rifles to the German army to bein
leading European supplier of a wide range of samatls to a range of customers in many countriess fias allowed u
to achieve a stable business model and a broadaygdog reach.

Going forward, we intend to continue to evolve quoduct offering to meet changing customer ne
Examples of the products that we have previouslheldged include the MP7, the HK121 and the P11re3ponding tdg
the demand for such types of products, we have ablkento capture opportunities from our customeraddition to thei
needs for traditional small arms and have genei@dedional revenue.

We intend to increase our geographical diversificat\We have previously diversified from supplyitige
German army to supplying most European NATO membétts small arms, and have more recently becomapaler
to the U.S. Army, in addition to the U.S. Speciatdes. This development has helped us decreasel@mnce on a smal
number of customers, and we remain committed tiesicty sales to new customers in NATO countries emghtries|
that are friendly to NATO.

We also intend to continue our efforts to supplyabrarms to non-military customers. We have growont
being a purely military focused supplier into syppd the law enforcement and commercial markets.

We also intend to seek opportunities to leverage amiproduction expertise. We have a track recdr
developing partnerships with companies in foreigarkats where we transfer the capability of manufidcy a portion
of the product as a requirement for a contracttddisally, such opportunities have supplied us wiithg-term revenu
opportunities, and have helped us generate revémume services supplied during the transfer of mantifring
capabilities. We will continue to actively seek mmduction opportunities in NATO countries and edliof NATO
countries.

Pursue long-term sustainable growth opportunitiesHistorically, we have been able to achieve grobyh
leveraging our core competencies and key strendthes.will continue to seek out such growth oppottiesiin the
future.

We believe that our leading brand, expanding phbotfof premium products, and design leadership vl a
key driver for continuing to win business from dixig customers and drive business from new custenfatditionally,
we believe that our diversification will allow us grow our business in addition to ensuring a co@i stable set ¢
revenue streams, as it allows us to capture cussinethe United States and other export marketth ithin the
military small arms and other market segments.

Outside the United States, the addition of mangn&rWarsaw Pact countries into NATO opened new gtay
which we have been able to access successfully,wdreie we see significant further business oppditsn The

addition of other countries into NATO may also pdwvfurther attractive growth opportunities for tasexpand ouf

presence in those markets as these countries éoceiher finding rifle replacements or upgradestiieir armed forces

We also believe these initiatives, which drive lighargins, may contribute to revenue growth ag étlew us
to capture incremental revenue opportunities andeitain cases, achieve higher pricing for oudpots.

Our History

We were founded on December 28, 1949 by Edmund leleckheodor Koch and Alex Seidel, each of wh
was a former engineer at Mauser Works, in OberndorfNeckar in 1949. Our early product lines feadyparts ang

are

)

Our

eds.

l o

=

3



154

spares for sewing machines and bicycles. In the 1850s, we expanded into the small arms sectdheodefense
contracting industry.

Ouir first significant contract to sell small armasnin 1956, when we won the tender for the rifietfi® newly
established Army of the Federal Republic of Germdnythe 1970s and 1980s, we continued to grow,ondt in the
production of small arms, but also in the produttid other products such as machine tools and tridyselectronics
and automation products. Due to our diversificatiorthe 1970s and 1980s, which turned out to be-toaking, we
required an outside partner to continue the busifgs1990. In 1991, we were purchased by a predeced BAE
Systems plc (“BAE”).

In the early 1990s, BAE restructured and streardliite business to focus on the core business andef
contracting in the small arms sector.

Through a series of transactions in 2002 and 2@@3yere acquired by HKB, a German company contldii
two of our three ultimate shareholders.

In 2003, as part of a strategy to reduce the rispatential class action lawsuits in the Unitedt&a HK
Sidearms GmbH (“HKS”) was formed in order to martifiae side arms for the Group. HKS was then soll company
owned by two of our three ultimate shareholders2004, we sold the U.S. commercial sales and digidn company
HKI for €12.4 million to the same company ownedtiw of our three ultimate shareholders. Followihg passing in
the United States of the Protection of Lawful Comreein Arms Act and the resulting reduced risk ofgmtial class
action lawsuits in the U.S., we re-acquired HKI @&scolding company SUI in 2009 for a purchaseeunf €13 million.
We re-acquired HKS in 2010 for a purchase pric€6# million.

The Transactions
The Financing

The net proceeds of the offering will be used fieace the 2004 Notes, to purchase all HKB PIKnsheld
by third parties in the amount of € 170.1 milliamdato pay related transaction fees and expenses.Use of Proceeds
Due to, among other reasons, limitations in Gerfaanon our ability to distribute the proceeds frime offering of the
Notes to HKB, we intend to purchase all HKB PIK heaheld by third parties. The HKB PIK Loans willmain
outstanding as an asset of HKO until we completeadfrthe transactions described under “—Reorgabizabelow. All
lenders of the HKB PIK Loans (other than HKB whioblds approximately €5 million in aggregate priradipmount of
the HKB PIK Loans) have agreed to transfer theirBHRIK Loans to HKO at an agreed price subject tdaie
conditions including the completion of the offerinfjithe Notes offered hereby. We will settle theghase of the HKE
PIK Loans as soon as practicable after the Issiie. Da

Reorganization

After we purchase all HKB PIK Loans held by thirdrjles, the management of HKB intends to estalai
fiscal unity with us. This may be preceded by thle ¥y HKH to HKB of the shares of HKO held by Higd that HKO|
becomes a direct subsidiary of HKB. We expect staldishment of fiscal unity to be achieved by ¢nel of the first
quarter of the year ending December 31, 2012. UGademan law, in order to establish a fiscal urtititO must be able
to freely distribute its profits to HKB. As a restit would not be possible to establish a fisaatyat a time in which th
covenant described under “Description of the Not€grtain Covenants—Limitation on Restricted Payniergstricts
dividends or other distributions by HKO to HKB.
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As a result, the establishment of the fiscal unifyl be subject to the fulfillment of the followindour
conditions by or on the date of such establishment:

» HKB will accede to the Indenture (as defined @rand provide a guarantee of the Notes;
* HKB would not have been in breach of certain c@ars (including covenants limiting incurrence ebt
the granting of liens and transactions with itsliates) in the Indenture assuming they had begiicgble

to HKB since the Issue Date;

e At all times since the initial purchase of the BIRLK Loans following the Issue Date, the HKB PLK
Loans have been held by HKB and its wholly ownéakgliaries; and

* No event of default or default had occurred arab when continuing with respect to the Issuer da
Guarantors.




Upon the establishment of fiscal unity, we will bieligated to deliver the consolidated financiatestaents of
HKB (as opposed to HKO) under the reporting oblma in the Indenture. The covenant described utidescription
of the Notes—Certain Covenants—Limitation on Ret#d Payments” will apply to HKB as if it was thestier and to
HKO as if it was a Restricted Subsidiary. As a leddKO will be permitted to freely distribute casind other property
to HKB and the Notes will effectively become obligas of HKB and its subsidiaries on a consolidatesis.
Management believes that as of the date of thevioff memorandum, HKB has no significant liabiktiether than those
appearing on the balance sheet as of Decembel030, See “Presentation of Financial and Other Datal the HKB
Financial Statements included elsewhere in thisrof§ memorandum.

Whether or not the fiscal unity is achieved, we rsagk to combine with HKB. In the event that we bora
with HKB, the shareholders of HKB will pledge théiterests in the merged entity as described utidescription of
the Notes—Collateral—Release of Collateral.”

Recent Developments
Trading Update

Revenue in the first quarter of 2011 was lower thewenue in the first quarter of 2010, primarilyedio a
delayed shipment. The shipment is expected to bdenrathe second quarter of 2011. EBITDA in thetfguarter of
2011 is anticipated to be slightly higher thanfile quarter of 2010 due, in part, to an improveiria product mix.
Recent Order

Since December 31, 2010, we have received submstauetiv orders that have increased our programsedet
book. These orders are reflected in the table g on page 2 of this offering memorandum, andeherders have
included substantial orders from a relatively ndiemnt.
German Export Matters

We have been advised by the German governmenefipatrt licenses to the Middle East and North Afiiica
respect of military and defense-related productergdly are likely to receive a higher level ofimv due to the rece

events in these regions. We anticipate that thiddcoesult in delays in shipments in respect ofr@nlr contracts an
programs and in our ability to enter into new caots with countries in those regions.
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Our Corporate and Financing Structure

The following diagram is an overview of the corgerand financing structure of the Issuer, opra forma
basis, giving effect to the Financing.

[GRAPHIC]

Q) The aggregate principal amount of the HKB Plgahs as of December 31, 2010 was €163.1 millioh ¢héhe portion of the HKB PIK
Loans held by HKB). For a description of the HKB<Rloans, see “Description of Certain Financing Aigaments.”

=

2) The Notes are guaranteed on a senior basifi Hirect and indirect subsidiaries of the Issueor the year ended December 31, 2010,|the
Issuer and the Guarantors generated all of ountevand our EBITDA and, as of December 31, 201 &k of our consolidated tota
assets. The Notes have been secured by a pleddkHbyf all of the capital stock of HKO, by HKO ofl@f the capital stock of its direg
subsidiaries, by SUI of all of the capital stockHKI and by Small Arms Group Holding, Inc. (“SAGYHf all of the capital stock o

Heckler & Koch Defense, Inc. (‘HKD”)
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3) The Issuer may establish a fiscal unity withBiR his may be preceded by the sale by HKH to HKEhe shares of HKO held by HKH s
that HKO becomes a direct subsidiary of HKB. Thialelishment of the fiscal unity will be subjecttte fulfillment of certain conditiong,
including a guarantee by HKB and HKH of the Notlesaddition, the Issuer may merge with HKB at ainyet before the maturity of th
HKB PIK Loans. See “Summary—The Transactions—Reatmgdion” and “Description of the Notes—Reorganizat’
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The Offering

The following summary contains basic informatiomathe Notes. It may not contain all the inforroatthat
is important to you. For a more complete undersiagcdf the Notes, please see “Description of theéeNband the
subsections mentioned specifically in this summ#@ierms used in this summary and not otherwise eefimve the
meanings given to them in “Description of the Ndtes

S (SEE..c it Heckler & Koch GmbH

Notes Offered..........eeeeeeeiiniinne €295 million aggregate principal amount of Notes.

Maturity Date ..........ccceeeeeeieiieaene The Notes will mature on May 15, 2018.

Interest Payment Dates................ 9.50% per annum, payable semi-annually in arreaesach May 15 and

November 15, beginning on November 15, 2011. Isteye the Notes accrues

from the Issue Date.

GUArantees.....ccccceveeeeeeeeeeeeeeeeinens The Notes are guaranteed by Suhler USA, Inc., edklKoch, Inc., Heckler &
Koch France SAS, HK Sidearms GmbH, NSAF Limited aBarms Group
Holding, Inc. and Heckler & Koch Defense, Inc.

For the year ended December 31, 2010, the IssadetherGuarantors generated

of our revenue and EBITDA and, as of December 8102held all of our

consolidated total assets.

Ranking........cccccuvvvvmeiieiiiiiiiiiiinns The Notes are general obligations of the Issuer and
» are secured by a first ranking security intecagtr the Collateral (as defined

below);

» rank senior in right of payment to any of theuksss future indebtedness tha
is subordinated in right of payment to the Notes;

» rank equally in right of payment with any of tlssuer’s existing and future
indebtedness that is not subordinated in rightayfent to the Notes; and

» are effectively subordinated in right of paymenany of the Issuer’s future
indebtedness that is secured by liens on asséte édsuer to the extent of th
assets securing such indebtedness.

Each Guarantee are the general obligation of flegaat Guarantor and:

» rank senior in right of payment to all of sucha&antor’s existing and future
indebtedness that is subordinated in right of payrtwits Guarantee;

* rank equally in right of payment with all of suGuarantor’s existing and
future indebtedness that is not subordinated int 0§ payment to its
Guarantee; and

« are effectively subordinated to all of such Guéwds obligations that are
secured by assets of such Guarantor to the ext¢imt @alue of the assets
securing such obligations.

Form and Denomination............... The Issuer have issued the Notes on the IssueilDgtebal form in
denominations of €100,000 and integral multiple€ {000 in excess thereof,
maintained in book-entry form. Notes in denominagiof less than €100,000 wil
not be available.

Collateral .........cccvvveeeviiciiiieeeeene, The obligations of the Issuer and Guarantors utigeindenture governing the
Notes (the “Indenture”) and the Notes have beeuarsdcby a first ranking securit
interest over the capital stock of the Issuer &edctpital stock of the direct and
indirect subsidiaries of the Issuer (the “Collatyra

Optional Redemption.................... At any time prior to May 15, 2014, the Issuer megiedem the Notes at 100% of
their principal amount plus accrued and unpaidr@#k if any, and any other
amounts payable thereon, to the dates of redemgios the Applicable
Redemption Premium (as defined under “Descriptibthe® Notes—Optional
Redemption—Optional Redemption prior to May 15,4201
At any time prior to May 15, 2014, the Issuer megtiedem up to 35% of the
aggregate principal amount of either or both sesfdbe Notes with the net cash
proceeds of certain equity offerings at the redé&npprice listed under
“Description of the Notes—Optional Redemption—OptbRedemption prior to
May 15, 2014.”

At any time on or after May 15, 2014, the Issuey raizo redeem all or part of

either or both series of the Notes at the redempaicces listed under “Descriptio

of the Notes—Optional Redemption—Optional Redenmptia or after May 15,

2014

In addition, the Issuer may during each 12-montiiopesnding July 31, 2012,

July 31, 2013 and July 31, 2014 redeem up to 10%eoéggregate principal

outstanding amount of the Notes at a redempticepmqual to 103% of the

all
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Redemption

upon Changes in

Withholding Taxes.....................

Additional Amounts..............c.uu.....

Change of C

oNtrol.......cceeevveveeennnnen.

Certain Covenants.........ccoceevvvennnnns

Transfer Restrictions.....................

Use of Proceeds........c.ccceeveennnnes

Original Issu

e Discount.................

Trustee, Security Trustee, Paying

Agent and
Registrar, Tr
Paying Ag

Transfer Agent.......
ansfer Agent and
(<] 0|

Listing and Trading .....................
Governing Law..........ccooeeveiiiiniieee

Risk Factors.

principal amount of Notes redeemed plus accrueduapdid interest to the date

redemption (subject to the rights of holders ofég¢adn the relevant record date

receive interest on the relevant interest paymats)d

For a more detailed description, see “Descriptibthe Notes—Optional

Redemption.”

In the event of certain developments affecting tiaxeor certain other

circumstances, the Issuer may redeem the Notelafewbut not in part, at any

time, at a redemption price of 100% of the printgraount, plus accrued and

unpaid interest, if any, and additional amountaniy, to the date of redemption.

See “Description of the Notes—Optional Redemptiored&mption Upon

Changes in Withholding Taxes.”

Any payments made by the Issuer with respect tiNthtes will be made without

withholding or deduction for taxes in any taxingigdiction unless required by

law. If the Issuer is required by law to withholddeduct for taxes of a relevant

taxing jurisdiction with respect to a payment te tiolders of the Notes, we will

pay the additional amount necessary so that theametint received by the holde

of the Notes after the withholding is not less tti@mamount that they would hav

received in the absence of the withholding, sulij@certain exceptions. See

“Description of the Notes—Additional Amounts.”

In the event of a “change of control” as definedhia Indenture (“Change of

Control”), the Issuer will be obligated to makeddfer to purchase all outstandin

Notes at a redemption price of 101% of the princgmaount thereof, plus accrue

and unpaid interest, if any, to the date of pureh&ge “Description of the Notes

Purchase of Notes upon a Change of Control.”

The Indenture contains covenants that restricabiikity of the Issuer and its

Restricted Subsidiaries to:

* incur more debt;

* make certain restricted payments and investments;

* enter into transactions with affiliates;

» pay dividends, repurchase stock and make distoibs of certain other
payments;

» create liens;

e impair the security interests over the Collateral

» transfer or sell assets; and

* merge or consolidate with other entities.

For a more detailed description of these covenasts,'Description of the Notes-

Certain Covenants.”

We have not registered the Notes under the Sexziitt or any U.S. state

securities law. You may only offer or sell Notesitransaction exempt from or

not subject to the registration requirements of3keurities Act. See “Plan of

Distribution” and “Notice to Investors.”

See “Use of Proceeds.”

The Notes may be issued with original issue distfomU.S. federal income tax

purposes. See “Taxation Considerations—U.S. Fetlezame Tax

Considerations.

The Bank of New York Mellon, London Branch.

The Bank of New York Mellon (Luxembourg) S.A.

Application has been made to list the Notes orl_thembourg Stock Exchange.
The Notes and the Indenture are governed by the ¢dithe State of New York.
The Security Documents have been submitted toatle 6f the jurisdictions in
which the Collateral subject to such Security Doeunts is located.

Investing in the Notes involves risks. You shoudetully consider the
information under the heading “Risk Factors” ane dlther information included
in this offering memorandum before deciding whetioenvest in the Notes.
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Summary Historical Financial Information

The following tables set forth summary historicalahcial information for the Group as of and foe tyears
ended December 31, 2008, 2009 and 2010. For aletktdiscussion of the presentation of financialagdatee
“Presentation of Financial and Other Data.” The swary historical financial information presented dvelshould be

read in conjunction with the audited consolidaiedricial statements for the Group and notes thénetoded elsewherg

in this offering memorandum.
The financial statements contained herein were giegbin accordance with IFRS. The summary histb

Discussion and Analysis of Financial Condition @Rdsults of Operations,” “Use of Proceeds” and “RelaParty|
Transactions.” Historical results are not necebsandlicative of future expected results.

For the year ended
and as of December 31,

2010 2009 2008
(€ thousands)

REVEINUE ..ottt e et e et e e e s sttt e e e e e s st b e e e e e sasneeeeesanes 247,244 234,748 200,992
COSt Of SAIES ... (144,067) (153,563) (133,181)
LT L0 TSl o] £ ] {1 PP PTRPRT 103,178 81,185 67,810
Research & development ............e e (4,112) (3,051) (2,087)
Sales, marketing & distribution ..., (31,752) (24,714) (23,162)
AAMINISTFALION ...ttt et e e (14,758) (14,224) (10,880)
Other operating INCOME .......cc.uviviiiiirieeeeere e e e e e e e e e e e e e e e e se e s e e nennreeeeees 6,512 6,344 8,791
Other Operating EXPENSES ......cccciiieee e e eeeeetaeaaaaaaaaaaaasaeaaaaaaenneeeeeees (7,289) (6,132) (9,688)
Results from operating actiVities.............uuuuverieerreeriiiiiiiiiiieeeeeeeeeeeeee e e 51,777 39,408 30,784
Financial income...........cccccceeeeneee. 5,141 2,500 7,265
Financial expense (16,347) (17,684) (17,435)
Net financial reSUI...... ..o (11,206) (15,184) (10,170)
Profit DEfOre INCOME TAX......ciive i 40,571 24,224 20,614
INCOME tAX EXPENSE ...ccei e e i e et ettt st e e e e e e e eaaaaeaeeeeeseaaanrnnes (10,170) (7,270) (8,229)
Profit for the Period ..., 30,402 16,954 12,385
Cash flow statement data:
Net cash flows from operating activities .....ccccc..uueeiiiii e 43,449 57,361 21,836
Net cash flows from investing actiVitieS ....cocwee e oo o eeeeccviiiiee e, (10,412) (20,012) (17,101)
Net cash flows from financing actiVities ......cccccvvvviiiiiiiiiieiieee s (30,861) (15,204) (11,757)
Capital eXPenitUre .......cccciiiiiiiiieee e e e e e e e e e e e (8,644) (8,480) (9,120)
Balance sheet data:
Cash and cash equivalents .............oooieeeeeeeee e 54,883 52,133 29,762
WOTKING CAPItA ..ottt 81,293 63,097 71,565
L] = U= TS PR 357,561 341,463 340,788
JLIC ] 2= o[- o | RSP 119,207 117,851 120,045
Total IaDIltIES ... 261,154 263,876 267,409
LI £z U= [0y PSR 96,407 77,587 73,379
Q) Working capital is comprised of current assetsluding cash and cash equivalents less curagitifies.

For the year ended
and as of December 31,

2010 2009 2008
(€ thousands, except ratios)

Other financial data:

EBITDAM. .ot 61,194 49,335 41,565
NEE AEDP ...ttt nen e 64,324 65,718 90,283
Pro formanet deBE) ..ot ettt ee e en e 253,617
Pro formacash interest @XPerBe..............coiiiveeiieeeeee e 28,025
Ratio ofpro formanet debt to EBITDA®) .......ococooiiiieie e 4.1x
Ratio of EBITDA topro formacash interest exper8& ...........c.cccoveveveeeeeieeeeeen 2.18x
Q) EBITDA is a supplemental measure of financiatfprmance that is not required by, or presenteacoordance with, IFRS. “EBITDA” i

generally defined as profit for the period befothen finance income, other finance expense, inctareexpense and depreciation g
amortization. In our definition of EBITDA, we furth exclude exchange gains and derivatives and egehisses and derivative
EBITDA is not a defined measurement of performaneder IFRS, and you should not consider EBITDA askernative to (a) resul
from operating activities or profit for the peri¢ds determined in accordance with IFRS), or as asore of our operating performan

rica
information set forth below should also be reaccamjunction with the information set forth under dibgement’s

b

nun s
]

(b) cash flows from operating, investing or finargiactivities (as determined in accordance withS);Rr as a measure of our ability
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2010 2009 2008
(€ thousands)
Profit/(I10SS) fOr the PEIIOM .........eeeiiee e e et e e e st e e e e e asebe e e e e s snneeeeaas 30,402 16,954 12,385

Exchange gains and derivatives...
Other finance income...................
Exchange losses and derivatives
Other finance expense................

INCOME TAX EXPEINSE .....eeieeiiitiit et eee e et e e et e e e et e e e s et e e e et e e e e ks et e e e e st e st e e e s sne e e e e e easnre e e e e e smeneeeenas 10,170 7,270 8,229

Depreciation & amOITIZALION ...........i i ettt e e e e e e e e e e s bbb e e e e s e ate e e e e e anbe e e e e e annreeeaeaans 9,417 9,927 10,781

EBITDA .ottt eeee e beems s8££t 61,194 49,335 41,565

(2) Represents total debt less cash and cash éepiiva

3) We definepro formanet debt as net debt after givipgp formaeffect to the Financing as described in “Use
Proceeds,” as if the Financing had occurred on Béee 31, 2010, less cash and cash equivalents
“Capitalization.”

4) Pro formacash interest expense represents interest expenssted for the Financing as described in “Us

meet cash needs or (c) any other measures of penfime under IFRS. EBITDA may not be indicative of historical operating result:
and is not meant to be a projection or forecastunffuture results. We believe that EBITDA is a siw@& commonly reported and widg
used by investors in comparing performance withegfard to depreciation, which can vary significardepending upon accounti
methods, interest expense or taxation, or non-tipgréactors.

EBITDA has been disclosed in this offering memoramdto permit a more complete and comprehensiveysisabf our
operating performance and of our ability to sendce debt. Because companies do not calculate EBIiE@ntically, our presentation g
EBITDA may not be comparable to similarly titled aseres used by other companies.

The following is a reconciliation of EBITDA to piitfloss) for the period, the most directly compdealFRS measure:

For the year ended
December 31,

...... (3,162) (1,267)  (4,469)
..... (1,979)  (1,233)  (2,796)
...... 736 2,105 2,179
..... 15611 15579 15,256

Proceeds” as if the Financing had occurred on Jariya2010.Pro formacash interest expense excludes
non-cash interest expense relating to the amadizaif original issue discount and estimated debtiance
costs.

ly

=3

2 Of
See

e of
the

Pro formacash interest expense has been presented fdrative purposes only and does not purport

to represent what our financial expense would hasteially been had the Financing occurred on the
assumed, nor does it purport to project our fingnekpense for any future period or our financ@dition at
any future date.

dat
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RISK FACTORS

Before making an investment decision with resped¢hé Notes, you should carefully consider theofaihg
risks relating to our businesses and the legal cdtrte underlying the offering of the Notes as wadl the other
information in this offering memorandum. Thesegiake not the only ones we face. Additional riskd ancertainties
not presently known to us, or that we now belieeeimmaterial, could also adversely affect our Inessses, results of
operations, financial condition, or our ability falfill our obligations under the Notes.

Risks Relating to Our Business

Our business could be adversely affected by futteductions or changes in spending by countries thieh
we sell our products.

A few countries that vary from time to time drivaraevenue. Our results of operations can be sogmifly
affected both by the overall defense and law eefoent policies of these governments, and more figadhji, the
current procurement and budget priorities of thielee and law enforcement agencies of the cournitriegich we sell
our products.

There are many competing factors that influence hotih governments and individual defense agencittsnv
those governments allocate their budgets. Theserfainclude both internal fiscal concerns and mekfiscal, political
and economic factors. We expect that the recentdwide financial crisis and the consequent incrdasevereign
budget deficits are likely to put long-term pregson defense budgets in many of the countries ichmve sell our
products.

Given these factors, there can be no assurancethéhamount spent on defense by countries to wivetsell
our products will be maintained or that individuhldfense agencies will allocate a percentage of thadget for the
purchase of small arms. A future decline in goveentrbudgets of the countries to which we sell cdpcts or any
refocus by defense agencies away from small arrokl dtave a material adverse effect on our reveaue financial
condition and results of operations.

The markets in which we operate are highly compeétt

Because of the nature of our customers, the manketdiich we operate are highly competitive. Mariyoar
customers are generally required under their natitaws to equip their armies, law enforcement agenand other
government agencies by way of international or Beam state tendering principles, in which every petitor who
meets NATO specifications has the right to bid ontracts to supply small arms. Our ability to cotepia these tenders
depends to a large extent upon the effectivenedsrarovation of our research and development team,ability to
offer better contract performance than our competitat a lower cost and our readiness with resfzedacilities,
equipment and personnel to undertake the contfactashich we compete. In addition, we must be ablerovide
certain “offset” provisions to these potential @mers in order to make our tenders attractive. ridtare of offset varies
from government to government, but a significarber of countries require some form of offset a$ pithe tender in
order to ensure that local industry, particulathe tdefense industry, benefits from the contract. §&eerally face
competition from a number of competitors in eachibess area. In addition to direct competitorscampete indirectly
with other companies engaged in different areath@fdefense industry for a portion of the deferedated budgets of
NATO governments. Some of our competitors are slidnseés of large corporations or government orgaions and
may have financial and other resources that arstaotially greater than ours. In addition, theseagetitors may have a
greater ability to lobby governments to ensure thay receive a portion of limited government defebudgets, which
may reduce the amount that governments can spersimati arms and, by extension, the amount they ussn to
purchase our products. See “Business—Competitiénfailure to successfully compete in the marketsainich we
operate may result in a material adverse effecdumevenue, financial condition and results ofrafiens.

Our ability to bid for large contracts may dependh @ur ability to obtain performance guarantees from
financial institutions.

In the normal course of our business we may bedatk@rovide performance guarantees to our custeimer
relation to our contracts. These guarantees mdydaguarantees that a contract will be completetthat our products
will be delivered at certain set times and will eertain defined criteria. Some customers may ireqthat our
performance guarantees be issued by a financidtutien in the form of a letter of credit, surdipnd or other financial
guarantee. A deterioration of our credit rating &indncial position or change in regulations regagdur products may
prevent us from obtaining such guarantees frormfia institutions or make the process more difficn expensive. If
we are not able to obtain performance guaranteg#soch performance guarantees were to becomensiyge we could
be prevented from bidding on or obtaining certaintcacts or our profit margins with respect to #hoesntracts could be
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adversely affected, which could in turn have a m@tedverse effect on our revenue, financial cbodiand results of
operations.

Government contracts are usually subject to cometi bidding, and bidding for such contracts maygére
us to incur additional costs.

We are unlikely to win all of the contracts for whiwe compete and, even if we do, these contraats mt
result in a profit. We are also subject to risksoggated with the substantial expense, time araftaquired to prepare
bids and proposals for competitively awarded catgrahat may not be awarded to us. A failure tofifadoly win
government contracts may have a material advefset&h our revenue, financial condition and ressaftoperations.

We are subject to extensive and restrictive regiglas of our products in certain jurisdictions, to lich our
competitors are not necessarily subject.

We are regulated by the national governments otthmmtries in which our products originate and tuok our
products are delivered. We are subject to regulatim the countries that import our products, whgoeernments
require end-user and other certifications of thecpaser. We may be subject to more restrictive xjmenses and
related regulations of our firearms in certaingdictions than our competitors. See “Business—Rxiguil.”

Because a large majority of our products are ctisrgmoduced or have been designed in Germanygfadur
sales are currently subject to strict German exp@strictions. Historically, the German Security u@oil
(Bundessicherheitsrphas maintained a policy of restrictive exporefises on defense-related products that led, in the
past, to a denial or revocation of licenses thathae obtained or wished to obtain. The denial gpcation of export
licenses has caused us to postpone or declineirent@ito new contracts and prevented us from perfiog under
existing contracts. The German Federal Office obrieenics and Export ControBBndesamt fiur Wirtschaft and
Ausfuhrkontrolle or “BAFA”) generally limits the grant of defengeods export licenses to EU and NATO countries and
NATO allies, with certain exceptions assessed oasg-by-case basis. In addition, the markets tachwiie can sell our
products are extremely restricted; in many casere mestrictive than those of our competitors wherage under the
laws of different jurisdictions and may sell toaader client base and increase their market shatébeand recognition
more rapidly than we are able to. The limitatiomnfrthis restriction has become more pronouncedit bf the recent
conflicts in the Middle East and North Africa. lddition, the granting of an export license can tageto a year and
could result in our being at risk of breaching oantracts or losing customers. The delay, deniaéweocation of export
licenses has had in the past and could have ifuthee a material adverse effect on our revenuanitial condition and
results of operations.

Undertaking large, long-term fixed-price contracter our sales exposes our business to risk of loss.

As part of our business, we may sign contracts withcustomers, which may take many months or geans
to complete. While we have implemented measuress$st us in completing our contracts on time aitbinvbudget,
there can be no assurance that we will not expegiematerial delays or budget overruns in conneatiitim some of our
contracts due to factors outside our control.

Further, although some of our contracts are “ctiss;pin which we earn a margin over productiontspsost
of our contracts are “fixed-price,” in which we edee a set price for delivery of products. Although do have some
ability to renegotiate the prices in certain ciratamces, fixed-priced contracts are inherentlyyriskice we assume
substantially all of the risks associated with ctatipg the contract as well as the potential cdspast-completion
warranty obligations should the product fail to messjuired specifications. In addition, contractoanditions normally
include provisions for liquidated damages or lidpifor consequential loss for delay. Any cost oues or delays on a
contract could therefore have a material adverfeetedn our revenue, financial condition and ressaftoperations.

In addition, some of our contracts may be modiftedcancelled by our customers for reasons beyomd ou
control, including lack of, or changes in, fundidny failure of a government agency to obtain fufialsany of our
contracts, or any modification of our contractaagsult of a change in funding, could have a neatadverse effect on
our revenue, financial condition and results ofrafiens.

Resources devoted to research and development mayiald new products that achieve commercial sige

We devote significant resources to investment seaech and development. The research and develbpmen
process is expensive, prolonged and entails carabiieuncertainty. Development of a new small gonasluct typically
takes between one and three years. Because of oilmplexities and uncertainties associated with meseand
development, products that we are currently dewetppnay not complete the development process oaimbthe
regulatory approvals required for us to market smidducts successfully. The development of new petsdmay take
longer and cost more to develop and may be lessessful than we currently anticipate as a result of

12



« products that may appear promising in developrbeanfail to reach market within the expected otirogl
time frame, or fail to ever reach market, for amynber of reasons, including efficacy and the difitig or
excessive cost to manufacture;

» failure to enter into or successfully implemeptimal alliances where appropriate for the develepinand
commercialization of products, or a failure to ntain a consistent scope and variety of promisirig-la
stage pipeline products; or

» failure of one or more of our products to achievanaintain commercial viability. We cannot assyos
that any of our products currently in our developi@peline will be commercially successful.

Adverse outcomes in existing and future legal predeéngs and government investigations could have a
material adverse effect on our revenues, financtaindition and results of operations.

As a government contractor, we are subject to hdmigisk of investigations, criminal prosecutioiyilcfraud,
whistleblower lawsuits and other legal actions é&iabilities than purely commercial sector companid® results of
which could cause our results of operations toesuffVe currently are involved in various legal medings and
government investigations.

In December 2009, a complaint against us was madeet German Federal Cartel Office by a company now
managed by one of our former managing directors. dmplaint alleged that we had attempted to hitfteecompany’s
ability to trade by boycotting the company’s teclogy with other firms. In March 2010, the Germardéeal Cartel
Office carried out a search at our offices to umcosvidence that would support this allegation. $karch order also
indicates that the German Federal Cartel Officecuses us and other manufacturers of small arms m@Estictive
horizontal agreement of not promoting the develapmaf smart guns which was aimed at restrictinghiézal
development. This allegation could constitute amiadstrative offense and subject us to financialgiges. We believe
we have meritorious defenses to the allegationr@sbagainst us and have fully cooperated withrkiestigation. If the
German Federal Cartel Office finds against us, hawnewe may be subject to a fine and restrictiansur ability to
conduct business with the German government. mdhase, the affected companies may also claim desyfagm us.

In April 2010, a complaint was filed with the Genmstate prosecutor’s office by a third party wogkinith a
former managing director of ours, alleging that ilkegally exported weapons and parts to severdaéstan Mexico in
violation of our export licenses. We believe we éaneritorious defenses to the allegation assedeathst us and have
fully cooperated with the investigation. If the tetgrosecutor’s office finds against us, howevkis tould lead to a
criminal conviction of our employees involved and may be subject to a fine and a restriction onaduility to receive
export licenses from the German government, whiely wause delays in deliveries of products and nadyest us to
penalties or loss of customer confidence.

Adverse outcomes in these and/or potentially simflaure proceedings, including intellectual prdger
disputes, antitrust or competition inquiries ariydition, product liability litigation, tax proceedjs and environmental
litigation, could subject us to substantial finpsnalties and administrative or injunctive remediagthermore, we may
incur substantial expense and devote significanhagament resources in addressing such legal priogsednd
government investigations. Adverse outcomes in $eghl proceedings and government investigatiosthe expense
of resources incurred may have a material advedfset®n our revenue, financial condition and réesaf operations.

We could be adversely affected if we fail to keggeg with technological changes or our new produatge not
accepted in the market.

Across our markets, our products are charactetizeithe need to evolve with changes in modern-dafana
This in turn leads to a requirement for lighter,reneersatile weapons. Particularly when our custsmequire us to
develop new prototypes of weapons as part of thedécific program requirements, these and other ddsnay our
clients will require us to enhance our existingduas and develop new products. Our success indeptin a large
part on our ability to:

e anticipate our customers’ needs and provide pisdid meet those needs;

» develop new products that are accepted by ouomess;

e integrate more modern materials into our products

« differentiate our products from our competitasfferings; and

e enhance and upgrade our existing products.
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In order to be able to keep pace with technologiteinges and demands by our customers, we mustedevo
sufficient resources to the development of new petal Research and development and related work ensail
substantial labor and time commitments and resultignificant cost. There can be no assurancesiet work will
result in viable technologies or products, that tierket will accept such products or that suffitisesources will be
available to develop and test our products in theré. There may also be errors or defects in negnbanced versions
of our products, which may delay our ability torgrithem to the market or result in after-sales caments, the costs of
which we may not be able to recover. Any such delaygosts may have a material adverse effect onrewenue,
financial condition and results of operations.

We manufacture substantially all of our products ane facility and disruptions at this facility advsely
affecting our revenues financial position and regslof operations.

We currently manufacture substantially all of ovogucts at our facilities in Oberndorf am Neckaer@any.

Any natural disaster or other serious disruptioth& facility due to fire, electrical outage oryaother calamity could
damage our capital equipment or supporting infaastire or disrupt our ability to ship our produfttam, or receive our
supplies at, either of these facilities. Any suekrg could materially impair our ability to manufae and deliver our
products. Even a short disruption in our productioriput could delay shipments and subject us t@lgiea or deliver
the cash deposits backing our performance guamanteeould also cause damage to relationships witstomers,
causing them to reduce or eliminate the amountadyrcts they purchase from us. Any such disruptimuld result in a
material adverse effect on our revenue, finan@abdion and results of operations.

Our government contracts are subject to audit andgr tbusiness could suffer as a result of a negataedit by
government agencies.

As a government contractor, we are sometimes sulgefinancial audits and other reviews by the valg
government of our costs, performance, accountinogyptiance with procurement and bidding rules artteiobusiness
practices. Based on the results of their audits,rélevant government may challenge the price we Inggotiated for
our products and our procurement practices, imfines and penalties, terminate our contracts oadab from bidding
on future contracts. In addition, some of our costsluding most financing costs, amortization ofangible assets,
portions of our research and development costssamet marketing expenses may not be reimbursalaliogved in our
negotiation of fixed-price contracts. Any futurevgonment audit or review may result in a materiblease effect on our
revenue, financial condition and results of operai

We are exposed to risks with respect to both gepbi@and customer concentration.

Among our most important customers are the goventahexgencies of Germany, Great Britain, the United
States and certain countries in the Middle EasteRee from customers in these countries, excludétated parties,
made up 52% of our revenue in the year ended Deseglh 2010. If we are not able to replace thesdracts with
contracts of similar size, our sales will decreag@ich may have a material adverse effect on owerree, our financial
condition and results of operations.

Failure to comply with applicable firearms laws amggulations could have a material adverse effeat @ur
business

As a firearms manufacturer manufacturing in Germamy the United States and having distribution atans
in Germany, the United States, the United Kingdamd &rance, we are subject to national firearms lafvshese
countries that pertain to the manufacture, sale @isttibution of firearms. Our places of businese aubject to
compliance inspections by the respective authsritend compliance failures, which constitute violed of law or
regulation, could result in the assessment of fimed penalties by these agencies, including liceesecation. Any
curtailment of our privileges to manufacture, selldistribute our products could have a materialesse effect on our
revenue, financial condition and results of operadi

Our government and other contracts contain termim@t provisions such that they can be canceled atyan
time at the government’s sole discretion.

We are subject to business risk specific to congsmeingaged in supplying defense-related equipnmaht a
services to the countries in which we operate. &hiesks sometimes include the ability of the goweent in question to
suspend or permanently prevent us from receiving ecantracts or from extending existing contractsdabon violations
or suspected violations of procurement laws or lagns, terminate our existing contracts or notchase the agreed-
upon number of small arms weapons systems or ptieelucts to be delivered by us in full.

Certain government counterparties may terminatéraots with us either for their convenience or & default
by failing to perform. Termination for convenienpeovisions generally would enable us to recovery anlr costs
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incurred or committed, and settlement expensespawiit on the work completed, prior to terminatidrermination for

default provisions do not permit these recoveried make us liable for excess costs incurred byacegovernment
counterparties in procuring undelivered items franother source. In addition, a termination arising) of our default

could expose us to liability and have a materialeaske effect on our ability to compete for futumniracts and orders.
Any of the foregoing events may have a materialeasky effect on our revenue, financial condition aesults of

operations.

We are dependent on our brand and intellectual peoty.

We believe that our trademarks and other propsigights are fundamental to our success and mastion.
There can be no assurance that actions taken by establish, protect and monitor the use of otellectual property
will be successful. The law and practice relatingthe protection of intellectual property rightsriea greatly from
country to country. The laws of some countries dbprotect our products and intellectual propeights to the same
extent as the laws of the United States or the fi@an Union.

Historically, we have had difficulty defending auatellectual property. As a result, our intelledtpeoperty has
been used by former customers and by other thiriegan ways that are not authorized by us. Inaterinstances, these
uses could cause damage to our trademarks, assvellr reputation. For example, prior to our adtjaisby HKB in
2002, we maintained (and, with respect to the @8, rihe German government maintained) certain exgemts with
governments whereby these governments were givermrright to manufacture MP5 submachine guns and ifB%.r
Although the designs for these products are cugrenitdated and the licenses and any related agnetsmwvith us (and,
with respect to the G3 rifle, with the German goweent) have expired or been terminated, we undetdfzat these
governments may occasionally manufacture theseuptedIn addition, these firearms may be manufadtuyearing
markings associated with us. Although not connetdads, the use of our intellectual property (adndhe case of the G3
rifle, the German government’s intellectual propehy these governments may negatively affect pubdirceptions of
our products, thereby decreasing our profitaboityotherwise causing a material adverse effectwnevenue, financial
condition and results of operations.

We purchase a majority of our high quality steebfn a single supplier.

We purchase a majority of our high quality steelnira single source that specializes in the prodooif
special steel and super alloys. Bankruptcy of tingpBer or other events which disrupt our suppliéssteel for a
significant period of time and require us potehiab source steel from an alternative supplierldchave a material
adverse affect on our revenue, financial conditod the results of operations. For example, it ta&e a significant
amount of time for our alternative supplier to @&sa the required production levels, resulting deky in production. In
addition, we may not be able to negotiate pricaeicédns with our majority supplier similar to those may be able to
negotiate with other suppliers.

Misconduct by management, employees or agents cbalan us and is difficult to detect and deter.

Our management, employees or agents may engages@onduct, fraud or other improper activities thay
have adverse consequences on our prospects aitd odsaperations. Misconduct by management, eng#syor agents,
including foreign sales representatives, couldudelthe export of defense articles or technicad dathout an export
license, the payments of bribes in order to obkaisiness, failure to comply with applicable goveemtnprocurement
regulations, violation of government requirementsnaerning the protection of classified informaticand
misappropriation of government or third-party pnagpend information. The occurrence of any sucliviagtcould result
in our suspension or debarment from contractingy Wie governments, as well as the imposition adfiand penalties,
which would cause material harm to our businesis. ribt always possible to deter misconduct by tsgand employees
and the precautions we take to detect and preliEnactivity may not be effective in all cases.

The audit report in respect of the financial statemts of HKB includes an exception.

During the term of the Notes, it is possible thegt tovenants set forth in the section entitled tbipson of the
Notes” will apply to HKB and its subsidiaries raththan HKO and its subsidiaries. At such time, HiBuld also
guarantee the Notes. See “Summary—The Transactidesordingly, we are providing certain financiaiférmation
regarding HKB on a consolidated basis to aid irusstin understanding HKB’s assets, liabilities amdults of
operations.

The audit report in respect of the HKB Financiat8ments includes an exception. Our auditors hacladed
the following language in their audit report:

“... as at the balance sheet date, unsecured adtes/from loans to shareholders exist in the amoi&8,764
[thousands]. The recoverability of these receivaldeuld not be sufficiently assessed, as the sbltefs are private
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individuals whose asset and financial position cartre entirely separated using authoritative aaditlence. It can
therefore not be excluded that the statementsresaeous in this respect.”

Accordingly, investors should examine the HKB Ficiah Statements and the conditions that would apgly
moving the covenants from HKO to HKB. See the auelitort in the HKB Financial Statements includeskelhere in
this offering memorandum and the “Description & NMotes—The Reorganization.”

A loss of key personnel or highly skilled employeesild adversely affect our business.

Our performance depends significantly both on dailitg to retain members of our management teammyntd
whom have significant experience in the militarydan the defense industries, and our ability toaattand retain a
highly skilled workforce which includes experiencembineers and technical personnel. If any of enics executives or
other key personnel cease their employment witlhwsfuture operations could be harmed.

Labor law disputes or strikes by our employees rhaye a material adverse impact on our revenue, fical
condition and results of operations.

A works council exists at our Oberndorf am Neck#e.sWhile relations between the works council and
ourselves are positive, it is impossible to predith certainty the nature of future relations. bakaw disputes or strikes
could have a material adverse effect on our reviefimancial condition or results of operations.

In June 2008, we entered into a complementary aolke bargaining agreement to adopt a new frameviark
reforming collective wage agreementsn{gelt-Rahmen-Abkommeor “ERA”). Pursuant to this agreement, a new
framework was adopted on July 1, 2009. This agre¢mssigns workers to pay scales according toafjgirements of
the tasks that they perform. This agreement, edapecifically for Heckler & Koch, can be termig@tfor the first time
in June 2014 and on termination it must be repldgean alternative agreement.

We have collective bargaining agreements in linth idaden-WirttembergS{id-Wurttemberg/Hohenzollgrn
agreements between the metal-working industry &edntain union, with the principal agreement exgirin March
2012.

We face risks associated with international currgnexchange.

While we transact business primarily in euros aitidaind collect most of our revenue in euros, wansact a
portion of our business in U.S. dollars and Britsbunds sterling, thereby exposing us to some dar@&xchange
fluctuations. Fluctuations in foreign currency eanbe rates could affect the sale of our productiecost of goods and
operating margins and could have a material advergact on our revenue, financial condition andiltssof operations.

Significant increases in commodity and energy prceould have a material impact on our financial
condition and results of operations.

The manufacturing of products is dependent uporatfzlability of raw materials such as steel antyper.
Increases in the prices of any of these raw mageaimwell as an increase in energy prices coule hamaterial impact
on our revenue, financial condition and resultspdrations.

We may be unable to obtain or maintain licensesuggqd for the conduct of our business.

In the course of our business, we are subject toseis of German regulations, the laws and reguistfor
non-weapons of wanNaffengesejzand the German War Weapons Control Act for weapainwar pursuant to the
German Weapons AcK(iegswaffenkontrollgesétzWe currently possess valid licenses for all products. There can
be no assurance, however, that we will be abledimtain such licenses in the future.

Weapons of war are defined in the War Weapons (Kisegswaffenliste as items, substances and organisms,
including, inter alia, machine guns except those with water cooling, mm&c pistols, fully automatic rifles,
semi-automatic rifles except those for hunting apdrting purposes and machine guns, rifles andageepistols. Non-
weapons of war includes all other weapons, sudidesarms. The manufacture and distribution of weapons of war
requires a general license for manufacture ancetradhich is issued by the competent local authofitye license is
granted to a specific individuaPérsonalkonzessigmnd is unlimited in duration. If the individual twvhom the license is
issued were to retire or otherwise leave our compar would be required to appoint another indiaidio obtain a new
license.

Under the German War Weapons Control Act, the natufe, transport and transfer of weapons of war
requires a license that specifies the quantity mietity of the weapons produced. The licensesisseed to the
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company itself, but require the appointment of anaging director Geschéftsfihrgr as “responsible person”
(verantwortliche Person Generally, we would not expect that changing dppointment of a “responsible person”
would interrupt our business. While weapons of liggnses are not issued to individuals and therlttie risk of
interruption to our business, the duration of thigsenses is generally limited to two years by i&uing authority in
practice.

The issuance of any new licenses may be withheldedayed by the competent authorities or due to an
intervention by the German government, leadingstbeing both unable to fulfill our existing contisiand to enter into
new contractual obligations, each of which couldeha material adverse effect on our revenue, fiahiwondition and
results of our operations.
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Our operating results may be adversely affectedtbg impact of environmental laws and regulations to
which we are subject.

Our operations are subject to an increasingly deingnlevel of local, national and supranational $aand
regulations on the protection of the environmeselth and safety. These laws and regulations asideesong other
things, the identification, acceptance, treatmstdrage, handling, transportation and disposalaziatdous and solid
materials and waste, air and water emissions,asull water contamination, noise, the prevention orimization of
climate change, and exposure of employees andsothdrazardous materials or waste.

Any violation or liability under these laws and vdgtions could give rise to significant costs, riegus to pay
fines, penalties or damages, result in the clostireur operations, damage to our reputation, oraimpur continued
ability to conduct our business. Our failure toaibtor a delay in obtaining an environmental, Heattsafety permit, the
non-renewal of or a challenge to a permit, or tin@dsition of more stringent conditions by a perpould have a
material adverse effect on our revenue, finan@abition or results of operations. Environmentalalth and safety laws
and regulations have changed rapidly in recentsyeard it is possible that we will be subject terewnore stringent
standards in the future, including those that liowit ability to access the raw materials we requirerder to operate our
business.

Our pension provisions relating to our liabilitiesay not indicate our actual liabilities.

In our accounts, which are prepared in accordaritel®RS, our provisions for pensions and similampéoyee
defined benefit obligations were € 52.6 million afsDecember 31, 2010. This figure has been caledlaly actuaries
using the assumptions required by IAS 19; howeamy, future payments relating to these liabilitiesynbe higher than
the amount currently recognized in the financiateshents. The German pension schemes, which aireeddfenefit
plans, are closed to new employees.

We may be subject to liability as a result of salasfirearms to civilians and U.S. local law enfoement
agencies.

Our U.S. entities and other entities that engaghénmanufacture and distribution of products tdlieins and
U.S. local law enforcement agencies have been aydimthe future be subject to liabilities arisiingm litigation in the
United States. Although we believe that the liketil of success of an action for monetary damagamstgus have
significantly decreased after the U.S. Congressquhshe Protection of Lawful Commerce in Arms Adtoilaw in
October 2005, there can be no assurance that sugnder such an action will not occur. Moreover, ingurance does
not cover punitive damages. Because of the extepotential liability from product liability and mgigent distribution
claims and the uncertainty of litigation in the UcBurts, there can be no assurance that our i=ouill be adequate to
cover any product liability and negligent distrilaut damages, or that the payment of such damageilvmot have a
material adverse effect on our financial conditom results of operations.

Risks Relating to Our Debt and the Notes

Our business may be adversely impacted as a resulbur substantial debt, which requires the use af
substantial portion of our cash flow and may limdccess to additional capital. We and our subsidérimay be able to
incur additional debt.

As of December 31, 2010, onfo forma basis, after giving effect to the issuance of Mwes and the
application of the net proceeds of this offering kad total debt of €295.0 million (all of whichrispresented by the
Notes), and pension and similar liabilities of €&#illion. As of December 31, 2010, we had prodideir customers
with €17.1 million of bid, advance payment and parfance bonds, none of which has been drawn asuit & a
breach of any customer commitments. However, ifvdtahe bid, performance and advance payment band#d rank
equally with the Notes.

Our substantial debt could have important consecpgefor holders of the Notes. For example, itkslii to:

e require us to dedicate a substantial portionwfaash flow from operations to payments on defareby
reducing the availability of our cash flow to fumebrking capital, capital expenditures, research and
development efforts and other general corporatpqass;

» increase our vulnerability to general adverseneatic and industry conditions;

« limit our flexibility in planning for, or reactiy to, changes in our business and the industryhiclwwe
operate;
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« limit our ability to make strategic acquisitionstake other corporate actions;
» place us at a competitive disadvantage comparedrhpetitors who have less debt; and

e limit our ability to borrow additional funds andcrease the cost of any such borrowings, partiula
because of the financial and other restrictive oams contained in the Indenture.

We and our subsidiaries may be able to incur aatditidebt in the future, which could be structyranior to
the Notes, including secured debt. Although thegeof the Indenture contain restrictions on thelirence of additional
debt, these restrictions are subject to a numbeualfifications and exceptions. To the extent neltds added to our
current debt levels, the substantial leverageedlatk described above could intensify.

The purchase of HKB PIK Loans may reduce our equdyincrease our indebtedness.

We intend to purchase all HKB PIK Loans held bydhparties with some of the proceeds of the Ndfes
“Use of Proceeds.” In the future, we will be reguirto evaluate the HKB PIK Loans to their fair nerkalue for
accounting and insolvency law purposes. To thengtteat the value of the HKB PIK Loans were to bduced below
the purchase price, this would reduce our equitgoaid cause over indebtednegibérschuldunyy This could have a
material adverse impact on our financial conditeomd results of operations, including an inability refinance or
otherwise repay the principal of and/or interestste Notes.

The terms of the Indenture impose various restraois on us. These restrictions may affect our alyilio
successfully carry out our business strategy, whiahturn could affect our ability to make paymentsf principal or
interest on the Notes.

The Indenture contains, and certain of our futurarfcing agreements may contain, various restactiv
covenants that limit our discretion in operating business. In particular, these agreements vghigtantly limit our
ability and that of our subsidiaries to, among othangs:

e incur additional debt;

* make restricted payments (including paying dindie on capital stock or redeeming or repurchasapifal
stock);

e make certain investments or acquisitions;
» create liens on assets to secure debt;
» impair the Collateral securing the Notes;

» sell or otherwise dispose of our assets, inclgidhre capital stock of certain of our subsidiadesl any
other property or assets that are sold other thaimei ordinary course of business;

* guarantee debt;
* engage in transactions with affiliates; and
* merge, consolidate or transfer substantiallpfbur assets.

These restrictions may adversely affect our abititycarry out our business strategy and financeréut
operations or capital needs. See “Description efNlotes—Certain Covenants.” This, in turn, may &ffeur revenue,
financial condition or results of operations, whaduld affect our ability to make payments of pijirat or interest on the
Notes as those payments become due.

If we fail to comply with the restrictions in thedenture, or in any other financing agreementsfault may
allow our creditors, if the agreements so provieaccelerate the related debt as well as any atbbt to which a
cross-acceleration or cross-default provision aspliln addition, other lenders may be able to teatei any
commitments they had made to supply us with furfbads. We are not certain whether we would havéyenable to
obtain, sufficient funds to make these accelerptaanents. See “Description of the Notes—Eventsefhbit.”
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We may not be able to generate sufficient cashdoviee all or our indebtedness, including the Notefered
hereby, and may be forced to take other actionsadisfy our obligations under our indebtedness, waihimay not be
successful.

Our ability to make scheduled payments on or tinagice our debt obligations depends on our abitity
generate cash. This is subject, in part, to genecahomic, financial, competitive, legislative, uegory and other
factors that are beyond our control. Accordinglyr business may not generate sufficient cash flioars operations or
future distributions may not be available to usimounts sufficient to enable us to pay our indaiesd, including the
Notes, or to fund our other liquidity needs. If @ash flows and capital resources are insuffidierfitind our debt service
obligations, we may be forced to reduce or delagstments and capital expenditures, or to sellteisseek additional
capital or restructure or refinance our indebtednéscluding the Notes. These alternative measunag not be
successful and may not permit us to meet our sdbediebt service obligations. If our operating tessand available
cash are insufficient to meet our debt servicegalbibns, we could face substantial liquidity prabseand might be
required to dispose of material assets or operatiomeet our debt service and other obligations.idy not be able to
consummate those dispositions or to obtain thegae that we could realize from them, and thesegeds may not be
adequate to meet any debt service obligations doen Any future refinancing of our indebtednessladae at higher
interest rates and may require us to comply witlremanerous covenants which could further restriat lousiness
operations.

If we fail to comply with the payment requiremenfsany of our debt, including the Notes, it couddd to the
acceleration of the related debt and the accetgratif debt under any other debt instruments coimgin
cross-acceleration or cross-default provisionhi occurred, we might not be able to refinancetberwise repay this
debt.

We may not be able to raise the funds necessaryinance a change of control offer required by the
Indenture. Our inability to do so would result inraevent of default under the Indenture.

If we were to experience a change of control (af $erm is defined in the Indenture), we would éguired to
make an offer to repurchase all outstanding Natd®4% of their principal amount, plus accrued angaid interest, if
any, to the date of repurchase. However, we maynbéle to do so because we might not have enowglable funds at
the time of such change of control to make the iredupurchase of the Notes. See “Description ofNb&es—Purchase
of Notes upon a Change of Control.” In additiomtai@ of our future debt, may limit our ability tepurchase the Notes
upon a change of control or may require that treeyepaid upon a change of control.

The term “all or substantially all” in the contexbf a Change of Control has no clearly establishecdaming
under the relevant law and is subject to judicialtérpretation.

The definition of “Change of Control” containedthe Indenture includes a disposition of all or sabsally all
of the assets of the Issuer and its restrictedidialpies taken as whole to any person. Althoughetlie a limited body of
case law interpreting the phrase “all or substéntall,” there is no precise established definitiof the phrase under
applicable law. Accordingly, in certain circumstaachere may be a degree of uncertainty as to whethparticular
transaction would involve a disposition of “all substantially all” of the assets of the Issuer imdestricted subsidiaries
taken as a whole. As a result, it may be uncledo aghether a change of control has occurred argthven the Issuer is
required to make an offer to repurchase the Notes.

The pledge over the share capital of the Issuer nb@yreleased without the consent of the noteholders

The pledge over the share capital of the Issuedenfiar the benefit of the noteholders, may be ssdavithout
the consent of the noteholders upon the occurrefitiee Permitted HKB Merger (see “Description o# thotes” for a
definition and description of the Permitted HKB Ider). While the conditions to the release of tharsltharge require
the shareholders of the surviving entity to pleddieof the shares in such surviving entity for thenefit of the
noteholders, such new pledges will be made by plelfparties, will be subject to new hardening p#sjoand, as a
result, may be less useful to the noteholdersdistaessed enforcement.

Further, the pledge over the share capital of $sadr will be automatically released (both befaré after the
occurrence of the Permitted HKB Merger):

e in connection with any sale or other dispositadrthe share capital of the Issuer to an unafélilaparty if
not less than €50.0 million is received by the ¢ésftom such sale; or

+ following an initial public offering if not lesshan €50.0 million is received by the Issuer froucls
offering.
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If an insolvency or distressed enforcement werectur after the pledge over the share capital ®isbuer has
been released, noteholders would have fewer, asddbust, enforcement options.

The security interests over the Collateral have beganted to the security trustee rather than ditlcto the
holders of the Notes. The ability of the securitystee to enforce the Collateral may be restrictgdlocal law.

The security interests in the Collateral have resrbgranted directly to the holders of the Noteshave been
granted in favor of the security trustee. The Indenprovides that only the security trustee hasripht to enforce the
security documents governing the security interes¢sa consequence, holders of the Notes do nat Haect security
interests and are not entitled to take enforceraetibn in respect of the Collateral except throtighsecurity trustee. By
accepting a Note, you will be deemed to have agredidese restrictions. As a result of these m@giris, holders of the
Notes will have limited remedies and recourse again in the event of a default. See “Descriptibthe Notes.”

Due to the laws and other jurisprudence governimg dreation and perfection of security interestd an
enforceability of such security interests it is @&gary in certain jurisdictions, including Germamyg France, to grant the
security trustee an own “parallel debt” claim imler to grant the collateral to the security trusidee Indenture provides
for the creation of such “parallel debt” claim avbr of the security trustee (“Parallel Debt”) moiing the obligations of
the Issuer and the Guarantors towards the holdated\otes and the trustee under or in connectibim the Indenture
(“Principal Obligations”). Share pledges in suctigdictions have been granted to the security @rusis security for the
Parallel Debt and do not directly secure the PpaicDbligations. In respect of the security integrsinted to secure the
Parallel Debt, the holders of the Notes do not tdixect security and are not be entitled to takireement actions in
respect of such security except through the securitstee. Therefore, the holders of the Notes hkarrisk of
insolvency or bankruptcy of the security trusteedlation to such Collateral. In addition, the Fatdebt construct has
not been tested under law in certain of thesediatiwns and to the extent that the security irderén the Collateral
created under the Parallel Debt construct are sgtaéy challenged by other parties, the holdershef Notes will not
receive any proceeds from an enforcement of suctribg interests. See “Limitations on Validity agahforceability of
the Guarantees and the Collateral and Certainuesoly Considerations.”

The value of the Collateral securing the Notes magt be sufficient to satisfy our obligations undehe
Notes.

The Collateral solely consists of all of our cab#itock held by HKH and all of the capital stockaafr direct
subsidiaries that we hold and are the only asseternlying the security interest. If we default be Notes, holders of the
Notes are secured only to the extent of the vafubepassets underlying their security intereste Vhalue of our capital
stock and of the capital stock of our direct suiasids realized in any enforcement depends on rfaetprs including,
among others, the ability to sell the stock in asedy sale, the availability of buyers and whetapprovals required to
purchase our business or the business of our ditdxdidiaries would be available to a buyer ofdtuek. Against this
background, there may not be any buyer willing abté to purchase our capital stock or the capitalksof our direct
subsidiaries. Each of these factors could reduediltelihood of an enforcement action as well adupe the amount of
any proceeds from an enforcement action.

The granting of the security interests in the Caltaal may create hardening periods for such secuyrit
interests in accordance with the law applicabledartain jurisdictions.

The granting of new security interests in connexctidgth the issuance of the Notes may create handgueriods
for such security interests in certain jurisdiciohe applicable hardening period for these nesur#y interests will
run as from the moment each new security interastieen granted, perfected or recreated. At eaeh if the security
interest granted, perfected or recreated were tenfierced before the end of the respective hardepé@miod applicable
in such jurisdiction, it may be declared void amd{anay not be possible to enforce it. See “Lirmdas on Validity and
Enforceability of the Guarantees and the Collataral Certain Insolvency Considerations.” The pledger the share
capital of the Issuer may be released without tresent of the holders of the Notes.

We are controlled by three individual shareholderghose interests may conflict with yours.

The share capital of our principal shareholder, HKBentirely held by three individual shareholderso
together have, directly or indirectly, the powamamg other things, to affect our legal and capstaicture and our day-
to-day operations, as well as the ability to elmotl change our management and to approve any citheges to our
operations or strategic direction. The interestewfthree ultimate shareholders may, howevereitain circumstances
conflict with your interests as holders of the NotH, for example, we were to encounter finandidficulties or were
unable to pay our debts as they matured, our thiteeate shareholders could take actions contramour interests. Our
three ultimate shareholders could also vote toadedlividends or to cause us to incur additiondéimedness, in each
case as permitted under the Indenture, causingatapitflows or increasing our debt service obligas, all of which
could hinder our ability to meet our obligationsdenthe Notes. In addition, our three ultimate shatders may benefit
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if they pursue acquisitions, divestitures, finaggncurrency exchange or interest rate hedgindghmr dransactions that,
in their judgment, could enhance the value of teeinity investment, even though these transactitight involve risk
to holders of the Notes.

The change of control provisions contained in tidehture may not protect holders of the Notes énettent of
certain highly leveraged transactions, includingrganizations, restructurings or mergers, becalsset transactions
may not involve a change of voting power or berneffinterest of the magnitude required to trigder thange of control
provisions. See “Description of the Notes—Purchafddotes upon a Change of Control.”

Enforcing your rights as a holder of the Notes omder the Guarantees or the Collateral across mukip
jurisdictions may prove difficult.

The Issuer is organized under the laws of GermtreyGuarantors are organized under the laws of &sym
France, United States and England and Wales. Ir\tbat of bankruptcy, insolvency, administrationsonilar event,
proceedings could be initiated in any of thesesilidtions. Your rights under the Notes, the Guamsitand the
Collateral are likely to be subject to insolvenaydaadministrative laws of several jurisdictions ahdre can be no
assurance that you will be able to effectively ecdoyour rights in such complex proceedings.

The insolvency, administration and other laws o flrisdiction of organization of the Issuer anck th
Guarantors may be materially different from, or ftion with, each other and with the laws of the téwi States,
including in the areas of rights of creditors, pitipof governmental and other creditors, abilibydbtain post-petition
interest, the duration of proceeding and prefergme®ds. The application of these laws, and amflicd between them,
could call into question whether, and to what ettdre laws of any particular jurisdiction shoujobdy, adversely affect
your ability to enforce your rights under the Gudess and the security documents in these jurisd&tor limit any
amounts that you may receive. See “Limitations @fidity and Enforceability of the Guarantees anel @ollateral and
Certain Insolvency Considerations.”

Corporate benefit, capital maintenance laws and ethimitations on the Guarantees may adversely affthe
validity and enforceability of the Guarantees ofetNotes.

The laws of certain of the jurisdictions in whichet Guarantors are organized limit the ability oésih
subsidiaries to guarantee debt of a related compargrant security on account of a related compagbts. These
limitations arise under various provisions or piihes of corporate law which include rules goveinapital
maintenance, under which, among others, the riséscated with a guarantee or grant of securitgamount of a parent
or sister company’s debt need to be reasonableeaadomically and operationally justified from thaagantor’s or
grantor’'s perspective, as well as thin capitalmatand fraudulent transfer principles. If theseittations were not
observed, the Guarantees by these Guarantors teulsubject to legal challenge. In these jurisdittjoincluding
Germany, the Guarantees will contain language ilwgnithe amount of debt guaranteed so that appkchidal law
restrictions will not be violated. Accordingly, yiou were to enforce the Guarantees by a Guarantoné of these
jurisdictions, your claims are likely to be limitelth some cases, where the amount that can bergaathor secured is
limited by reference to the net assets and legataleof the Guarantor or by reference to the autding debt owed by
the relevant Guarantor to us under intercompangddhat amount might have reached zero or clogero at the time
of any insolvency or enforcement. Furthermore,aaltfh we believe that the Guarantees by these Guoasamve been
validly given in accordance with local law restigets, there can be no assurance that a third-gaegitor would not
challenge these Guarantees and prevail in couet."Smitations on Validity and Enforceability of ¢hGuarantees and
the Collateral and Certain Insolvency Consideratibn

Fraudulent conveyance laws may protect our cred#do your disadvantage.

Our obligations under the Notes may, subject totédnms of the Indenture, be secured by the Issnértlae
other providers of the Collateral and be guarantegdhe Guarantors. See “Description of the Notesbs&liary
Guarantees” and “Description of the Notes—Colldteraach of the Guarantees and the Collateral,niy,amay be
subject to review under the fraudulent transfer emaveyance laws of the relevant jurisdiction whidse Issuer, HKH
and each of the Guarantors operates. The followiagussion of fraudulent transfer and conveyaneg #&though an
overview, describes generally applicable terms aridciples, which are defined under the relevamtsgiction’s
fraudulent transfer statutes.

In an insolvency proceeding, it is possible thagdaors of the Issuer, HKH and the Guarantors @& th
insolvency administrator may challenge the Guaemjtehe Collateral and intercompany obligationsfrasdulent
transfers or conveyances. If so, such laws may peroourt, if it makes certain findings, to:

» avoid or invalidate all or a portion of the oldigpns of the Guarantors and the providers of thka@ral
under their respective Guarantees and Collateral,

22



« direct that holders of the Notes return any an®paid under a Guarantee or Collateral to thesksddKH
or the relevant Guarantor or to a fund for the fiepéits creditors; and

» take other action that is detrimental to you.

If we cannot satisfy our obligations under the Noded any Guarantee is found to be a fraudulensfea or
conveyance, we cannot assure you that we can epay iin full any amounts outstanding under the Bldie addition,
the liability of each Guarantor and provider of ©ellateral under the Indenture are limited to dhgount that will result
in its Guarantee not constituting a fraudulent @yance or improper corporate distribution, and éhean be no
assurance as to what standard a court would apphaking a determination of the maximum liabilifyeach Guarantor
and provider of the Collateral.

In order to initiate any of these actions undeudiaent transfer principles, courts typically mdstermine that,
at the time the relevant Collateral or Guaranteg issued, the Guarantor or provider of the Colédters applicable:

e issued such Guarantee or Collateral with theninté hindering, delaying or defrauding currentfature
creditors; or

» received less than reasonably equivalent valuénfaurring the debt represented by the Guaranteethe
basis that the Guarantees were incurred for oueflicand only indirectly for the benefit of the &antors
or providers of Collateral, or some other basis @ndas insolvent or rendered insolvent by reasbthe
issuance of the Guarantee or Collateral, (ii) wadeucapitalized or became undercapitalized beaafube
Guarantee or Collateral, (iii) was engaged, or alasut to engage, in a business or transaction fochwv
the assets of the Guarantor or providers of Calliteere unreasonably small or (iv) intended taumor
believed it would incur, debts beyond its ability tnake required payments as and when they would
become due.

Different jurisdictions evaluate insolvency on wa$ criteria, but a Guarantor or provider of Celfat is
generally considered insolvent at the time it islsagsuarantee or granted the Collateral, as ajyicd:

» ts liabilities exceeded the fair market valuatefassets;
e it cannot pay its debts as and when they becameat

» the present saleable value of its assets isthessthe amount required to pay its total existiedpts and
liabilities, including contingent liabilities, ake¢y become matured or absolute.

We cannot assure you which standard a court woubllydan determining whether a company was “insotven
as of the date the Guarantees were issued or tha&teTal was granted, that, regardless of the ntkibfovaluation, a
court would not determine that a Guarantor wasluesd on that date, or that a court would not detee, regardless of
whether or not a company was insolvent on the daté&uarantee was issued or the Collateral wasteparthat
payments to holders of the Notes constituted friarduransfers on other grounds. If a court decttias any Guarantee
was a fraudulent conveyance and voided such Gusaat held it unenforceable for any other reagon,would cease
to have any claim in respect of the Guarantee erQhbllateral See “Limitation on Validity and Enfeability of the
Guarantees and the Collateral and Certain Insojv@uonsiderations.”

The insolvency laws of Germany may not be as faldeato you as the bankruptcy laws of the jurisdanti
with which you are familiar.

We are incorporated under the laws of Germany. Guarantors and other providers of Collateral are
incorporated under the laws of Germany, France|dfdgand the United States. Insolvency proceedwitisrespect to
each of these companies could be required to pdogeder the laws of the jurisdiction in which itsehtre of main
interests,” as defined in The Council of the Euanp&nion Regulation No. 1346/2000 on InsolvencycPealings, is
situated at the time insolvency proceedings arencenced. Although there is a rebuttable presumgtiahthe “centre
of main interests” will be in the jurisdiction wieeits registered office is situated, this presumpis not conclusive.

The insolvency laws of Germany or any other reléyarisdiction may not be as favorable to your iatds as
those of the United States or another jurisdictigtih which you may be familiar. Such multi-juristiamal proceedings
are likely to be complex and costly for creditonsl atherwise may result in greater uncertainty deldy regarding the
enforcement of your rights.

Under German law, insolvency proceedings can béaied through filing of an insolvency petition
(Insolvenzantrayeither by the debtor or by a creditor in the éwenover-indebtedness)perschuldunyyof the debtor,
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i.e., where its liabilities exceed the value of itsedsqaccording to temporary legislation in forcdiluhe end of 2013,
the debtor is in any case not over-indebted i€dstinuation as a going concern is predominankiglyi) or in the event
that the debtor is unable to pay its debts as dmhvthey fall dueZahlungsunfahigkeit In addition, the debtor can file
for insolvency proceedings if it is imminently &k of being unable to pay its debts as and whew thll due ¢irohende
Zahlungsunfahigkéit The insolvency proceedings are court controléedi the court opens the insolvency proceedings if
certain formal requirements are met and if theee saufficient assets to cover at least the coshefproceedings. The
court usually appoints an insolvency administrdbosolvenzverwaltgrwho, once the main insolvency proceedings have
been opened, generally has full power to disposbefiebtor’'s assets, whereas the debtor is netegitled to dispose

of its assets.

Under German law, the insolvency administrator nechgllenge transactions that it deems detrimental to
insolvency creditors and that were effected prioot after the opening of insolvency proceedingsesk transactions
can include the payment of any amounts to the heldéthe Notes, as well as the provision of argditrsupport for
their benefit (including the granting of any Guaesms or security for the benefit of the holder loé tNotes). The
administrator’s right to challenge transactions, aapending on the circumstances, extend to trénsacoccurring ten
years prior to the opening of insolvency proceeslirig the event that the validity or enforceabibifythese transactions
are successfully challenged, the holder of the 8lotay not be able to recover any amounts undeetaeant Guarantee
or security and would be under an obligation toasethe amount received and/or to waive their redppesecurity
interest. See “Limitations on Validity and Enforbdiy of the Guarantees and the Collateral andt&erinsolvency
Considerations.”

No prior market exists for the Notes. An active tiag market may not develop for the Notes and yoaynmot
be able to sell your Notes.

There is currently no established market for theeN@nd a market for the Notes may not develops Tiay
affect the ability of the holders of the Notes &l sheir Notes or the price at which holders wobkl able to sell their
Notes. If a market was to exist, the Notes couddldrat prices that may be lower than the initiatketavalues thereof
depending on many factors, including prevailingiast rates and our business performance. Applichths been made
to admit the Notes to listing on the Official List the Luxembourg Stock Exchange and to tradinghenEuro MTF
Market of that exchange.

Historically, the markets for non-investment graiébt, such as the Notes, have been subject toptimng that
have caused substantial volatility in their pricEse market, if any, for the Notes may be subjedimilar disruptions.
Any disruptions may have an adverse effect on diéens of the Notes.

We have been informed by the initial purchasers thay intend to make a market for the Notes atfter
offering is completed. However, the initial purckes are not obliged to do so and may cease theiketmaking
activity at any time without notice. In additionych market-making activity will be subject to liaitons imposed by the
Securities Act and other applicable laws and reaguria. As a result, we cannot assure you that timeatrading market
for the Notes will develop or, if one does develtiat it will be maintained. If an active tradingrket does not develop
or cannot be maintained, this could have a matedakrse effect on the liquidity and the tradingermf the Notes.
Market fluctuations, as well as economic conditiomsve adversely affected the market price of msegurities. We
cannot assure you that these conditions will ngeeskly affect the market price of the Notes.

Transfer of the Notes are subject to certain restidns.

We have not registered, and will not register tfierand sale or resale of the Notes under the r&m=uAct or
the U.S. state securities laws or the securitiess laf any other jurisdiction. You may not offer s®ll the Notes, except
pursuant to an exemption from, or in a transaationsubject to, the registration requirements ef $ecurities Act and
applicable U.S. state securities laws. You shoaklllrthe discussions in “Notice to Investors” forttiar information
about these and other transfer restrictions. yoig obligation to ensure that offers and saleNates within the United
States and other countries comply with applicabtaisties laws.

Credit ratings may not reflect all risks, are noecommendations to buy or hold the Notes and maybigject
to revision, suspension or withdrawal at any time.

One or more independent credit rating agenciesassign credit ratings to the Notes. The credihgatiaddress
our ability to perform our obligations under thents of the Notes and credit risks in determining likelihood that
payments will be made when due under the Notes ratireggs may not reflect the potential impact dfreks related to
the structure, market, additional risk factors d&sed above and other factors that may affectahe=\of the Notes. A
credit rating is not a recommendation to buy, sellhold securities and may be subject to revisgrgpension or
withdrawal by the rating agency at any time. Naugasce can be given that a credit rating will rem@instant for any
given period of time or that a credit rating wititrbe lowered or withdrawn entirely by the creditimg agency if, in its

24



judgment, circumstances in the future so warrantugpension, reduction or withdrawal at any tim¢hefcredit rating
assigned to the Notes by one or more of the cratiitg agencies may adversely affect the cost amdst and conditions
of our financings and could adversely affect themeand trading of the Notes.

You may not be able to recover in civil proceedirigsU.S. securities laws violations.

It may not be possible for investors to effect g@\of process in the United States upon us odaectors and
officers or to enforce against us or them judgmentsined in the U.S. courts predicated upon diafility provisions
of the federal securities laws of the United Statesarticular, there is doubt as to the enfordégbn Germany, in
original actions or actions for the enforcemenjunfgments of U.S. courts, of civil liabilities pliedted solely upon the
federal securities laws of the United States. S&ervice of Process and Enforcement of Civil Lidieii” where this
issue is more fully described.

The Notes are initially be held in book-entry formnd therefore you must rely on the procedures oéth
relevant clearing systems to exercise any rightslaamedies.

Unless and until definitive registered notes aseiésl in exchange for book-entry interests in theedlaowners
of the book-entry interests will not be considemdhers or holders of the Notes. Instead, the regdtholder, or its
nominee, are the sole holder of the Notes. Paynwdigencipal, interest and other amounts owingooim respect of the
Notes in global form will be made to The Bank ofuN¥ork Mellon (as paying agent for the Notes), whigill make
payments to the common depositary, which will imtdistribute payments to Euroclear and ClearstréEmereafter,
payments will be made by Euroclear and Clearstreeamapplicable, to participants in these systendsth@n by such
participants to indirect participants. After payrhémthe common depositary or the paying agengpgdicable, neither
we, the trustee nor the paying agent will have r@sponsibility or liability for any aspect of thecords relating to, or
payments of, interest, principal or other amouat&uroclear and Clearstream or to owners of bodkreénterests.

Unlike holders of the Notes themselves, ownersomlkbentry interests will not have the direct righitact upon
our solicitations or consents or requests for waiva other actions from holders of the Notes thatmay choose to
make in the future. Rather, owners of book-entterigsts will be permitted to act only to the extdrdt they have
received appropriate proxies to do so from Eurachem Clearstream or from a participant. We camssure you that
procedures implemented for the granting of suclipsowill be sufficient to enable you to vote oryauch solicitations
or requests for actions on a timely basis.

Similarly, upon the occurrence of an event of ditfander the Indenture, owners of book-entry indesevill be
restricted to acting through Euroclear and Cleaastr. We cannot assure you that the procedures tmfdemented
through Euroclear and Clearstream, as applicabilé,ber adequate to ensure the timely exercise gifits under the
Notes. See “Book-Entry; Delivery and Form.”

Pending and future tax audits within our group migtead to additional tax payment obligations.

Additional tax expenses could accrue as a resulingbing or future tax audits. Tax laws and regoiret are
complex and subject to varying interpretations. réf@e, there is a general risk that tax autharitteuld have a
different view on certain tax matters than our @ran particular in connection with financings (esfally depreciations
in respect of intra-group loans). As a result, tdoe authorities might not concur with certain piosis taken in our tax
reports/returns or could revise original tax assesgs, and substantially increase the tax burdetu@ing interest and
penalty payments) of the affected companies ofGraup. This could adversely affect our busineswrfcial condition
and results of operations.

Changes in fiscal regulations or the interpretatioof tax laws might have materially adverse conseagces
for our business, financial condition and results operations.

Changes in fiscal regulations or the interpretatibtax laws by the courts in all jurisdictionsvrhich we are
conducting our business might have adverse effatteur business, for example if certain tax exeomstino longer
apply. Changes in the tax law or the invaliditygoénted tax rulings or tax agreements (e.g., asaltrof cancellation,
withdrawal, termination) might also lead to highak impacts on our group, and potentially have nedtg adverse
consequences for our business, financial condémhresults of operations.

Applicable tax rules in Germany may adversely affemur business, financial condition and results of
operations.

For purposes of German corporate income and traxiedebt financing of German companies is limitgd b
among other things, the interest barrier rddmmgschranke Under that rule, net interest expense equablingxceeding
€3.0 million would, subject to certain exceptionsly be tax deductible to an extent of 30% of thspective current
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year EBITDA (as adjusted for tax purposes). Nonudéiflle interest expenses would be carried forwand would
generally be tax-deductible in subsequent fiscalgesubject to various limitations. There can bessurance that our
EBITDA (as adjusted for tax purposes) will be stiffint to allow the deductibility of interest expeasunder the Notes.
Any inability to deduct the interest expenses magiar the Notes adversely affect our tax positioth eould adversely
affect our business, financial condition and resaftoperations.

Tax risks regarding intra-group transactions.

There is a potential risk that tax authorities mbgllenge former or future intra-group transactjqresticular in
respect of non-compliance with the transfer pridialgs (including documentation rules) or the arketsgth principle.
This could adversely affect our business, finanoiaidition and results of operations.

The Notes may be issued with original issue discofar U.S. federal income tax purposes.

The stated principal amount of the Notes may extleei issue price by an amount that equals oredea de
minimis threshold and, in such event, the Notesld/twe treated as issued with original issue distéamU.S. federal
income tax purposes in an amount equal to suchsexde the event that the Notes are considerece tisdued with
original issue discount, U.S. Holders (as definetblw under “Taxation Considerations—U.S. Federaloime Tax
Considerations”) will be required to include suaigimal issue discount in their gross income (adir@ry income) as it
accrues, in advance of their receipt of cash atisile to such original issue discount (regardiefsshe holder's
accounting method for U.S. federal income tax psesd. See “Taxation Considerations—U.S. Federainhec Tax
Considerations.”

26



USE OF PROCEEDS

We expect that the net proceeds from the issuamtesae of the Notes are approximately €281.3 onijlafter
deducting the initial purchasers’ fees and commissiand the estimated offering expenses payablaishyThe
anticipated sources and uses of cash in connegitbrihe Financing are set out below. Actual ameunay differ from
these estimates.

Sources € in millions Uses € in millions
Notes offered herely............ 291.3 Refinance 2004 Notés......... 124.7
Cash ...coooeiiiiiie 13.5 Purchase HKB PIK Loaf%... 170.1

Estimated transaction fees and
expenses and other

payment€)...........ccocooveiein 10.0
Total Sources.......ccooeeeevevvnnn... 304.8 Total USeS....ovveeee 304.8
Q) Represents the aggregate principal amount8Gemillion, net of original issue discount.
2) Represents the repayment in full of the outlitam principal amount of the 2004 Notes outstandingthe Issue Date, plus accrued and
unpaid interest through the anticipated repaymatsg.d
3) Represents the purchase of all the HKB PIK Isogither than HKB PIK Loans currently held by HK&)the purchase price that has been
agreed with the holders thereof.
4) The fees and expenses represent our estimiatessoand expenses related to the Financing,dimduunderwriting fees and commissions,

other transaction costs and professional fees.
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CAPITALIZATION

The following table sets forth our unaudited coittaibd cash and cash equivalents and capitalizationputed
as of December 31, 2010 on a historical basis aratipisted to give effect to this offering and aipplication of the net
proceeds therefrom, as described under “Summary—Ffémesactions” and “Use of Proceeds.”

You should read this table in conjunction with “Suary—The Transactions,” “Use of Proceeds,”
“Management’s Discussion and Analysis of Finan@aindition and Results of Operations” and “Descoiptbf the
Notes” and the financial statements of the Issneluded elsewhere in this offering memorandum.

As of December 31, 2010

Historical Adjustments As adjusted
(€ millions)

Cash and cash equivalent ..............c.ooeeoeoeeeeeeeeeeeeeeeeeee, 54.9 (13.5) 41.4
Debt
2004 NOES ..ot 120.0 (120.0) —
Notes offered Nerell..........cov oo — 295.0 295.0
Total dEbt......e e 120.0 175.0 295.0
Shareholders’ EQUILY........uuuuiiiiiiiiiii e 96.4 (13.7) 82.7
Total capitaliZation .............coeeiiiiiiiiii e 216.4 161.3 377.7
1) Represents cash and cash equivalents on oandealsheet as of December 31, 2010. As of Marct281]l, we estimate we had

€33.6 million of cash and cash equivalents.
2) The 2004 Notes have been reflected in the ileeir aggregate principal amount. The 2004 dlate reflected on our December 31, 2010

balance sheet as €119.2 million, their amortizesl.co
3) The Notes have been reflected in the tabléeit tggregate principal amount. The issue costscated with the Notes and the original

issue discount will be amortized over the lifelud Notes as additional interest expense.
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SELECTED HISTORICAL FINANCIAL DATA OF THE GROUP

The following table set forth selected historigabhcial information for the Group as of and foe tfears ended
December 31, 2008, 2009 and 2010. For a detailalisision of the presentation of financial data, Beesentation of
Financial and Other Data.” The selected historiralncial information presented below should bedrgmconjunction
with the audited consolidated financial statemdatsthe Group and notes thereto included elsewiretis offering
memorandum.

The financial statements contained herein were gregb in accordance with IFRS. The selected histbric
information set forth below should also be reaccamjunction with the information set forth under dibgement’s
Discussion and Analysis of Financial Condition @Rdsults of Operations,” “Use of Proceeds” and “RelaParty
Transactions.” Historical results are not necebsanilicative of future expected results.

For the year ended
and as of December 31,

2010 2009 OOHD
(€ thousands)

REVEINUE ...ooiiiiiieii ettt et e et e e e e e e st et e e e e e sbbe e e e e ennreeaeeeennrees 247,244 234,748 200,992
COSE Of SAIES ... (144,067) (153,563) (133,181)
GrOSS PrOfit ..ttt e e e e e e e e e as 103,178 81,185 67,810
Research & develOpmMENt ...........eeiiiiiiii et (4,112) (3,051) (2,087)
Sales, marketing & distribution ............cccceeiiii (31,752) (24,714) (23,162)
AAMINISTFATION ...ttt et e e e e e e e e e (14,758) (14,224) (10,880)
Other Operating INCOME ..........uuviviiiiiiieereeneeerrerresaeeaee e e s e e s s s e rrrrreeeees 6,512 6,344 8,791
Other Operating EXPENSES .........ciie e s ettt teeeaaaaaaaa s e e e e e e aaanebebbeeeeeeeeeas (7,289) (6,132) (9,688)
Results from operating activities 51,777 39,408 30,784
FINANCIAI INCOME ....ciiiiiiiiiiii et sttt a e e 5,141 2,500 7,265
FINANCIAl EXPENSE ... ..ttt ettt et e e e e e e e e e e e e e e e e e e sann e eeeees (16,347) (17,684) (17,435)
Net financial reSUIt..........ooo e (11,206) (15,184) (10,170)
Profit DEfOre INCOME TAX .......iiiiiiii e et e e eaas 40,571 24,224 20,614
INCOME tAX EXPENSE ...cceeeeieei e et et ereeeee s e s s et e e e e e e e aaaaeeeeeeeaeaasnnnnes (10,170) (7,270) (8,229)
Profit for the Period...... ..o 30,402 16,954 12,385
Cash flow statement data:
Net cash flows from operating activities ..o 43,449 57,361 21,836
Net cash flows from investing actiVitieS ....cocweee oo o eeeccciiiiiiiieee e, (10,412) (20,012) (17,101)
Net cash flows from financing activities .....cccccovvveeviiiiieiiee e, (30,861) (15,204) (11,757)
Capital eXPenditUre ........ccooiiiiiiiieie e e e e e e e e ————————— (8,644) (8,480) (9,120)
Balance sheet data:
Cash and cash equivalents .............cooiceeceeee e 54,883 52,133 29,762
WOTKING CAPItA ..ottt 81,293 63,097 71,565
LI ] t= U= 1S PSP OP 357,561 341,463 340,788
Q1] 7= o (=1 o SRR 119,207 117,851 120,045
Total IabilItIES ......vvveiee e 261,154 263,876 267,409
LI ] t= U= 01 3PP 96,407 77,587 73,379
Q) Working capital is comprised of current assetsluding cash and cash equivalents less curaitifies.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

The following discussion should be read togetheghwand is qualified in its entirety by referenag bur
audited consolidated historical financial informati prepared in accordance with IFRS for the threasyperiod 2008-
2010 and the audited consolidated historical finahinformation of HKB prepared in accordance withRS for the
two-year period 2009-2010, in each case including telated notes thereto, included in this offermgmorandum,
beginning on page F-1. The following discussiorusth@lso be read in conjunction with “PresentatiohFinancial and
Other Data” and “Selected Historical Financial Dataf the Group.” Except for the historical informati contained
herein, the discussions in this section contairwéod-looking statements that reflect Group’s plasstimates and
beliefs and involve risks and uncertainties. Outuat results could differ materially from those aissed in these
forward-looking statements. Factors that could @wos contribute to these differences include, knat @ot limited to,
those discussed below and elsewhere in this offariemorandum, particularly in “Risk Factors” andriformation
Regarding Forward-Looking Statements.”

Overview

We are a leading European manufacturer of smals avith a premium-quality product portfolio for thNATO
armed forces and their allies. We design, produmekdistribute small arms, including rifles, sidenar fully automatic
weapons, grenade launchers and a variety of ogfeted products. We believe we are the market teéadbe supply of
assault rifles, side arms, grenade launchers athde machine guns to European NATO and governagemicies. We
also believe our products are widely consideretgdest-in-class in each of their respective categgrimarily as a
result of long-standing commitment to integratesesech and development, engineering and manufagtwVe have
been in operation for more than 60 years and aamdname is highly respected by armed forces diobal

We supply the armed forces of NATO, including th&UArmy, and the special forces of NATO, includihg
U.S. Special Forces. We are the sole supplierbthndard assault rifle to the German, Britishwégian and Spanish
armed forces. We supply law enforcement agenciekdwile, including the European police forces an&.Uocal and
federal law enforcement agencies, such as the R8ltlae Secret Service. We also supply the comnierwaket for
civilians. We believe that one of our significantankets for future growth is the United States. lie tyear ended
December 31, 2010, 55% of our sales were to Euaodel 7% of our sales were to the United States.

For the year ended December 31, 2010, we genematedue of € 247.2 million and EBITDA of €61.2 raifi.
As of December 31, 2010, our order book (defined@sractual sales yet to be delivered) was €168llibn with
approximately 75% of the order book deliverablé¢him year ending December 31, 2011.

Factors that Affect the Results of Our Operations
Defense procurement budgets of NATO countries

Over 70% of our sales in the year ended Decemhe2@I0 were to customers who are federal, statecai
governmental agencies of NATO countries; this propo was closer to 90% in previous years. Ourltesaf operations
can be significantly affected both by the overafahse policies of these governments, and moreifigpdly, by the
current procurement and budget priorities of NAT@urtries’ defense and law enforcement agenciesieTaie many
competing factors that influence how both NATO goweents and individual defense agencies within éhos
governments allocate their budgets. These factmisde both internal fiscal concerns and exterisalaf, political and
economic factors. While changes in defense poliag bave an impact on our business in the longen,t¢he
procurement priorities of government defense agsncan affect our results of operations over thetsdlo medium
term. Although most of our sales to NATO countr@e pursuant to long-term programs and contrac®yd by
governments in placing orders, reductions or chaumgediming of funding, changes in the size of esder changes in
specifications may occur. In addition, while relaty rare, from time to time governments have teatéd arms
procurement contracts. Any delays or changes bgmgorents may have a material negative impact omem@mue and
results of operations in the period in which theguwo.

Gaining export licenses from the German authorities

Currently, virtually all our manufacturing and dgsitakes place in Oberndorf am Neckar in Germard; an
therefore, all exports of our products from Germaaguire licenses from the German authorities. ghanting of
licenses for the export of our products to NATO mioi@s is normally a routine process, but it cannhare time
consuming to obtain licenses for certain countoesside of NATO. Although we work closely with ti@erman
authorities to monitor the provision of these lises, geo-political events outside the control tifeziparty can delay the
granting of these licenses. This can have a majpact on our revenue and results of operationsgutie period in
which they occur.
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Procurement and service contracts and product mix

Our results of operations in any period are affiédteth by our product mix and by the terms of tigiviidual
procurement contracts in effect in any period. Ténenues and margins we generate vary widely bgymtoand are
significantly affected by the defense policies, qm@ment and budget priorities of government defemgencies. In
addition, unit costs tend to decrease over theé firw years of production of a new product as altesf improving
efficiency in the manufacturing process. Conseduewoiur margins for a specific product tend to sase and then
stabilize over the life of the product. Our revesiand margins are also affected by how favorablyavee able to
negotiate the terms of our individual contractshwitur customers, which terms may vary within sucmtacts
depending on certain variables. The resulting nigroducts we are selling in any period, couplethwiie nature of our
contract terms (particularly the pricing terms we able to negotiate with our customers), can laveffect on our
revenue and profitability from period to period.

Our results of operations are also affected bye¢h@s and size of our service contracts, under wlower cost
of sales are generally recognized compared to peatent contracts due to lower material costs. Intrest, higher
sales, marketing and distribution costs are gelyamdognized under our service contracts comptredir procurement
contracts.

Seasonality

The market in which we operate is impacted by aist@mers’ budgets. The vast majority of our custsnaee
governments with budgets which are set on an artmgik. Because these customers are often redoirgaend their
entire budgets within the annual period in whichytlare granted, the majority of their spending roftecurs in the
fourth quarter of the fiscal year. As a result,awerage, approximately 30% to 40% of our sales roctwur fourth
quarter.

Political climate

The U.S. commercial market is impacted by the jgalitclimate in the United States as the expeatatib
tighter gun control legislations tends to stimulatsh demand. The demand for high-end productshim market
particularly affects our results of operations asfroducts in the commercial market are premiuadpcts.

Recent Acquisitions and Contracts

» The original Objective Individual Combat Weapon @W” program included the development of an
integrated grenade launcher. In conjunction withthS. Army, we are now developing the XM25 grenade
launcher, which evolved from the OICW program. Vdatmue to be contracted for development work.

* In the United States, we won a sole source confi@ the supply of the GLM, a 40mm under-slung
grenade launcher to be used on the M4/M16 ass#lalt.rThe first two options under this contracvéa
been signed and deliveries started in the firsttquaf 2009. Further options for deliveries thrbuthe
remainder of 2011 were signed in the first quaofe2011.

« In 2007, we won contracts to supply the U.K. Mtry of Defence with grenade machine guns whichewer
sent directly into operational areas. Deliverieshig product will continue through 2011.

e The U.K. Ministry of Defence also placed ordens medium machine guns to be delivered in 2009 and
2010, and further orders are expected for deliie011.

* In 2007, the government of Norway placed a lavger for the delivery of assault rifles and subhiiae
guns, for delivery in 2008 and 2009. Further or@ggesexpected for the delivery of products in 2011.

* In April 2008, the Group was awarded a contracthie Middle East, as presented to and approvettidy
German Federal Office of Economics and Export GiriBAFA).

* In the first half of 2009, we re-acquired HKletl.S. commercial sales and distribution businkat we
disposed of in 2004, and its parent SUI. Our fimargtatements for the year ended December 31, 2009
2010 consolidate the financial results of HKI andl s if they had been acquired on December 317 200
as they were acquired in a transaction under comoamtrol. In 2010, we re-acquired HKS, which we
disposed of in 2003. Our financial statements lieryear ended December 31, 2010 consolidate théses
of HKS from its acquisition in July 2010 onwards.

* In 2009, we won a contract to supply the HK4 X o the U.S. Marine Corps.
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e On an ongoing basis, we continue to win ordessmfthe U.K. Ministry of Defence for a range of smar
and accessories, from the German Army for a rafigeanlucts, and from the EuroFighter Consortium for
the Ammunition Feed System.

Explanation of Key Income Statement Items
Below is a summary description of the elements aisimyg the key line items of our income statement.
Revenue

Revenue represents the revenue received from ®fkgoods, the sale of services and construatiorracts,
less sales deductions, discounts and value added.tRevenue from sale of goods and sale of sendoe recorded
when the associated supplies and services haverbedeared, the risks and rewards of ownership hravsferred to the
buyer and the receipt of the payment is probabdeeRue from construction contracts are recordedine outcome of
a construction contract can be estimated reliablgroportion to the stage of completion of the cactt The stage of
completion is assessed by reference to surveyodf performed. When the outcome of a constructiomract cannot
be estimated reliably, contract revenue is recaghianly to the extent of contract costs incurreat #re likely to be
recoverable.

Cost of sales

Cost of sales comprises the cost of the goodsjcesnand construction contracts that we sell. @bstales
includes materials, labor and overhead costs ngjati revenue.

Research and development costs

Research and development costs comprise personstd, ¢he costs of test materials, tools, sub-aoted
services and other overheads relating to reseatid@velopment, including the amortization of calied development
costs. Research costs are expensed as they areethddevelopment costs are also expensed as thegaurred, unless
they satisfy the criteria for recognition as intdiy generated intangible assets according to 1853

Sales, marketing and distribution costs

Sales, marketing and distribution costs primariynprise personnel expenses, distribution costsfeesl to
sales representatives relating to sales, markedimd) distribution together with material and mankgticosts and
depreciation relating to fixed assets used in thiess marketing and distribution function. We indaes to sales
representatives relating to sales, marketing astlilolition in countries where specialized local kietlge and contacts
are required for successful marketing.

General administration costs

General administration costs comprise personnegmesgs, office material costs and depreciationxeidfiassets
used in the administration function.

Other operating income

Other operating income comprise release and utd@aof provisions, income from the provision of
administration services, profit on disposal of rrumrent and held-for-sale assets, license fee iegamcome from fuel
sales to employees and other operating income.

Other operating expenses

Other operating expenses comprise creation of gimvifor doubtful debts and write-off of bad debts,
impairment of assets held for sale, loss on didpafsaon-current assets, creation of certain gdreaility provisions,
other taxes and other operating expenses.

Financial income

Financial income comprises interest income on steonh loans and on bank balances, discounting of no

current liabilities, gains on valuation of derivegifinancial instruments, gains on translation aefgn currencies and
other financial income.
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Financial expenses
Financial expenses comprise interest expensesetamtrof non-current liabilities relating to defthdenefit

provisions and other long-term provisions and th842Notes, losses on valuation of derivative finaninstruments,
losses on translation of foreign currencies androfiihancial expenses relating to guarantee costs.

Income taxes

Income taxes comprise the German corporate incawre the German trade tax, the German solidarity
surcharge, similar income taxes for the foreigrssgiibries, and certain changes in deferred taxsasel liabilities.

Results of Operations

The following table sets out, for the periods pn¢sd, our consolidated income statement data. fffloenation
contained in the table below should be read inwmttjon with our consolidated financial statemeauts the related
notes.

For the year ended December 31,

2010 2009 2008
(€ thousands)
REVEINUE ..ottt e et e e e e e e e st e e e e e e e stba e e e e ennteeaeeeenneees 247,244 234,748 200,992
COSE Of SAIES ... (144,067) (153,563) (133,181)
GrOSS PrOfit ..t e e et r e e e e e e e e e 103,178 81,185 67,810
Research & develOpmMENt ...........eeiiiiiiii et (4,112) (3,051) (2,087)
Sales, marketing & distribution ... (31,752) (24,714) (23,162)
AAMINISTFATION ...ttt e e e e e e e e e (14,758) (14,224) (10,880)
Other operating INCOME ..........uuuiiiiiiiiiceeeeee et e e e e e e e e e e e eeeeeee s 6,512 6,344 8,791
Other Operating EXPENSES ........cceeeeee. s e e eteaaaaeaeaeasesssssassssnnserrsrereeeees (7,289) (6,132) (9,688)
Results from operating aCtiVIitieS..........eeeeeeiiiiiiiiiiiiiie e 51,777 39,408 30,784
Financial income...............ccccueee 5,141 2,500 7,265
Financial expense (16,347) (17,684) (17,435)
Net fiNANCIal FESUI.......oviiiieee e (11,206) (15,184) (10,170)
Profit before iNCOMe taX..........ooi oo 40,571 24,224 20,614
INCOME tAX EXPENSE ...cceeeeieei e e it eeeeeee s e s s s e e e e e e e e e aaeeeeeeeaaaannnnnns (10,170) (7,270) (8,229)
Profit for the PEriod ...........uuiiieiiiiieicec e 30,402 16,954 12,385

The table below sets out the consolidated statesr@drihcome data expressed as a percentage ofue¥enthe
periods indicated:

For the year ended December 31,

2010 2009 2008
(% of revenue)

COSE OF SAIBS ...ttt e e as (58.3) (65.4) (66.3)
L1 0TS ] £ 1 S SEERURRR 41.7 34.6 33.7
RESEArch & deVEIOPMENT ........uiiiiiiiiii i ceeeeee e e e e e aaaaaaea e 1.7) (1.3) (2.0)
Sales, marketing & distribULION .............ceemmiiieiiiireee e (12.8) (10.5) (11.5)
Yo [ 010111 =11 To o PRSP (6.0) (6.1) (5.4)
Other OPErating INCOME .........uiiiiiiiie e ieeeeee ettt e e e e e e e e e e e e e eeeeeaaaaeaeaeeaaeaaaannns 2.6 2.7 4.4
Other OPErating EXPENSES .......cieeee e o et eeetaaaaeeaaaesaasassassssssresrarrrreeeaaeeeeseesanannnnnnns (2.9) (2.6) (4.8)
Results from operating aCtiVItI®S............uuuuuiiiieiiiiiiiiiiiitiiiii e e e e e e e e e 20.9 16.8 15.3
Financial income..............cccccueee 2.1 1.1 3.6
Financial expense...........ccccccvvvnnne (6.6) (7.5) (8.7)
Net financial result (4.5) (6.5) (5.1)
Profit DEfOre INCOME TAX.......iiiiiiiiiiiiie e 16.4 10.3 10.3
T ToTo] g o= D= 01T 1 SO (4.1) (3.1) (4.1)
Profit fOr the PEHOA ........oveiiiiieieee e 12.3 7.2 6.2
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The year ended December 31, 2010 compared with thear ended December 31, 2009
Revenue

Revenue increased by €12.5 million, or 5.3%, to 7&24illion in the year ended December 31, 2010,
compared with revenue of €234.7 million in the yeaded December 31, 2009. This increase was phntue to an
increase in revenue from a large project for theelbpment of a co-production facility in Saudi Amab(the
“Co-production Facility Project”). The contract fihre Co-production Facility Project was won in 2018 a substantial
amount of revenue was recognized in the year ebeéedmber 31, 2010. This increase in revenue wamibaoffset by
decreased sales from contract for upgrades from @QlA&Buntries such as Norway for the HK416 and thétddn
Kingdom for the GPMG, 40mm grenade machine gunsodimelr products as a result of decreased ordersr wathtracts
for upgrades.

Revenue derived from Europe represented €135.®millor 54.7%, of our revenue in the year ended
December 31, 2010, compared to €164.6 million,0L% of our revenue in the year ended Decembe2®19, a 17.9%
decrease primarily due to decreased sales for ptediy Norway and the United Kingdom. Revenue @etifrom the
rest of the world represented €112.1 million, or346, of our revenue in the year ended Decembe2@10, compared
to €70.1 million, or 29.9% of our revenue in theayended December 31, 2009, a 59.8% increase [igimdae to the
revenue from the Co-production Facility Project.

Cost of sales

Cost of sales decreased by €9.5 million, or 6.286€£144.1 million in the year ended December 31,0201
compared with cost of sales of €153.6 million ia tlear ended December 31, 2009. This decreaserimzarity due to a
decrease in sales of products with high materiatscsuch as the HK416 for Norway and the GPMGtHerUnited
Kingdom.

Cost of sales as a percentage of revenue decr&a88d3% in the year ended December 31, 2010 cadpar
65.4% in the year ended December 31, 2009. Thisedse was primarily due to the aforementioned @serén sales of
products with higher materials costs and the irsga@na revenue from the contract relating to thep@muction Facility
Project. A greater portion of cost was recognizedales, marketing and distribution costs tharoasaf sales under the
Co-production Facility Project compared to othemtcacts.

Research and development costs

Our research and development costs in the yeardeDedeember 31, 2010 were €4.1 million, an increafse
€1.0 million, or 32.3%, compared with €3.1 milliamthe year ended December 31, 2009. This increaseprimarily
due to higher expenditure on research and developrpartially offset by increased capitalization research and
development costs in the year ended December 30, @mpared to the year ended December 31, 2009.

Sales, marketing and distribution costs

Sales, marketing and distribution costs increage@l million, or 28.7%, to €31.8 million in theeagr ended
December 31, 2010, compared with €24.7 milliorhiea year ended December 31, 2009. This increasenvaarily due
to a change in customer mix resulting in higheljgobrelated costs, in particular for the Co-pradéhre Facility Project.

General administration costs

General administration costs increased by €0.6anilbr 4.2% to €14.8 million in the year ended Daber 31,
2010, compared with €14.2 million in the year enddtember 31, 2009. This increase was primarily tubigher
professional fees relating to the refinancing & ¢jnoup that has not yet been completed, partidfset by lower legal
fees relating to a dispute with a former employe# @ decreased amount of termination paymentofandr executives.

Other operating income

Other operating income increased by €0.2 million3d% to € 6.5 million in the year ended Decemtier 3
2010, compared with € 6.3 million in the year end®tember 31, 2009. This increase was primarily wubigher
releases of provisions including for late delivgrgnalties and offset obligations, partially offé®st reductions in
administration charges, license fees and othemmectrom HKS following the re-acquisition of HKS the year ended
December 31, 2010.
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Other operating expenses

Other operating expenses increased by €1.2 mitioh9.7% to € 7.3 million in the year ended Decenide
2010, compared with € 6.1 million in the year enflmtember 31, 2009. This increase was primarily tdu@creased
losses on retirement and disposal of fixed assatd) as the demolition of buildings in Oberndorfldackar.

Results from operating activities

The foregoing factors led to an increase in opegafirofit by €12.4 million, or 31.5%, to €51.8 ol in the
year ended December 31, 2010, compared with aratipgrprofit of €39.4 million in the year ended [Retber 31,
20009.

Net financial result

Net financial expense decreased €4.0 million frolosa of € 15.2 million to a loss of €11.2 milligprimarily
due to the increase in net foreign currency traiaslagains resulting from the higher exchange witéhe U.S. dollar
against the euro and the increase in the discaumtimon-current liabilities, partially offset bydecrease in interest
income from a lower level of related party loana &wer interest rate.

Net Income taxes

Net income taxes increased €2.9 million, or 39.76m an expense of €7.3 million to an expense of
€10.1 million, primarily due to a higher level aixable income in the year ended December 31, 2010.

Result for the period

The foregoing factors led to the recognition ofrafip of €30.4 million in the year ended Decembér 2010, an
increase of €13.4 million, or 78.8%, compared ® phofit of €17.0 million recognized in the yeaded December 31,
20009.

The year ended December 31, 2009 compared with thear ended December 31, 2008
Revenue

Revenue increased by €33.8 million, or 16.8%, t@4€2 million in the year ended December 31, 2009,
compared with revenue of €201.0 million in the yeaded December 31, 2008. This increase was phnture to an
increase in sales under contracts with the U.S.yAfar the GLM and with the U.K. governmental agescifor
the GPMG, 40mm grenade machine guns and other giodnd a change in product mix reflecting highrepprtion of
grenade launchers. This increase in revenue waslpaoffset by decreased sales of HK416 to Norveag USP and
MG4 to Spain.

Revenue derived from Europe represented €164.bmillor 70.1%, of our revenue in the year ended
December 31, 2009, compared to € 142.6 million7@19% of our revenue in the year ended Decembe308, a
15.5% increase. Revenue derived from the resteofathrld represented €70.1 million, or 29.9%, of oewenue in the
year ended December 31, 2009, compared to €58iémibr 29.1% of our revenue in the year endeddbsmer 31,
2008, a 20.1% increase.

Cost of sales
Cost of sales increased by €20.4 million, or 15.8386€153.6 million in the year ended December 3R
compared with €133.2 million in the year ended Delger 31, 2008. This increase was primarily due He t

corresponding increase in revenue and a changedugt mix.

Cost of sales as a percentage of revenue remainestastially the same at 65.4% in the year ended
December 31, 2009 compared to 66.3% in the yeagceb&cember 31, 2008.

Research and development costs
In the year ended December 31, 2009, researchareloppment expenses increased by €1.0 million,7cd8%,
to €3.1 million, compared with €2.1 million in tlyear ended December 31, 2008. This increase wamply due to a

€1.1 million loss on retirement of a project folliowy changes in expected demand for the productrudeleelopment
changes.
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Sales, marketing and distribution costs

Sales, marketing and distribution expenses incteage€1.5 million, or 6.5%, to €24.7 million in thear
ended December 31, 2009, compared with €23.2 mifilw the year ended December 31, 2008. This wiasapity due
to changes in the customer mix resulting in higheject related costs, including commissions, ctiimgufees and
transportation costs.

General administration costs

General administration expenses increased by €Bi8m or 30.3%, to €14.2 million in the year emfe
December 31, 2009, compared with €10.9 milliontfar year ended December 31, 2008. This increasepvimarily
due to higher legal fees in the United Statesirejad dispute with a former employee and the payroéa termination
payment of our former executive.

Other operating income

Other operating income decreased by €2.5 million2&4%, to €6.3 million in the year ended Decengier
2009, compared with €8.8 million in the year en@etember 31, 2008. This decrease was primarilytol@gxceptional
items in the year ended December 31, 2008 includipgpfit on the disposal of unused machines inlb&. operations
shown as “held-for-sale” and the release of a sptesision following the expiry of the associatelligation, partly
offset by an increase in license fee income from Hkhe year ended December 31, 2009.

Other operating expenses

Other operating expenses decreased by €3.6 mitio@ 6.1 million in the year ended December 31,9200
compared with €9.7 million in the year ended Decen81, 2008. This was mainly due to exceptionah#en 2008,
including an impairment loss due to a fair markau@ation on reclassification of a site in Oberndmnf Neckar as “held-
for-sale,” together with lower late delivery peiadtin 2009 and lower provisions created for offskligations and
personnel costs such as untaken holidays, flexdicseuals and bonuses.
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Results from operating activities

Results from operating activities increased by €8iléon, or 27.9%, to an operating profit of €39nlllion in
the year ended December 31, 2009, compared withparating profit of €30.8 million in the year endedcember 31,
2008. The increase was primarily due to the faadtssussed above.

Net financial result

Net financial expense increased €5.0 million, 01028 from a loss of €10.2 million to a loss of € killion,
primarily due to the decrease in net foreign cwryamnanslation gains resulting from the higher exwde rate of the U.S.
dollar against the euro and the decrease in neeisitincome resulting from lower interest rates.

Net income taxes

Net income taxes decreased €0.9 million, or 11.684m an expense of €8.2 million to an expense of
€7.3 million, primarily due to an increase in de¢ertax income from an expense of €0.3 million®& to an income of
€2.3 million in 2009 as a result of the utilizatiof tax loss carry forwards and the changes inrdedetax from an

income to expense for provisions, derivatives, atfter balance sheet items. This decrease in netnadaxes was
partially offset by a higher level of taxable incein the year ended December 31, 2009.

Result for the period

The foregoing factors led to the recognition ofrafip of €17.0 million in the year ended Decembér 32009, an
increase of € 4.6 million, or 37.1%, compared @ pinofit of €12.4 million recognized in the yeaded December 31,
2008.
Liquidity and Capital Resources

Cash Flow

The table below summarizes our cash flows for e ynded December 31, 2010, 2009 and 2008.

For the year ended December 31,

2010 2009 2008
(€ thousands)

Net cash from/(used in) operating actiVities wauem.vvveeeeeeeeeeiei e 43,449 57,361 21,836
Net cash from/(used in) iNvesting actiVitieS............uuuveeeeeiriiiieiee s (10,412) (20,012) (17,101)
Net cash from/(used in)/financing aCtiVIitieS ceeeeevvvvveeeeeeeeiiiii e, (30,861) (15,204) (11,757)
Net increase/(decrease) in cash and cash equivalent..............cccccccevieeeeeennn 2,176 22,145 (7,022)
(@] 07=1 11 s o o= 1] o PSSR 52,134 29,762 38,205
Effect of exchange rate fluctuation on cash held.......................cooiiiiiinneee, 574 227 (1,422)
104 (o171 o o7 11 o U 54,883 52,134 29,762

Cash flow from operating activities

Cash flow from operating activities was €43.4 roifliin the year ended December 31, 2010 compared to
€57.4 million generated in the year ended Decerber2009. This €14.0 million decrease was primadilye to an
increase of €11.3 million in income taxes paid assault of a higher year-end adjustment and taxt a@yments in the
year ended December 31, 2010.

Cash flow from operating activities was €57.4 roifliin the year ended December 31, 2009 compared to
€21.8 million generated in the year ended Decer@iber2008. The difference was mainly due to the cidn of
working capital in 2009 following the high level accounts receivable at the end of 2008. This waees td large
deliveries of products at the end of 2008.

Cash flow from investing activities
Cash flow used in investing activities in the yemded December 31, 2010 was €10.4 million compé&wed
€20.0 million cash flow used in investing activiti| the year ended December 31, 2009. This €dl®midecrease was

due primarily to a decrease in cash outflow retatmacquisitions as €6.1 million was spent onabguisition of HKS in
the year ended December 31, 2010 compared to #iillign on the acquisition of HKI and SUI in the areended
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December 31, 2009. It was also due to an increaseceipt from loans and interest income from €8ilion in the year
ended December 31, 2009 to €7.8 million in the yealed December 31, 2010.

Cash flow used in investing activities in the yemded December 31, 2009 was €20.0 million comp#wed
€17.1 million cash flow used in investing activitien the year ended December 31, 2008. This inereas primarily
due to the €11.7 million balance paid for the asitjoin of HKI and SUI in the year ended DecemberZ109, partially
offset by a €0.2 million decrease in capitalizedvedepment costs and a €2.1 million decrease intauding related
party loans, including a loan which was repaid §/’sl seller in connection with the acquisition oKHand SUI.

Cash flow from financing activities

Net cash flow used by financing activities was ©€3@illion in the year ended December 31, 2010 cosgho
€15.2 million cash flow used by financing activitin the year ended December 31, 2009. This €1Blidmincrease
was primarily due to a €19.3 million increase inmidénd paid to HKH in the year ended December 31,02from the
year ended December 31, 2009, which was partifibebby a repayment of a U.S. credit line utilizedHKI.

Net cash flow used by financing activities was £1illion in the year ended December 31, 2009 corghéo
€11.8 million cash flow used by financing activitin the year ended December 31, 2008. In bothsyé#ais relates to
€11.1 million in interest per annum on the 2004 ddptogether with fees for bank guarantees and eatgnelating to
finance leases. Due to the restatement, it aldodes interest payments and movements in a U.8itdire utilized by
HKI and repaid prior to the acquisition in 2009.

Capital expenditures

In Germany, our policy is to invest in organic gthvthrough improving our production efficienciesiopting
new production methods, expanding our capacityupgtading our information and management systerith, aMong-
term goal of keeping maintenance capital experglitaquirements to below €6 million per annum. C&%&% of capital
expenditure during the year ended December 31, 2(4€ at the main site in Germany due to this being
manufacturing site, with investment in new machiaesl tooling to maintain high technical standardd anprove
capacity in order to support our order book. Allnagacturing facilities in Germany are now on themsite, leading to
efficiency improvements.

Our capital expenditure on other fixed assets @hiotucapitalized development costs amounted to €8llion,
€8.5 million and €8.6 million for the year endedc@mber 31, 2008, 2009 and 2010, respectively.

We expect that our capital expenditures will amotmtapproximately €6.5 million for the year ended
December 31, 2011. The majority of the capital exiitere will be related to replacement of machinery

Historical debt
Our balance sheet debt as at December 31, 201&tahef the 2004 Notes.
We have not guaranteed any loans, nor do we haveanvertible or exchangeable bonds outstanding.
Liquidity and capital resources for the offering dhe Notes

Immediately following the offering of the Notes arble redemption of the 2004 Notes, we will have
€295 million of indebtedness, which will be compdsof the Notes.

Working Capital

We believe that our operating cash flows, togethigh the proceeds from the Notes will be sufficiémtfund
our working capital needs, anticipated capital exiiteres and debt service requirements as theynheatue for the
foreseeable future. As of December 31, 2010, oukiwg capital was €81.3 million. Our working capitaquirements
include the cash required to collateralize the limehds, performance bonds and advance payment hbatilsve may
request to be issued under our facilities withrimitionales Bankhaus Bodensee AG and Barclays Bank.

Contractual Obligations

The information presented in the table below réflenanagement’s estimates of the contractual nigsihf
our obligations and summarizes the financial paysémt we will be obliged to make as of Decemlder2)10, on a
pro formabasis, as adjusted for the Financing. These ntiggininay differ significantly from the actual matias of
these obligations.
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Less than More than

Contractual obligations Total 1 year 1-5 years 5 years
(€ in millions)
Notes offered hereby..........oueveeiiiiiiiiceeee . — — 295.0
Operating lease obligations 0.4 1.4 0.2
Purchase obligations ............cc..cc...... . 32.6 — —
TOUAL i . 33.0 1.4 295.2

Off-Balance Sheet Arrangements
We currently have no off-balance sheet arrangements
Guarantees Issued to Customers

For certain contracts we are required to provide austomers with third-party guarantees (via amrasce
company or a bank) for advance payments receivddroperformance. As of December 31, 2010, we hddta of
€17.1 million such guarantees outstanding, comp&reéil8.9 million as of December 31, 2009. See dipton of
Certain Financing Arrangements.”

Quantitative and Qualitative Disclosures about Marlet Risk

Our financial risk management focuses on the majeas of market risk. The overall objective of treasury
policy is to identify, evaluate and hedge financiak. We aim to minimize the adverse effects cdusg exposure to
financial risk on the profitability of the underhg business and thus on our financial performance.

Currency risk

The Group is exposed to currency risk on salespamchases that are denominated in a currency diharthe
respective functional currencies of Group entitipsmarily the euro, but also U.S. dollars and mbwterling. The
majority of both our costs and our sales are iroeso we only have foreign exchange transactiorogxe for those
sales in currencies different to the associatetscdhe Group policy is to cover a portion of theected U.S. dollar
income and the associated foreign exchange traosagtposure with hedging transactions. As of Ddmem31, 2010,
we had forward cover contracts for a total of $lition.

Group policy is not to speculate with loans or d@soin foreign currencies. Financing and investiithin the
Group usually take place in the appropriate fumzticcurrency and any financial instruments are lgui@ operating
purposes.

Five of our small subsidiaries are outside the eamoe. Since our Group reporting currency is the ethe
income and expenses of these subsidiaries are iedve euro for consolidation. Changes in avefageign exchange
conversion rates compared with prior periods carefflore have an effect on the consolidated results.

In addition, through these subsidiaries the Groagp &ssets and liabilities in local currencies detshe euro
zone. The conversion of these positions to euatsis affected by fluctuations in foreign exchangawersion rates. The
change in valuation of these positions is refleateithe Group reserves.

In order to quantify the possible effects of foregxchange rate fluctuations on the Group EBITDsles and
equity, a sensitivity analysis has been carried out

If the U.S. dollar had been 10% weaker againstebe compared to the rates used for the year ended
December 31, 2010.¢€., an average of €1 = $1.4610 and a spot of €1 4698), then as of and for the year ended
December 31, 2010, revenue would have been appateiyn €4.0 million lower, EBITDA would have been
approximately €1.6 million lower and equity andee®s would have been approximately €3.6 milliomdn

If the pound sterling had been 10% weaker agahmesteturo compared to the rates used for the yeardend
December 31, 2010.¢.,, an average of €1 = £0.9449 and a spot of €1 9468, then as of and for the year ended
December 31, 2010, revenue would have been appateiyn €1.4 million lower, EBITDA would have been
approximately €0.7 million lower and equity andee®s would have been approximately €0.0 milliomdn
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Interest rate risk

The Group’s only interest-bearing liability is tB804 Notes, which will be refinanced with the boudered
hereby. The advance payment and performance geamatttat we procure from banks for our customensad@equire
us to pay interest. See “Business—Contracts—Payar@hguarantees.”

Commodity risk

Because our purchases of commodities in terms ahtifies purchased are relatively small, our exposa
commodity risk is limited.

Credit risk

Credit risk is the risk of financial loss to thed@p if a customer or counter- party to a finangiatrument fails
to meet its contractual obligations, and arisesqipially from the Group’s receivables from custosner

Trade accounts receivable

Because the majority of our customers are fedstate or local governmental agencies of NATO coestiour
exposure to credit risk is limited. However, theaet worldwide financial and economic crisis and tonsequent
increased sovereign budget deficits are likelyublpng-term pressure on defense budgets in manlyeo€ountries we
deliver to, leading to increased credit risk fortam customers. The credit ratings for some coemtnave been reduced,
but the Group’s exposure to credit risk with suohrgries is limited.

Our goods are sold subject to retention of titlusks so that in the event of non-payment the Grauphave a
secured claim and, where management is of the apithiat the risk is not sufficiently secured by th&ention of title
clauses, we require letters of credit or prepaymeriie Group has internal credit management presdssreview and
manage overdue positions and if necessary stdpefudeliveries or initiate legal action.

In addition, provisions are held for doubtful debtfie maximum risk is the value shown as trade @uiso
receivable in the balance sheet. The book valuésdé accounts receivable analyzed accordingeio #lying, together
with the associated provisions, are shown in N6td® our consolidated financial statements for ylear ended
December 31, 2010 included elsewhere in this affemnemorandum.

Some of our customers limit their exposure to risisiting to our production of products through atke
payment guarantees and performance guarantee®B$&@ress—Contracts—Payment and guarantees.”

Cash and cash equivalents

Cash and cash equivalents include cash balanceskshbank balances on current accounts and sramt-t
deposits. The Group is exposed to credit risksdftianks holding our deposits default on theirgattions. To minimize
this risk, the banks are selected with care andnbgority of the deposits are with a German banlkctvhs partially
owned by the State of Baden- Wirttemberg and [yaaties in a deposit security reserve.

Liquidity risk

Liquidity risk is the risk that the Group will ndte able to meet its financial obligations as thaly due. The
Group’s approach to managing liquidity is to enstnat it will always have sufficient liquidity to eet its liabilities
when due, under both normal and stressed condjtisitisout incurring unacceptable losses or riskitagnage to the
Group’s reputation.

The Group mainly generates cash through its operactivities and this is primarily used to finarzapital
expenditure and working capital. In 2004, additidi@ancing was obtained through the issue of tB8@4£Notes, the
proceeds of which were mainly used to repay shddehdoans and partially finance the purchase ofisg@ment shares.
We will use a part of the proceeds of the Notesrefi hereby to refinance the 2004 Notes. See “t/Beozeeds.”

At present, the Group does not have any credislother than for the issue by banks of advance pat@r
performance guarantees.

Critical Accounting Policies

The discussion and analysis of our financial caodiand results of operations are based upon oanéial
statements for the years ended December 31, 2G02GH0. Our reported financial condition and resolt operations
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are sensitive to accounting methods, assumptiodesatimates that underlie the preparation of therftial statements.
We base our estimates on historical experienceoandarious other assumptions, the results of wfacim the basis for
making judgments about the carrying values of asmad liabilities that are not readily apparentrfrather sources.

The selection of critical accounting policies ahd sensitivity of reported results to changes inditions and
assumptions are factors to be considered whenwingeour financial statements. We believe the follg critical
accounting policies involve the most significantdgments and estimates used in the preparation rotansolidated
financial statements.

Construction contracts

Contract revenue includes the initial amount agiieeithe contract plus any variation in contract kyarlaims
and incentive payments to the extent that it idphde that they will result in revenue and can leasared reliably. As
soon as the outcome of a construction contracbeagstimated reliably, contract revenue and expesigerecognized in
profit or loss in proportion to the stage of contigle of the contract. The stage of completion seased by reference to
surveys of work performed. When the outcome of taton contract cannot be estimated reliably,tict revenue is
recognized only to the extent of contract costsiired that are likely to be recoverable. An expgddss on a contract is
recognized immediately in profit or loss.

Goodwill

Goodwill is capitalized and subjected to an annuapairment test. If the carrying value is no longer
recoverable, impairment is charged. Otherwise ptiar year carrying value is retained. We conducimapairment test
of goodwill at least annually.

Goodwill from acquisitions prior to January 1, 20@e date of our transition to IFRS, has beentahped;
negative goodwill from acquisitions prior to thimnsition date has been offset against reservedi@stment of a
consolidated company any goodwill relating to ihey than negative goodwill, is included in the ganation of the
deconsolidation result.

Impairment of tangible assets and of intangible ass other than goodwill

As at each balance sheet date, if there are tifggesvents for impairment, material tangible assatd
intangible assets are submitted to an impairmestineaccordance with IAS 36. If the carrying vabfean asset exceeds
its recoverable amount, an impairment loss is reizegl. The recoverable amount is the higher ofvfaiue less costs to
sell and value in use. If the recoverable amounafoindividual asset cannot be determined, amasti is made of the
recoverable amount at the level of next higher ggsterating unit.

If, in the following periods the recoverable amoerteeds the carrying value, reversal of impairnieminly
made for the lower of the amount necessary torifigithe carrying value of the asset to its recalilr amount or (i) to
restore the asset to its pre-impairment carryingamless subsequent depreciation or amortizatianvtould have been
recognized.

The impairment and any reversal of impairment aoerded in the income statement.
Financial assets

Impairments to doubtful debts are mainly due ténesties and assessments of individual accountsviadej
based on the creditworthiness of individual custanémpairment of accounts receivable is initiafijown as a
provision for doubtful debts. If a debt is regar@dasdrrecoverable, the impaired account receivablbeitten off.

Provisions for pensions and similar defined benegitligations

The provisions for defined benefit obligations aremputed using the projected unit credit method in
accordance with IAS 19. Under this method, in addito the pensions and vested rights known atb#lance sheet
date, expected future increases in pensions aadesalwith estimates of the demographic variamresalso taken into
consideration. The value is obtained from an a@Uezport.

Actuarial gains and losses are recognized outsidfé pr loss, in the period in which they occur,accordance
with IAS 19.93A-D. These are shown in the statenoéibomprehensive income.

In determining the discount interest rates in adance with 1AS 19.78, the actuaries refer to mayieltds on
high quality corporate bonds at the balance shatet d
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Income taxes and deferred taxes
The income tax expense represents the sum of ¢uaerxpense and deferred tax expense.

The current tax expense is determined on the lmsike taxable income for the relevant year. Thealiée
income is different from the net income for the ryshown in the income statement since it excludesemrses and
income which will be tax deductible/taxable in atlyears or which will never be tax deductible otatale. The liability
of the group for current tax expense is computedhenbasis of the valid tax rates or of tax ratdsctv have been
enacted by the balance sheet date.

Deferred taxes are the expected tax charge off igliging from differences between the carryingueal of
assets and debts in the Group IFRS consolidataddial statements and their values in the tax adsmf the individual
companies. The balance sheet oriented liabilityhorbis applied. In general, deferred tax liabititere recorded for all
taxable temporary differences, and deferred tagtasse recorded to the extent that it is probtiaetaxable profits will
be available for which the deductible temporaryedénces can be used. Such assets and liabiliéeisod recognized if
the temporary difference arises from (i) the init@cognition of goodwill or (ii) from the initiatecognition of other
assets and liabilities in a transaction that asfewtither the accounting profit/(loss) nor taxgefit/(loss). In addition,
deferred taxes are recognized for the carry forvedrdnused tax losses to the extent that it is @lotd that it will be
possible to utilize them in the future.

The carrying amount of deferred tax assets is vexieeach year at the balance sheet date and isedfut is
no longer probable that sufficient taxable inconikk e available to allow the benefit of all or paf the deferred tax
asset to be utilized.

Deferred tax assets and liabilities are measuréeatax rates that are expected to apply to thegevhen the
asset is realized or the liability is settled, lwhem tax rates (and tax laws) that have been ehamtesubstantively
enacted by the balance sheet date.

The changes in deferred taxes are recognized ifnttmne statement as tax income or expense urtiesgs t

relate to items recognized directly under equitg, without effect on income; in this case the defdrtaxes are
recognized in the associated equity position witleffect on income.
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INDUSTRY OVERVIEW
Overview of the Current Market for Small Arms

The market for small arms (which includes rifleislesarms, fully automatic weapons and grenade lensy
can be divided into three categories: small armsniiditary use; small arms used by law enforcenaaggncies; and small
arms for commercial use. According to JSAS, théglaonarket of small arms is expected to be $4libbiin 2011 and
$25.1 billion in the aggregate from 2012 through €0

The Market for Military Small Arms

With respect to small arms purchased by the mylitard law enforcement agencies, for security ressosither
national armed forces nor manufacturers of militsmall arms provide detailed information on producttAs a result,
the market for such arms is not transparent. Adogrtbb JSAS, the total global market for militargnall arms has
historically averaged from 700,000 to 900,000 umies annum. The global market for military smalimarin the
aggregate from 2011 through 2016 is estimated &yame approximately 1,000,000 units per annum essalt of
increasing global population and sustained mili@gflicts in a variety of regions despite declgitefense budgets and
personnel reductions.

NATO country defense programs

Although we participate in individual contracts kwithe governments of NATO countries, the majorityoor
sales are derived from contracts which we execitte eur customers as part of larger, long-term $@ahs programs.
NATO governments allocate their budgets for thesgams in stages, which includes a series of tengrcontracts in
relation to a range of products, often with the satefense contractor. Depending upon governmenitijigs, ministries
of defense and defense departments of NATO cosrdeek to arm their armed forces through two tgfemmpetitive
procedures.

The first type of procedure is design-driven antlaes a government contacting defense contraabaitining
certain requirements for a weapon and requestiaigthie contractors design a solution. Although thige of procedure
is done through a competitive tender process,usiglly kept to a small number of defense contractAfter creating a
design, the contractors will build a prototype whis then evaluated by the customer. Once thisnteahevaluation is
complete, the government will choose one contrafdorthe full-scale development of the program autbsequent
volume production. Our recent contracts with th&.LArmy in relation to the XM25 involved this typé design-driven
process. For this procedure, the time required fpoeliminary contact or notice of tender throughtie completion of
volume production of the product can take froméehieten years.

The second type of procedure is product driveniangually awarded through a more formal processrevia
large number of contractors will compete througtoapetitive tender. As part of this process, a govent invites a
series of contractors to present their existinglpots for technical and feasibility studies. Thasting may take several
months. After the government has awarded the comtthe contractors will begin with volume prodocti See
“Business—Production Process” for a descriptiothef process. For this procedure, the time requi@d preliminary
contact or notice of tender through to the comptetf production of the product can take from thieéve years.

The Market for Law Enforcement Agency and Commercia Small Arms

The United States is the largest law enforcemeaheg and commercial small arms market. An estirbgte
JSAS indicates the global market for law enforcemaggency and commercial small arms in 2011 will8a@ million
units, of which 6.1 million units will be in the litad States. The global market for law enforcemegéncy and
commercial small arms in the aggregate from 20¥2utih 2016 is estimated to be 48.94 million undt,which
35.0 million is estimated to be in the United Sgate
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BUSINESS
Our Company

We are a leading European manufacturer of smals avith a premium-quality product portfolio for thNATO
armed forces and their allies. We design, produmekdistribute small arms, including rifles, sidenar fully automatic
weapons, grenade launchers and a variety of otlated products. We also believe we are the maegter in the
supply of assault rifles, side arms, grenade laerschnd grenade machine guns to European NATO awergment
agencies. We believe our products are widely cemsitl to be best-in-class in each of their respectiategories
primarily as a result of long-standing commitmemt integrated research and development, engineeaimd
manufacturing. We have been in operation for mbent60 years and our brand name is highly respdnieairmed
forces globally.

We supply the armed forces of NATO, including th&UArmy, and the special forces of NATO, includihg
U.S. Special Forces. We are the sole supplierebthndard assault rifle to the German, Britishrwégian and Spanish
armed forces. We supply law enforcement agenciekiwile, including the European police forces an&.Uocal and
federal law enforcement agencies, such as the R8ltlae Secret Service. We also supply the comnierwaket for
civilians. We believe that one of our significantarkets for future growth is the United States. lie tyear ended
December 31, 2010, 55% of our sales were to Euaodel 7% of our sales were to the United States.

We currently own state-of-the-art manufacturinglfaes in Oberndorf am Neckar in Southern Germankere
we manufacture most of our products, and rent naarufing facilities in New Hampshire, U.S., where manufacture
a number of side arms for the U.S. market.

As of December 31, 2010, we had 719 employeesuledéd as full-time equivalents).

For the year ended December 31, 2010, we genematedue of € 247.2 million and EBITDA of €61.2 raifi.
As of December 31, 2010, our order book (defined@sractual sales yet to be delivered) was €168llion with
approximately 75% of the order book deliverabléhe year ending December 31, 2011.

Our Key Strengths

We believe that we maintain a strong competitivaifan as a result of numerous factors, includihg t
following:

We have a world-class brand. We believe we have a world-class brand, whichoie of the most
internationally recognized in the small arms markée believe we have the largest presence in thanéor assault
rifles, grenade launchers and side arms, and tevedcond largest presence in the market for machins. Our brand
name, when used with our products, connotes qual@ability, performance and integrity and digfinshes our
products from international competition. We exptecteverage our strong brand name to access custcaneund the
world in each of the military, law enforcement arminmercial small arms markets.

We have a premium product portfolioWe believe each of the products in our portfaicechnologically
advanced and best-in-class in its category. We dbmsignificant amount of our resources to theeagsh, design and
development of technologically advanced small affhiés commitment of resources is a key driver i delivery of our
premium products. We also believe we are able tetmeariety of our customers’ requirements throagtide range of
products in our portfolio, from premium-quality sicarms to highly innovative products such as the28Mjrenade
launcher.

We have an elite customer bas@ur customer base comprises the armed forcesAd{Nand their allies and
law enforcement agencies. We believe our elitecrnst base is a testimony to the premium qualitpwf products,
signaling to potential customers that our produdtssufficiently meet their requirements. We bekeour long-standing
relationships with our customers and our significaxpertise provide us with an advantage in winrfitgre contracts.
We have supplied the armed forces in Germany, thigetd Kingdom, Norway and Spain for more than 58rge
40 years, 30 years and 30 years, respectively.

We have high visibility of sales and a significaatder book. In the recent past, the majority of our revenue
was derived from contracts that we entered intd witir customers as part of larger, long-term smatls programs,
primarily with European NATO countries. NATO govarants and their allies allocate their budgets liesé programs
in stages, which include a series of subsequerttaxta in relation to a range of products, oftethvthe same defense
contractor. This tends to lead into a longer-teommitment for additional products, spare parts amgport. On the
larger contracts, due to the long lead-times betvggerernment initiation of a program and the endadfime production
in relation to such program, which can take up @oyéars, we believe we have a high visibility oflesaOur current
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order book of contracted revenue should provideitts relatively predictable sales and strong casWg for at least the
next 12 months.

The table below highlights as of March 31, 201)tHose small arms programs currently awarded tbyus
governments after technical evaluation of our potslubut prior to the various sales contracts beirgcuted, and
(i) our current order book of contracted salestfa next five years.

Total 2011 2012 2013 2014 2015

(€ millions)
ProgramS @ ...t 33 86 91 60 48 51
Order BOOK? ...t 150 107 28 10 2 2
Q) Represents the sales that we expect to rendfteievent we receive firm orders under small gsrograms that we have been awarded by

governments. There can be no assurance, howeaethtse contracts will become part of our ordeklaf contracted sales.

2) Includes information for the Issuer, HKD, HKKI, HKS and NSAF.

The table above does not include other businessppots for which we are bidding or potential praspéhat
we have identified.

We have an experienced management team and a highlifed workforce. Our workforce is managed by a
group of managers with an average of over 20 yegpsrience in the military and defense industresa result of the
depth of experience and strength of our workfome @ur managers, we have the ability to responitiisap customer
requirements regarding design and production. Tgitout our organization, we have a highly skilledrkforce,
including engineers and technical personnel. Méshese personnel have undergone apprenticeshtbsuwisince the
early stages of their careers and have been tréipat in our own technical training facilities. Asesult, we believe
we are able to provide our personnel with highlgcific training and also forge a strong relatiopshith them. The
average rate of turnover of our workforce for thst three years was less than 3%.

Our Strategy
Our strategy derives directly from our vision:
“Be the World’'s Premier Small Arms Systems Company.

We implement this by focusing our strategy on thkeg elements: managing our business for highegimsr
and increased profitability, seeking to achievéable business supported by a diverse set of cesgyrgeographies and
products, and continuing to manage our businessustainable long-term growth.

Continue to manage our business for higher margiaad increased profitability. We have historically been
able to manage for strong margins through our imgtisading engineering capabilities. In recentrgeave have also
pursued the strategy of offering integrated smaisapackages and providing life cycle managemanodio products to
our customers.

We intend to continue leveraging our engineeringeetise to provide products of the highest quaditg with
the best capabilities in the industry. We will alsgerage our engineering expertise in our manufaxj to reduce costs
and further enhance quality. We believe these faraas will help us achieve higher margins and hslincrease the
profitability of the company. We believe our engiriag expertise also allows us to develop new petdto meet
emerging trends in the market and also helps wsduate products ahead our competitors. We beligigeoccasionally
allows us to charge higher prices for our prodacis to achieve higher margins.

We intend to continue our focus on offering a caetpl“Small Arms Package.” Certain customers are
increasingly asking us to provide full solutiongheir logistics and accessory requirements intamdto satisfying their
small arms requirements. This allows us in somes&s sell a product mix with higher margins, andsequently helps
us increase profitability. To offer these integcafmackages, we will in the future consider acquisg of other such
companies that have a product offering complemgntaours, as and when such opportunities arise.

We intend to continue exploring ways to deliver lifycle management services to our customers. Our
customers are increasingly seeking ways to outsotire management of the full life cycle of smalinar including
support, supply, and maintenance of small arms fppaduction to retirement. We believe this is apangunity to
increase margins and profitability as we can @ikxisting assets, equipment and capitalize orerperience and scale
to deliver a service more efficiently than our amsers could otherwise achieve.

45



Further increase the stability of our business thrgh diversification of product offering, geographifocus
and customer typesWe have expanded from being a German suppliassédult rifles to the German army to being a
leading European supplier of a wide range of sawatis to a range of customers in many countries fias allowed us
to achieve a stable business model and a broadaydog reach.

Going forward, we intend to continue to evolve quoduct offering to meet changing customer needs.
Examples of the products that we have previousield@ed include the MP7, the HK121 and the P11réd3ponding to
the demand for such types of products, we have ablento capture opportunities from our customeraddition to their
needs for traditional small arms and have genei@dedional revenue.

We intend to increase our geographical diversificat\We have previously diversified from supplyitige
German army to supplying most European NATO membétts small arms, and have more recently becomapaler
to the U.S. Army, in addition to the U.S. Speciatdes. This development has helped us decreasel@mmnce on a small
number of customers, and we remain committed tiewicty sales to new customers in NATO countries emghtries
that are friendly to NATO.

We also intend to continue our efforts to supplyabrarms to non-military customers. We have growont
being a purely military focused supplier into syppg the law enforcement and commercial markets.

We also intend to seek opportunities to leverage aniproduction expertise. We have a track recdrd o
developing partnerships with companies in foreicarkats where we transfer the capability of manufidcy a portion
of the product as a requirement for a contracttddisally, such opportunities have supplied us vithg-term revenue
opportunities, and have helped us generate revémume services supplied during the transfer of mantifring
capabilities. We will continue to actively seek mmduction opportunities in NATO countries and edliof NATO
countries.

Pursue long-term sustainable growth opportunitiesHistorically, we have been able to achieve grobyh
leveraging our core competencies and key strendthes.will continue to seek out such growth oppottiesiin the
future.

We believe that our leading brand, expanding phbotfof premium products, and design leadership vl a
key driver for continuing to win business from dixig customers and drive business from new custenfatditionally,
we believe that our diversification will allow us grow our business in addition to ensuring a coad stable set of
revenue streams, as it allows us to capture custinethe United States and other export marketth ithin the
military small arms and other market segments.

Outside the United States, the addition of mangn&rWarsaw Pact countries into NATO opened new atark
which we have been able to access successfully,vdrete we see significant further business oppditsn The
addition of other countries into NATO may also gdwvfurther attractive growth opportunities for tasexpand our
presence in those markets as these countries éoceiher finding rifle replacements or upgradestiieir armed forces.

We also believe these initiatives, which drive lighargins, may contribute to revenue growth ag étlew us
to capture incremental revenue opportunities andeitain cases, achieve higher pricing for oudpots.

Our History

We were founded on December 28, 1949 by Edmund Ieleckheodor Koch and Alex Seidel, each of whom
was a former engineer at Mauser Works, in OberndorfNeckar in 1949. Our early product lines featyparts and
spares for sewing machines and bicycles. In the 1850s, we expanded into the small arms sectéaheoidefense
contracting industry.

Our first significant contract to sell small armasin 1956, when we won the tender for the rifietfe newly
established Army of the Federal Republic of Germdnythe 1970s and 1980s, we continued to grow,ondt in the
production of small arms, but also in the produttid other products such as machine tools and tridyselectronics
and automation products. Due to our diversificatiorthe 1970s and 1980s, which turned out to bs-loaking, we
required an outside partner to continue the busibgsl990. In 1991, we were purchased by a predece$ BAE.

In the early 1990s, BAE restructured and streardliite business to focus on the core business andef
contracting in the small arms sector.

Through a series of transactions in 2002 and 2@@3yere acquired by HKB, a German company contldiie
two of our three ultimate shareholders.
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In 2003, as part of a strategy to reduce the righotential class action lawsuits in the Unitedt&aHKS was
formed in order to manufacture side arms for theupr HKS was then sold to a company owned by twousfthree
ultimate shareholders. In 2004, we sold the U.8roercial sales and distribution company HKI for €lillion to the
same company owned by our two ultimate sharehaldf@itowing the passing in the United States of Pinetection of
Lawful Commerce in Arms Act and the resulting reellicisk of potential class action lawsuits in theSl) we re-
acquired HKI and its holding company SUI in 2008 dpurchase price of €13 million. We re-acquird¢iSHn 2010 for
a purchase price of €6.4 million.

Our Products

Within the industry, we believe our products arasidered to be of the highest quality on the markkiof our
products, both for the military and the law enfonemt and commercial markets, are developed anddtést NATO
specifications. Below is a chart setting forth @uincipal products, the primary customers for thpseducts, and the
percentage of sales attributable to each produ¢héoyear ended December 31, 2010.

Percentage of
sales for the

year ended

Product/Service" Primary customers Dec. 31, 2010
G36 rifle...oe The armies of Germany and certain other Europeantdes

and the NATO Rapid Reaction Force 5.6%
HK416, HK417.......ovvveeeeeeeen. Army of Norway and Special Forces of certain NATO

countries 7.3%
SA80? ..., British Army 7.2%
L] R, The special forces of the United States and ceBEamopean

countries, and U.S. and European law enforcemeamces 5.4%
P2000/P30.........ccceeeeiininnes U.S. Department of Homeland Security and German law

enforcement agencies 8.6%
MPS5 L Special forces and law enforcement agencies wodelwi 4.0%
UMP s NATO armies and law enforcement agencies 0.4%
GPMG.....oooiiiie The British Ministry of Defence 4.7%
MP7/PDW ......ccoooeiiiiiiiiie The special forces of Germany, the U.S. and GreiB, and

British Ministry of Defence Police 3.1%
MGA3 ..., NATO armies 1.7%
40mm Grenade Machine GunThe armies of Greece, Germany, the Great Britaihtha

special forces of the United States 6.6%
HKB9AL.....oooiiiiiiiiieiii, NATO armies 0.3%
AG36/GLM .....ovvvvvvviiiieaaeaannn, British Army, Spanish Army, U.S. Army 8.1%
Pre-funded R&D..................... U.S. and German governments 1.9%
Other product® ..................... NATO and allied armed forces and law enforcemephaigs

and as a sub-contractor to the Eurofighter consorti 35.1%
1) Includes products sold directly and under Igeg arrangements.
2) Relating to the upgrading of the SA80. We artthe original producer of the SA80.
3) Includes sales of a variety of products, ingigdbther small arms, magazines, the ammunitiod ggstem for the Eurofighter (“Typhoon”),

and various accessories.

The weapons we produce can be broken down intdottewing categories: rifles, side arms, fully aotatic
weapons and grenade launchers, as well as a rdngeapons-related products and accessories. Bedow brief
description of some of our core products.

Rifles

For the year ended December 31, 2010, rifles duuted 21% of our revenue. Our core product offeriimgthis
category are described below.

The G36 rifle. We designed the G36 as a replacement for theif@3 which we produced for the German
Army from the end of the 1950s until the end of #850s. The G36, whose intellectual property rightdike those of
the G3, are owned exclusively by us, is partialtpduced from advanced lightweight polymer plastid autilizes a
piston-actuated gas operating system that enhaheeperformance beyond that of a traditional rifge produce
numerous variants based upon size, weight, muzzllecity, and rate of fire, including sharp shoosed compact
carbine models. The G36 is used by the German Affoeckes, the Spanish Army and the armies of ceBaltic States,
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among others. In addition, several countries ardifferent stages of procurement of the G36, ragdnom contract
negotiation to initial testing.

The SA8O rifle. At the request of the British Ministry of Defenage have refurbished a certain number of the
SAB80 rifles originally produced by Royal Ordnande ga subsidiary of BAE), improving the rifles’ germance.
Initially, we were contracted to refurbish 100,08880 rifles, which was later increased to 200,00is contract and
another contract for the conversion of old SA8[@siffor drill and cadet purposes have been contghlete

The HK416 rifle. Using the same modern operating system as the @86exterior of the HK416 rifle was
designed to look similar to, and have similar opiegacharacteristics as the U.S. Army’s M16 stadddte. As a result
it has been adopted by many U.S. Special Forcds, s well as the Army of Norway. We also prodtiee MR556
rifle, a semi-automatic version of the HK416 riffer the commercial market.

The HK417 rifle. The HK417 rifle has a similar appearance to tH4tb6 and uses the same advanced
operating system as both the HK416 and G36 rifiasfires a larger caliber bullet. A much more sakzed rifle, it has
also been adopted by a number of Special Forcés. Wi also produce the MR762 rifle, a semi-aut@nadrsion of
the HK417 rifle, for the commercial market.

Side arms

For the year ended December 31, 2010, side arniglnaed 15% of our revenue. Our core product drffgs in
this category are described below.

The universal self-loading pistol (“‘USP”)The USP, which was our first polymer-framed gdisitacorporates
many traditional design elements with highly adwhtightweight, polymer design and production textbgy. The USP
was also the first service side-arm with a moduatarcept, which allows the control lever functionbt® switched from
the left to the right side of the side-arm for {eétnded shooters. The USP has been sold to thea@eknmy, the Greek
Army, the Special Forces of the United States anthoy European countries, as well as U.S., GeramahSpanish law
enforcement units.

The P2000/P30. The P2000 is a more recently developed side-afmchvincorporates features that
significantly improve accuracy and use. The P208&8 leen sold to German police forces and fedenakt#orcement
agencies in the United States. Further developnarttas side-arm have been made, which incorpaaatéErgonomic
Grip.”

HK45. The HK45 is also a polymer-framed pistol avaiali both full and compact size versions, developed
especially for sales to the U.S. Armed Forces. HIKE5 is our first product to be partially manufaetd in the United
States.

Fully automatic weapons

For the year ended December 31, 2010, fully autemaeapons (including submachine guns and machine
guns) contributed 14% of our revenue. Our core pebdfferings in this category are described below.

The MP5 submachine gunWe designed the MP5 in the 1960s based on theifisgéions of the German
Border Guard. Since our initial development of k5, we have continually modernized and upgradedesign. As a
result, it continues to be one of our core produ€te MP5 is most commonly seen by members of thdipin the
hands of police forces stationed at European aspor

MP7 personal defense weapoWe developed the MP7 personal defense weapoariy 2000 and designed it
to use a new caliber of ammunition. Although them™#& approximately half the size of a conventiongimachine gun,
the ammunition used in the MP7 is more effectivel the MP7 has a much longer range and is moreaectnan either
a side-arm or a conventional submachine gun. Th& MRurrently being used by the British and Geremed Forces
and in increasing numbers by U.S. law enforcemedtrailitary forces.

Universal machine pistol (“UMP”). We developed this lightweight submachine gunaeehsuperior accuracy
compared to existing competing products. The UMBvailable in three calibers and the frame is pliytmade from
advanced polymer plastic. Customers for the UMRide the German Armed Forces and the French Gedligrm

The LMG36 machine gunThe LMG36 is a lightweight machine gun, whicll&ived from the G36.
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The MG4 machine gun (or MG4 LMGY.he MG4 is a lightweight, belt-fed machine guniathwe designed to
perform in severe climatic conditions. Customerstifi@ MG4 include the German Army, the Spanish Aang certain
NATO allies in the Middle East.

General Purpose Machine Gurn 2007, we were asked by the U.K. Ministry off&rece to manufacture a new
batch of its 7.62mm medium machine gun that it inaactive service all over the world. These machjuas were
originally manufactured under license by Enfieldtie U.K. in the 1960s. Delivery started in 20081 amth new
contracts subsequently signed, which are continuing

HK 121. The HK121 is a 7.62 mm machine gun being devel@specially for sales to the German Army. It is
expected to become available in 2013.

Grenade launchers

For the year ended December 31, 2010, grenadeHatsxcontributed 15% of our revenue. Our core prbdu
offerings in this category are described belowhaitgh the percentage of sales from these prodsigslli low, they
represent an important strategic element in owréuproduct portfolio.

The 40mm grenade machine guiVe developed the grenade machine gun in thel@8®s. The grenade
machine gun has a removable barrel to facilitatent@aance, offers night vision capabilities and @mch up to 350
40mm high velocity grenades per minute. Customakide the U.K., Greece, Germany, the United Stateksseveral
Eastern European countries. The grenade machinésguur first complex, fully integrated weapon gmst which also
has large potential to be integrated in turret thwhs for APCs (Armored Personnel Carriers), IFWfggntry Fighting
Vehicles) such as the German “Dingo” and the UtBirfivee,” and also heavier vehicles like the U.Sryt&r” IFV.

The XM25 grenade launcherThe XM25 is a 25mm caliber grenade launcher witklligent ammunition
technology. We supply to the U.S. Army under a sabtract arrangement with Alliant Technologies I(f&TK”), who
are the prime-contractor. The intelligent ammunmitiechnology allows the user to defeat targets fa@tances which in
the past have been beyond the range of comparabletional weapons systems. We are developing/éiagon, while
the fire-control system is being developed by a@ogub-contractor and the intelligent ammunitionATK.

The HK69A1 40mm grenade launcheéFhe HK69AL1 is a lightweight handheld grenade ther designed to
fire a variety of low velocity ammunition to a rangf up to 400 meters. The HK69A1 is sold to thmias of NATO
countries.

The AG36 40mm grenade launchérhe AG36 is a lightweight, rifle-mounted grenddencher which can be
added to the G36 rifle. It is currently being ussdthe German Armed Forces in large numbers arsdaiting to be
introduced by other armies in order to enhancelb®e quarter combat capabilities.

The M320 grenade launcheiThis is a single shot, lightweight, rifle mountgeenade launcher designed to fire
all standard low velocity 40 x 46 mm ammunitionta@ range of 400 meters. Deliveries to the U.3nyAstarted in the
first quarter of 2009.

Other products

For the year ended December 31, 2010, other preduettributed 35% of our revenue. Some of our pcbdu
offerings in this category are described below.

Ammunition feed system production for the Typhodfe are currently producing the electro-mechanfieat
system for the Mauser cannon which will be parthaf weapons systems for the Typhoon, a state oartthanilitary
combat aircraft jointly developed by the governmseasitthe United Kingdom, Germany, Spain and Italy.

Parts and machineryWe supply parts and machinery as part of ounsteg agreements with other countries.
See “—lIntellectual Property and Licensing AgreemméntVe also supply spare kits for GPMG and the H&4fle.

Production Process
Research and development

Since our formation, one of our most importantregths has been our research and development atipabil
Our research and development team continuously svirkmprove our current designs, manufacturingcesses and
raw material inputs, and develops new designs aadufacturing processes for new products. A cemémabt of our
research and development approach is to improveadharacy, safety, reliability and longevity of thmall arms we
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produce. As a result of this focus and on the bafsisrious tests, we guarantee that the operéifagf one of our G36
and HK416 rifles is 10,000 rounds of ammunition.

Examples of some of our most recent innovative axe$e and development applications include the MP7
personal defense weapon, XM25 airburst grenade avgdight weight medium machine gun and the Idafghtryman
of the Future”) program. Infantryman of the Futig@ major technology program for us, which wiltlude close liaison
with Future Infantry initiatives in the United Stat the United Kingdom, Spain and other NATO cdestrThe German
Army is at the forefront of this development, whistone of the most important land forces develamrpeograms in the

Western Hemisphere.
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Our research and development has been both seléfuand funded by our customers as part of ouracist
The following table summarizes our research aneldgwment costs for the last five years.

Year ended December 31: 2006 2007 2008 2009 2010
(€ millions)
Government funding for research and development............ccccccciiiiiiiiiiiiinnes 32 58 31 21 47
Company-funded research and development, bothatizpil and expensed inyear 3.2 3.1 50 4.7 52
Total research and developmeNt ... e eeeee e 64 89 81 6.8 99
Total as a percentage Of FeVENUE.........cociiiiiiiiiieeee e 5.2% 6.0% 4.4% 2.9% 4.0%

Historically, through development contracts, sonfeocor new product designs have been funded by our

customers. This type of funding has led to ouraustrs owning some or all of the intellectual prop@roduced as part

of these contracts. For example, the German gowanhimwns the intellectual property to the G3, tingt fifle that we
produced. We now mostly develop new products indéestly, and have developed products, including-tké16 and
HK417 rifles, the MP7 personal defense weapon &edgrenade machine gun almost entirely on a salldd basis.
Although this has increased the risk to us in thenethe designs we develop are not accepted bgusiomers, it has
allowed us to retain all of the intellectual pragerights to our designs and has allowed us totreare quickly to
emerging customer requirements.

Our research and development team is currently mpdef 71 employees, including engineers, prodesters
and draftsmen who use both traditional draftinghrods and state of the art computer-assisted desidrdevelopment
techniques. The team continues to introduce newlymts by employing innovations in the design anchufecture of
side arms.

In the contracting process, the research and dewelot team is often instrumental in helping us wia
tendering process. See “—Contracts—Long-term cotsra

Raw materials and components

In general, we maintain the ability to manufacttire majority of our products from raw materials.véwer,
we have qualified a number of subcontractors toeimse the flexibility of our production processgsonitsourcing, if
required. The only significant production procdsattwe currently outsource is chroming, which gracess of plating
certain of our products with chromium to increaseirt strength and durability, and the only partave not capable of
producing ourselves are springs. The raw matetieals we use include specially treated, cold forgeztl and plastic
polymers.

We are not dependent on any one source for plpstigners and standard components, but have shuadt- a
medium-term contracts, usually without volume regpients or fixed prices, with a variety of supgiehs a result, we
can tailor our supply orders to fit the demanddor products.

With respect to our supply of steel, we purchaseagority of our specially treated steel from a $ngource
that specializes in the production of special séawl super alloys. However, we purchase steel flosnsupplier from
two separate manufacturing plants a reasonablendistapart and also have qualified an alternatipplger from whom
we have started acquiring this steel, mitigatirgyribk of interruption to our steel supply.

Given the complexity of certain orders from ourtousers, it can take as long as one year from the 6f the
order until the first unit is delivered. To be albdemeet customer expectations, we sometimes datbr raw materials
and components in advance of customer orders, lmasedr experience in the contracting processdtfitin, in order
to mitigate any adverse impact from disruption uply, we maintain a supply of steel in our fagilih Oberndorf am
Neckar which would allow us, at current levels @bduction, to produce our products for several menwithout
interruption, while the alternative supplier accates production to meet our new demand.

Manufacturing

Facilities

Germany. We have a manufacturing facility in Oberndorf aheckar, Germany. The facility, which is
approximately 38,000 total square meters, and dedu27,000 square meters of production space, ltapacity to
produce approximately 60,000 rifles, 30,000 othéomatic weapons and other long guns and 100,0(® a&ims per

annum. In addition, we maintain an indoor testiagge in our main production facility and an outdtesting range in
the vicinity of the production facility.
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United States.We have rented capacity in a small manufactufagity located in New Hampshire, U.S., to
enable the production of pistols designated as ‘®Madhe U.S.”

Process

The development of a product from design to volyreluction typically takes several years. For acdpson
of the design of a product through the tenderirdy@mtract process, see “—Contracts—Competitivdeen”

Our manufacturing process is qualified to 1SO 9Q0M8 quality control standards throughout the potida
process. In addition, we utilize specifically taéd testing procedures and analysis depending tipomature of the
firearm and material that is produced. At the efithe production process, each of our productesget! for endurance
and reliability, and is also subject to drop te&ts, mud and saltwater immersion testing. Eacbusffirearms is proof
fired and checked for function and accuracy befbideaves the factory. We believe that our fireamanufacturing
safety record is excellent.

Contracts
Sales and marketing

Our products are purchased by European NATO casémd the United States. In addition, subjectaar@n
and other applicable national and internationalilagpns, we also produce small arms for NATO alkésewhere.

The majority of our products—56% of our revenue tloe year ended December 31, 2010—are purchased by
the German, British, French and U.S. armed foreeslaw enforcement agencies. Our sales force, wisigirimarily
located in Germany, the United Kingdom, France thedUnited States, markets directly to these custenMost of our
sales staff, which comprises 71 full-time equivélgersonnel as of December 31, 2010, have an esviyuge military or
defense-related background or education. Theyveaeigular training and require a thorough know&ed§our entire
range of products.

In markets where specialized local knowledge andtazis are required for successful marketing, wk se
through local companies acting as our sales rept&bees, either on a commission basis as our salests, generally in
the case of large order quantities, or as an impddr onward sale to the customer, generally m ¢hse of small
guantities. In addition, the use of local saleg@sentatives allows us to gain access to markeishvare less open to
external competitors. Our sales representativesrafexed-term sales representative agreementsusitiour contractual
agreements with sales representatives usuallyel#imterritory in which the representative mayrafgeand the product
range represented. Mostly, these contracts prahaethe representative acts as the sole repréisentar our product
range in a particular territory, representing uslgsively in the field of small arms and infantryeapons. These
contracts are reviewed and renewed on a yearly laal each representative is required to certdy le will conduct
business on our behalf in accordance with our owerimal corporate governance standards, whichharagelves subject
to independent annual review.

Warranties and service

Through our customer contracts, we warrant that products are free from defects in material and
workmanship for a period of up to two years from tlate of delivery to the central depot of a custorhe terms of the
warranty may vary slightly from contract to conttaks of December 31, 2010, we had reserves omalance sheet of
less than 1.2% of our revenue for claims in refatmthese warranties.

We offer support services and repair of firearmsotos customers in our Oberndorf am Neckar facility.
However, because most of our customers are govermsmeéth extensive internal repair and maintenasaggabilities, in
the past we were not often required to provide Hasvice. The militaries and law enforcement agenaf NATO
countries are beginning to focus on ways to outsatine management of the full life-cycle of theiradl arms, which
includes all of the support, supply and maintendgcetions relating to small arms from after protiue through to
retirement. By utilizing our existing asset basd aapitalizing on our experience as a leading predof military small
arms, we already provide this service to the U.Knisry of Defence Police and intend to continueptmetrate this
market in relation to both our own products andséhproduced by other manufacturers. See “—OQuregjydt

Customers
Our revenue is primarily derived from contractshadigencies of NATO and allied governments. Forykar

ended December 31, 2010, our order book consistel7@ ongoing contracts with our customers. Thesetracts
include both contracts for production of our finearin our own facilities, subject to certain offagireements in relation
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to those contracts (see “—Long-term contracts™)l Beensing agreements, where we grant certaimsicg partners the
ability to produce our products in their own coiggr(see “—Intellectual Property and Licensing Agnents”).

Our revenue is also derived from sales to the comiadlemarket, including sales to U.S. local law@osEment
agencies. Most of our revenue from the commerciatket is derived from sales to distributors in theited States,
which is the world’s largest commercial market.

Our top ten customers, treating individual governtakagencies as separate customers, rather geting all
agencies of a government as being one customeuatszbfor about 70% of our sales for the year eridlecember 31,
2010. Our most significant customer contract, whicbounted for approximately 20% of our revenudlieryear ended
December 31, 2010, was a contract relating to th@@duction Facility Project.

Long-term contracts

Governments purchase our products as part of lamgetl arms programs, which last from three toyears.
Contracts with our customers, who are almost exalisagencies of NATO and allied governments, Ugusave terms
ranging from one to three years. Although thereshaaen some exceptions, we generally win the imitintract for each
small arms program through competitive tenders.

Competitive tenders

Because of the nature of our customers, the mankethich we compete is both highly regulated andyve
competitive. Many of our customers are requiredeuniheir national laws to equip their armies, lamfoecement
agencies and other government agencies by waytefitional or European state tendering principlésder these
principles, all products purchased through the eéengtocess must come from suppliers who have paligeriO
standards and specifications with respect to theiducts. Within this limited group, every compatihas the right to
compete in the tender. In addition, the tender guaces themselves must be both transparent andvittirno potential
supplier being favored over others for politicalotiner reasons.

These competitive tenders require firms, includisgto compete with respect to a variety of cét@stablished
by the customer at the beginning of the competiterder process. The nature of the criteria var@s country to
country, and includes requirements based on pquality and specific design and performance spetifins. Some
customers require products that do not exist eitheur inventory or in our designs. These custem@pvide us with
extremely detailed requirements and conditionstifier new product. Some customers require, as patteotender
process, that we provide both designs and protetygeproducts to be tested by the customer befocerdract is
awarded and will often provide revised instructionspecifications based on these tests.

In addition, customers often require that, as pérthe contract, certain “value” or “offset” remairnn the
customer’s home country. One of the most typicamnfof offset is the requirement that the contrastiurces parts or
builds components in the customer’s country. Ofbems of offset include the contractor providinmiied licensing to
the customer to build the products in its home tguiThe nature of offset varies from governmengdeernment, but a
significant number of countries require some forhoffiset as part of the tender in order to ensted tocal industry,
particularly the defense industry, receives benifin the contract. Less than 4% of our sales far year ended
December 31, 2010 have associated offset commigment

Upon receiving an invitation to bid on a contragg, confirm with the German authorities on an infatiasis
that they will grant regulatory approval in relatito the delivery of the products. See “—Regulatidkfter receiving
informal approval, we seek input from five intertedms: first, our research and development tedrichws responsible
for putting together the designs for the produetosid, our manufacturing department, which is raside for putting
together the prototype of the product; third, odwvisory board, which approves bids in an amountxcess of
€10 million; fourth, our sales department and seni@nagers, who produce the bid for the contradt @malyze the
scope of the offset and fifth, our finance team wvalimalyze the associated costs, risks and profigimsrBased on the
collaborative effort of these teams, and followageview process whereby the head of each tears sijron the bid,
we provide a formal bid for the tender.

Before we are awarded a contract, armed forceiNfFO governments, which typically have very specifi
requirements for their equipment, often requirgaugrovide prototype weapons which they can putugh extensive
laboratory and field tests. This testing phase taay for several months and may consist of theotost revising the
specifications for a firearm based on this testifige research and development team often work®lglogith the
customer during this phase, evaluating the testltsesnd helping to provide revisions to the speaifons based on
these tests. Only after this extensive testingdesign revision is complete is a contract awarded.
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Contract phases

Performance and delivery phas@he performance phase of a contract, which relateour production of our
product for the customer and subsequent delivery,last anywhere from one to five years. In casesrevwe deliver
the product in conjunction with a national smatharmanufacturer, the performance phase is usuaiiged into three
sub-phases, although this can vary from contracbidract depending upon the offset and other garents made with
the customer. In the first phase, we supply théoensr with complete products from our manufactusitg in Germany,
usually in lots, the timing and amount of which ame-set in the contract. In the second phasejapigrassembled
products are delivered to the customer for asseritblg national manufacturing site. In this phase may also,
depending upon the terms of the contract, helgtisomer establish the site to assemble the probfuttte third phase,
we provide component parts to a national manufausite to be completely assembled in the custsreuntry.
Depending upon the nature of the contract, we nisy provide them a limited license to manufactund assemble
some of these components. See “—lIntellectual Ptpped Licensing Agreements.”

Warranty and guarantee phas@nce delivery is complete, the next contract phtt® warranty and guarantee
phase, begins and typically lasts two years froenddite of shipment of the product. See “—Warraratrebservice.”

Maintenance and service phasi addition, depending upon the terms of the r@mtf we may agree to provide
up to 10 years of field support, repairs and dejivef spare parts for which we charge the custonmeline with our
strategy, this area of the business is expecteexpand to include full life-cycle management of itaily and law
enforcement small arms. See “—Our Strategy.”

Payment and guarantees

Our contracts can be categorized as either “cast*pdr “fixed-price.” Under cost-plus contracts, warn a
margin over production costs. Under fixed-pricetcacts, we receive a set price for delivery of pid. Both cost-plus
and fixed-price contracts may also provide for eara fee or incentive fee based upon achievingipeagilestones. At
present, almost all of our contracts are fixed @arithe only cost-plus contracts we enter into anmgracts which are
focused on the development of a new product. InyMdATO countries, particularly the United Statelse tUnited
Kingdom and Germany, government contracts are oftmditioned upon the continuing availability ofpappriate
parliamentary or congressional appropriations. Buaré usually appropriated once yearly. Consequeattthe outset of
a significant program, our contracts with various/g@nment agencies are usually only partially fuhd®ften, we
receive a payment of between five and ten perckttieocontract value in advance of contract perfomoe, although
contract terms may vary depending upon the policiesur customers’ procuring agencies. Additionadnies are
normally committed to the contract by the procuragency only as the appropriate legislative bodyfditure years
makes appropriations.

Before we deliver our products to the customerwey be required to provide them with up to threenfo of
guarantees which are issued by a third party, whichsually a bank. Sometimes, customers requitebbinds to be
submitted with our tenders. Advanced payment guaesnmay be provided to the customer in exchangeh®
customer’s advanced payment against delivery optbduct. The customer releases such guaranteastivbeustomer
receives the product from us. Performance guarantey be provided to the customer to guaranteadtigery of
certain quantities of our products in accordancth whe delivery schedules set forth in the contragtis type of
guarantee will cover any penalties we incur fomgledr mistakes in product delivery. After the defliy of the product to
the customer, the customer usually releases tHerpeance guarantees, unless they also cover theamgrperiod for
our products, in which case the customer doesatease the guarantee until the warranty periocekpised.

Contract termination

Under their terms, our customers are often perchiibeterminate our contracts, either for their camience or
in the event that we default. Upon termination afoat-plus contract, we are typically entitled éombursement of our
allowable costs. If the termination is for convewie, we are also usually entitled to receive paynwnfair
compensation for work performed plus the costsetifisg and paying claims by terminated subcontnastif applicable,
other settlement expenses and reasonable prafiteocosts incurred or committed.

If a cost-plus contract is terminated by reasomwf default, the contract usually requires thathgepaid an
amount agreed upon for completed and partially deteg products and services accepted by the gowsrhoustomer.
The government customer is usually not liable for costs for unaccepted items and is entitled payment of any
advance payments and progress payments relatée tieriminated portions of the contract. We may aksdiable for
excess costs incurred by the government custonmoiuring undelivered items from another source.
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Intellectual Property and Licensing Agreements

The intellectual property that we own includes trede name “Heckler & Koch” and related trademads,
well as proprietary rights relating to the desigh®ur products and the industrial processes rejat) the production of
those products. In addition, as of December 31020& had 84 registered patents. We own most ofrtedlectual
property related to our products and our productimtesses, with the exception of the intellecpraperty relating to
the G3 rifle, which is owned by the German statgpidally, if a customer pays for the research aegietbpment
expense relating to the development of a new desigmanufacturing process, they will request a ugght to the
resulting intellectual property. As a result, inder to maintain our proprietary rights, we ofterf-8end our own
research and development.

In certain instances, we grant licenses to ourotmsts whereby we license the ability to produceager
components or to assemble our products. While wetlam German government have granted certain dearicenses
to produce the MP5 submachine gun and the G3infemtirety, we have since then limited the scopeus licenses to
manufacturing only certain components in a counig. currently provide no support in respect of Mie5 submachine
gun and the G3 rifle licenses and do not receiyeravenue from these licenses.

In the past 30 years, we have granted only pditiahses for the manufacture of certain componértour
products to certain foreign governments. All ofgheartial licenses are limited since they onlyate limited user
rights and limited export rights. All licenses gieachin the last 30 years disallow export salesroflpcts produced under
license, which are required to be used solely toipegational armed forces. License agreements, pilceurement
contracts, must be approved by the German autberdi other appropriate national regulatory autiesribefore any
intellectual property may be delivered to a licensgee “—Regulation” below.

In addition to providing a “data package” of inggitual property rights to a licensee governmeneuadicense
agreement, we also provide the government withagerservices and related work-share arrangemertigeser
arrangements can include everything from trainogldcal staff, provision of tooling and related ¢haing services, to
support for quality control processes. Dependingnuiine nature of the licensing contract, the lieengovernment may
take more responsibility for producing the prodongr the course of the contract.

Regulation

We are subject to extensive and complex German, &h& other governmental laws and regulationsudiob
manufacture and export licensing restrictions. Bseaof the nature of the regulations, we may bgesuko restrictions
under multiple jurisdictions, depending upon wh#ve intellectual property for a product is createda product is
manufactured.

Germany

Our business in Germany is subject to various regpolry requirements and obligations including weapon
and foreign trade laws, general antitrust law as las environmental and other regulations.

Manufacture and distribution licenses

Manufacture and trade activities relating to srmaaths in Germany are subject to the regulatory regifnthe
German Weapons AcWaffengesejzof October 11, 2002, as last amended on Julh2009 and the German War
Weapons Control Actriegswaffenkontrollgesétof November 22, 1990, as last amended on Jupe(®.

The German War Weapons Control Act provides tHadlvities in connection with weapons intendedv@r
(production, acquisition and transfer of actualtomin every type of transport or brokering trangats) require prior
licensing by the competent German authorities. Weapntended for war (war weapons) comprise thrastesubstances
and organisms listed under the war weapons HKigeg@swaffenlisty including,inter alia, machine guns, except those
with water cooling, machine pistols, fully autoneatifles, semi-automatic rifles except rifles faurtting and sporting
purposes, and machine guns, rifles and grenadaist

Commercial manufacture of, and trade in, weaponsimended for warfare are subject to the regimehef
German Weapons Act, which regulates the use of aeapnd ammunition for public security and ordesets forth
general requirements for weapons and ammuniti@nsies, with modified requirements for special lgganfor special
groups such as hunters, marksmen, shooting assosiaGnd shooting clubs, ammunition collectors, posa
manufacturers, weapon dealers, shooting rangeseacutity firms, among others, and their specifie o a weapon.
Pursuant to the German Weapons Act, our businesgeapons not intended for warfare requires a gétieemse for
manufacture and trade, which is issued by the ctenpdocal authorities. The competent local autiewiissue this
license, which may be restricted to specific typeguns and is unlimited in duration and quantitya specific person.
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If the person in possession of the license retmestherwise leaves our company, we would be oblitge appoint
another person and obtain a new license. Howeverdaevnot expect that obtaining a new license wilkiirupt our
business.

Under the German War Weapons Control Act, the neoiufe of war weapons requires a license that may b
limited in scope or duration and be subject to d@os. In certain circumstances, such as successliveries to the
same customer, a license can be modified or exterideaddition, the German War Weapons Control Wstiuires
further licenses for the transport or distributiohweapons destined for war. The licenses are gdahy the Federal
Ministry for Economics and TechnologBindesministerium fur Wirtschaft und Technolpgiad may be limited in
duration. License may be denied or revoked if,eieample, there is reason to believe that the agmlicis or her legal
representative, the body or member of such bodiosized to represent a legal person, a sharehaldiorized to
represent a commercial partnership or the headawhapany or plant of the applicant, does not pastas reliability
required for the intended act. In particular, &hise may be revoked if there is a risk that thepaes may be used for
aggressive acts or the license conflicts with thiggations of Germany under public international.la

We currently possess valid licenses for all ourdpats. There can be no assurance, however, thatilwee
able to maintain such licenses in the future. Iditawh, when we sell to customers outside Germaveyare subject to
further restrictive export laws and regulations.

Export licenses

Most of our products are designed and manufactime@ermany. The export of our products is therefore
governed by the German War Weapons Control Agie@swaffenkontrollgesetzthe German Foreign Trade Act
(AuRenwirtschaftsgesgtand its implementing ordinancayRenwirtschaftsverordnunthe “Foreign Trade Ordinance”).
The “Political Principles Adopted by the Governmearitthe Federal Republic of Germany for the expafrtwWar
Weapons and Other Military Equipment” of January 2800 and the “Council Common Position 2008/948EFof
December 8, 2008 establish the guidelines for trapetent German authorities regarding the contf@ativities in
connection with the export of war weapons.

First, the German Foreign Trade Act and the Fordigade Ordinance require the licensing of all weegpo
exports. All weapons subject to export restrictians listed in Part | Section A of the Export Cohtrist (the “Export
List”), which is recorded in Annex AL to the ForeiJrade Ordinance. A license is also required ffier éxport of so-
called dual-use items. According to Annex AL of fhereign Trade Ordinance, dual-use items are gcmftyvare and
technology that may be used for civil and militgzyrposes. The Federal Office of Economics and Ex@aontrol
(Bundesamt fur Wirtschaft und Ausfuhrkontrplle subordinate agency operating under the jutiscdi of the Federal
Ministry of Economics and Technology, is resporesifdr the granting or denying of export licensedamthe German
Foreign Trade Act and Ordinance.

Some of the weapons on the Export List are alsqaesintended for war. For the export of these waapa
license must be obtained under the German War Wsapontrol Act. In addition, an export licenseaguired pursuant
to the German Foreign Trade Act and the Foreigml@ @rdinance. The licensing agency for commercédsactions is
the Federal Ministry of Economics and Technology.

Our material customers are mainly NATO and NATQedllcountries such as Australia, New Zealand and
certain countries in the Middle East and Far EBs& export license is generally granted for the BATO, and NATO-
equivalent countries. For the other countries,gheas been a restrictive and reservation policyhengranting of the
export license. Nevertheless, our management leslithat we will continue to obtain the requireeilises to export to
our material customers, although such licenses thiglsubject to delays in some cases.

The average time required to obtain an export ieéa between three and four weeks. However, ttiedties
can take up to three months or, in certain circanmss, even in excess of a year to grant a license.

In July 2009, the EU enacted Directive 2009/81/ECtloe coordination of procedures for the awardifig o
certain works contracts, supply contracts and sergontracts in the fields of defense and sec(thiy so-called Defense
and Security Procurement Directive). According hi thew Directive, contracting authorities may tise negotiated
procedure with prior publication of a contract netiwhich allows contracting authorities to nedetiall details of the
contract, as a standard procedure. They may algoiree specific commitments from supplier candidates the
protection of classified information and the timelss of supply. The new Directive also containigipeprovisions on
research and cooperation. The Member States atgredqto implement Directive 2009/81/EC into natibhaw by
August 21, 2011.
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End-user certificates

We will generally not sell to other companies atdbutors but only to end-users, except whereafiy@icable
national laws and/or our customers explicitly regua local sales intermediary. Exports to countoier than EU and
NATO countries and NATO allies require end-usetifieates pursuant to Section 17, paragraph 2 efftbreign Trade
Ordinance. End-user certificates are issued bygtheernments of the countries of destination, inttcaexactly who
will receive the firearm and for what purpose, and required by the German government for any oustather than
customers located in EU and NATO countries and NAdll@s. The purpose of the end-user certificate imvoid the re-
exportation of military weapons or armaments eqepimto countries of political concern and/or to wtharized
individuals or groups. If this does occur, the gowveental agency issuing the end-user certificatds being put on a
watch list and having all further requests for expd arms delayed or denied by the German govenhme

Foreign Corrupt Practices Act

We abide by the Foreign Corrupt Practices Act (“BOQPwhich concerns bribery of foreign officials hy.S.
individuals, companies and direct foreign subsid&arof U.S. companies. The FCPA consists of botti-taibery
provisions and accounting provisions. The anti4mybprovisions prohibit most indirect or direct pagnts to foreign
and international officials, regardless of the antou

OECD Convention on Combating Bribery of Foreign Ru®fficials in International Business Transacton

We require our employees to abide by all applicdhles concerning the prevention of bribery of local
foreign officials by individuals or companies. Thgsrovisions prohibit most indirect or direct payrtseto foreign and
international officials, regardless of the amount.

Competition

Due to the nature of our customers, many of whiehgenerally required by their national laws toipgheir
armed forces, law enforcement agencies and otheergment agencies by way of international or Euaopstate
tendering principles, in which every competitor wieets NATO specifications has the right to competeencounter
significant competition. In addition, we competahwbther companies engaged in different areaseotitiense industry
for a portion of the defense-related budgets of RAJgovernments. Some of these companies have faatechnical,
marketing, manufacturing, distribution and othesougrces that are substantially greater than ours a@ility to compete
for these contracts depends to a large extent tiporeffectiveness and innovation of our researah dgevelopment
programs, our ability to offer better program pemfance than our competitors at a lower cost andreanliness with
respect to facilities, equipment and personnehtentake the programs for which we compete.

We generally face competition from a number of cetitprs in each business area:

Military and Law
Enforcement Market

Product Group Our Products Main Competition

Rifles.......ccccoevvvvinnnnn. Fabbrica D’ Armi Pietro Beretta S.p.A.
(“Beretta”), Colt, FN Herstal (“FN"), Steyr
Mannlicher GmbH & Co KG (“Steyr”), SAN
Swiss Arms AG (“Swiss Arms”), Israel
Military Industries Ltd. (“IMI”), Freedom

G36 family, HK416, HK417 Group Inc. (“Freedom”)

Side Arms .................. J.P. Sauer & Sohn GmbH (“SIG Sauer”),
Glock GmbH, Carl Walther GmbH,
Beretta, FN, Steyr, Smith &
Wesson Holding Corporation,

USP, Mark 23, P2000, P30 Sturm Ruger & Co., Inc., Taurus, CZ
Fully Automatic MP5 submachine gun, UMP, MP7, Colt, Beretta, FN, IMI
Weapons ................ LMG 36, MG4 family
Grenade Launchers..... Colt, FN, General Dynamics Corporation,
GMG 40mm, HK69A1, AG36 40mm Singapore Technologies Kinetics Denel
XM25 grenade launcher (Pty) Ltd.

Commercial Market
(including sales to certain
U.S. local law enforcement
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agencies)

Product Group Our Products Main Competition

Rifles.......ccccooiiiiinnee. Colt, FN, Steyr, Swiss Arms, IMI,
MR556, MR762 Freedom, Smith & Wesson

Side ArmMs .....ccceeennn.... SIG Sauer

Glock GmbH, Carl Walther GmbH,
Beretta, FN, Steyr, Smith &
Wesson Holding Corporation,

USP, Mark 23, P2000, P30 Sturm Ruger & Co., Inc., Taurus, CZ

Environmental Matters

We are subject to, and must comply with, a varatyocal, national and supranational laws and r&tihs
regarding the protection of the environment, heatil safety. These laws and regulations addressm@uther things,
the identification, acceptance, treatment, storhgedling, transportation and disposal of hazardouk solid materials
and waste, air and water emissions, soil and wadatamination, noise, the prevention or minimizataf climate
change, and exposure of employees and others tvdwars materials or waste. Management currentig\ves that we
are not subject to any contamination or environmerisks that have not yet been identified. Insoeanoverage is
maintained to cover such risks, however, if we @mgered to remove any contaminants, the cost obrdamination
could exceed the cover, and further contaminatiorotber environmental impacts of our past, presamfuture
operations could be discovered for which no insceanoverage is in place. We have environmental gemant
programs in place, on both the corporate and iddali facility levels, to mitigate these risks.

Insurance

We have insurance coverage that we believe to leguade for the risks of the business in which we ar
engaged. Although our insurer does not cover puitdlamages, we believe that all of our insurand&ips meet
industry standards. Although we are not currentlyject to any litigation, it would be extremelyfitifilt to quantify the
amount of damages that we would owe if a claimnfimnetary damages was successful, and given oureindaes not
cover punitive damage claims, the amount we may thae will not be covered by insurance may be Sicgmt. See
“Risk Factors—Risks Relating to Our Business—We inaysubject to liability as a result of sales ofdirms to civilian
and U.S. local law enforcement agencies.”

We also maintain fire insurance for our buildingsl anventory as well as business interruption, emmental

contamination liability insurance and various otlmsurance policies, which we believe provides uthwadequate
protection against the ordinary risks of conducting business.
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LEGAL PROCEEDINGS

In December 2009, a complaint against the Issusrmeade to the German Federal Cartel Office by apemy
now managed by one of our former managing directbhe complaint alleged that we had attempted mmdi the
plaintiff's ability to trade. In March 2010, the éean Federal Cartel Office carried out a searauabffices to uncover
evidence that would support this allegation. Tharcde order further indicates that the German Fédeastel Office
accuses us and other manufacturers of small armsegtrictive horizontal agreement of not pronmptine development
of smart guns which was aimed at restricting tecdinilevelopment. This allegation could constituteadministrative
offense and subject us to financial penalties. \Wéebe we have meritorious defenses to the allegaisserted against
us and have fully cooperated with the investigatibthe German Federal Cartel Office finds agaimst however, we
may be subject to a fine and a restriction in dailitg to conduct business with the German goveminin this case,
affected companies may also claim for damages sigain

In April 2010, a complaint was filed with the Genmstate prosecutor’s office by a third party wogkinith a
former employee of ours, alleging that we illegadlyported weapons and weapons parts to Mexicoalation of our
export licenses. We believe we have meritoriougiuieds to the allegation asserted against us amrdftidy cooperated
with the investigation. If the state prosecutorfice finds against us, however, this could leadtoriminal conviction
of our employees involved and we may be subjeetfine and a restriction on our ability to rece@sport licenses from
the German government.

In addition to the foregoing, we are involved imtaén claims, suits and legal proceedings in tltinary course
of our business.
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MANAGEMENT
The Managing Directors

Our managing directorsGeschaftsfihrgrare responsible for managing our day-to-day lassirin accordance
with applicable German law and our articles of aggmn. Further, the managing directors legallpresent us in
dealings with third parties. In carrying out thdirties, the managing directors have to exercisetdyedard of care of a
diligent and conscientious businessperson. In cgimgplwith this standard of care, the managing dmechave to take
into account a broad range of considerations, @iolyour interests and the interests of our shdden® and employees.

We currently have two managing directors. Under aticles of association and in accordance withnter
law, the managing directors are appointed for atefinite term by our shareholders meeting. Eaclthef managing
directors has signed a service contract with us.

Name Age Position
Niels Ihloff........oooiie 40 Managing Director
Martin Lemperle .......cccccceeeiiiiiiiiiiiies 60 Managing Director

Niels Ihloff studied business administration and law beforeptetimg a legal clerkship in England, and
practiced law from 1997 to 2002. He joined the ladgpartment of our indirect parent company, HKiB2D03 from
which time he served in a commercial role in additio his general counsel function. He has worledte Group in
London, Washington, D.C. and Oberndorf am Necka2Q08, he joined us as head of commercial, legalpersonnel
and in 2009, he became a managing director withoresbility for personnel.

Martin Lemperle joined us in 1966. In the early 1970s, he templgrdeft us to obtain professional
qualifications including mechanical engineering atmie and motion study. He has worked in severaasrof
operations, including planning and as head of prtidm and is now a managing director with respaiigibfor
operations, covering purchasing, production andéstaxp. Prior to his role as managing director, Memperle served in
various positions within the company, from trainama toolmaker in 1966 to becoming Head of Opmratin 2006. He
has been a managing director since May 2009.

The business address of the managing directors is:
Heckler & Koch-Str. 1, 78727 Oberndorf am Neckagy@any.
Other Senior Management

The table below shows the current members of auibsenanagement who report to the managing direciad
their positions.

Name Age Position

Wolfgang Bantle ...........cccceeeeeeeiiiiiiiaees 46 Head of Research and Development
Uwe Kaltenbach.............ccccoooiiiiiiiiees 49 Group Controller, Prokurist
Wolfgang Mackrodt.................ccoeiinienne 62 Head of Sales, Prokurist

Wolfgang Bantle joined us in 1989. After completing his mechaniealgineering studies, he served as a
mechanic, production planner and program managesuofU.K. business. From 1995-2008 Mr. Bantle weagjqet
manager in the field of development for projectshsas SA80 Weapon System, HK416, HK417 and AGI2089, he
became head of research and development.

Uwe Kaltenbach joined us in 1985 and has served as controllerheadl of finance. In 2010, he became our
group controller.

Wolfgang Mackrodt joined us in 1994. He was trained as a transkatdrinterpreter and also studied business
administration. In 1974, he joined the diplomagcwice as an interpreter. He served as embass\selmirat the German
foreign office in 1991 on various assignments. Mackrodt has been our sales and marketing dirsatoe 2008.

The business address of the current members afemior management is:

Heckler & Koch-Str., 78727 Oberndorf am Neckar, iGany.
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The Advisory Board

We established an advisory boaBekirat) in June 2004. The resolutions of the advisoryrtbagenerally require
a majority of the votes cast by its members, untgkerwise required by German law or the articleassociation. The
advisory board meets at least quarterly. Its mactions are:

* to monitor the management board; and

* to approve the matters which are subject to desent as required by German law, the articles of
association or matters which the advisory boardnhade generally subject to its approval.

The members of the advisory board are appointedafperiod of three financial years by the sharedmsid
subject to withdrawal or removal. The advisory lobauarrently consists of three appointed memberg. fable below
shows the current members of our advisory board.

Name Age Position

KEIth HAISEY ...t 53 Member of advisory board
ANAreas HEESCNEN .........uuiiiiiiieee e 50 Member of advisory board
WIINEIM HAAGA ... a e e e 57 Member of advisory board

Keith Halsey joined us as a member of the advisory board ir220@l is one of the three ultimate shareholders.
Mr. Halsey is a member of the board of Boss Gunmglgruichladdich and C.S.T. Ltd.

Andreas Heescheris a member of our advisory board and is one efttinee ultimate shareholders, in addition
to holding a position as managing director of HKHBr. Heeschen has also served as managing diredtor o
ProChemie GmbH since 2002 and as director of HKidesR003.

Wilhelm Haaga joined us in 1978 and has served in various cépagiincluding head of finance, chief
financial officer and managing director. Mr. Haagas appointed a member of the advisory board i 20 serves as
the managing director of HKB and HKI.

The members of our advisory board can be conteattéteckler & Koch-Str. 1, 78727 Oberndorf am Neckar
Germany.

Aggregate Compensation Paid to Our Advisory Board

The aggregate compensation paid to the memberaraidvisory board to cover expenses for their ses/to
us and its subsidiaries for the year ended Decef3the2010, was €0. Former members of the advisosydreceived
remuneration of €15,000 in the year ended Dece®bgeP010 relating to their expenses and servicéldryear ended
December 31, 2009.

Aggregate Compensation Paid to Our Management Board

For the year ended December 31, 2010, the aggregatpensation paid to the members of our management
board as compensation for their services to us idubsidiaries was approximately €1.8 milliongcliming a
termination bonus and other bonus payments.

Pension Schemes

The total amount set aside to provide pensionrematnt or similar benefits to our current and farme
employees and managing director is approximateB/rillion as at December 31, 2010. Our traditiashefined benefits
plans are closed to new entrants. During 2004, ngarszed a new defined contribution plan. We hawdeutaken an
exercise to establish whether we should maintaintrobof the German Pension Schemes or whethetheeld contract
with a financial institution to take them over. $hixercise established that it would be less expeffsr us to maintain
control of our own schemes.

Employees

As of December 31, 2010, we had 719 full-time eglgémt employees worldwide, of whom 71 were in rectea
and development, 71 in sales, 88 in administragon, 448 in manufacturing with an additional 41rapfices.

We maintain a work’s council at our plant in Obeyrfdam Neckar in Germany with whom we have an
excellent relationship. We have collective bargagni agreements in line with Baden-Wirttember§ud-
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Wirttemberg/Hohenzollefnagreements between the metalworking industry #wed main union, with the principal
agreement expiring in March 2012.

In June 2008, we entered into a complementary atolke bargaining agreement to adopt a new frameviark
reforming collective wage agreement&n{gelt-Rahmen-AbkommefERA”). Pursuant to this agreement, a new
framework was adopted on July 1, 2009. ERA is aurgration system that was developed for employraethe
metalworking sector in Germany. The new system ialites the distinction between hourly and salagetployees.
With ERA, the basic wage determined by collectiwdaining agreements is supplemented by a perfareabased
component that is also covered by the collectivegdiaing agreements, and which can reach 15 pewfetite base
wage. The exact amount of the performance-basegaoenmt is determined in an annual review, whiclesebn more
in-depth dialogue between managers and their erapkylhe agreement can be terminated no earliedthvee 2014; on
termination it must be replaced by an alternatiyeeament.
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PRINCIPAL SHAREHOLDERS

HKB indirectly holds 100% of our share capital thgh HKH, its wholly-owned U.S. subsidiary. HKB is
owned by three individual shareholders, Messrs.réasl Heeschen, Keith Halsey and Alfred Schefenackbo
together hold 100% of the share capital. See “Rdl®arty Transactions—Management and Service Agretsm

The transfer or disposal by our three ultimate eshalders of their shares in HKB may be subjechéoGerman
Foreign Trade ActAuRRenwirtschaftsgesg¢tand the German Foreign Trade Regulatidnf{enwirtschaftsverordnuhg
which may require notification of such transferdisposal and prohibit or restrict the direct oriiadt acquisition of the
voting rights in HKB by a non-resident company aeaident company in which a non-resident holdseast 25% of the
voting rights or by a group of such companies & ¢hare in voting rights of the non-resident pusehavill reach at least
25% after the acquisition.
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RELATED PARTY TRANSACTIONS

Other than as stated in “Principal Shareholdersiienof the members of our management board, ousagv
board, our direct or indirect shareholders holdgrgater than 3% of our shares, has or had anyesttéen any
transactions with us or our affiliates which aren@re unusual in their nature or conditions or iigant to our business
or our affiliates taken as a whole and that wefecé#d during the current or immediately precedige financial years.

Transactions with Our Shareholders

As of December 31, 2010, HKB owed us €218,000 it meharges. See “—Management and Service
Agreements.”

In the past, we provided short-term loans to HKB.o&the year ended December 31, 2010, 2009 ang, 208
outstanding loans to HKB and the associated intevese €4.9 million, €4.9 million and € 5.0 milliprespectively. All
outstanding loans to HKB and accrued interest wepaid in full in March 2011.

During the year ended December 31, 2009, we prdvid€7.4 million loan to two of our ultimate shaskters
and recognized €0.2 million in interest. We sold liban and the interest to HKH, our direct sharééigland offset these
amounts against €10.2 million due for a dividendlaleed but not paid in the year ended DecembeRB09. We
recognized a net payable of €2.3 million againstikhich were settled in January 2010, relatingh&se transactions
and to other amounts recharged for taxes, tax adwid audits.

In March 2011, we granted two of our three ultimsttareholders secured loans of €1.5 million eacla fierm
of nine months. See Note 41 to our consolidateahfital statements included elsewhere in this affemhemorandum.

Transactions with Members of Our Advisory Board

In the year ended December 31, 2010, consultarey & €882,000 were paid to a member of our adyisor
board.

In the year ended December 31, 2009 and in Maréh,20e provided loans to two of our ultimate shateérs
who are also a member of our advisory board. Se€ransactions with Our Shareholders” above.

Transactions with Our Managing Directors

In the year ended December 31, 2009, a short-teoured loan was granted to a new managing dirastpart
of his relocation package. As of December 31, 204€,had €604,000 in loan receivable and €14,00(hterest
receivable relating to this short-term secured |@dris short-term secured loan is scheduled to maain June 30, 2011.

Management and Service Agreements

Immediately following our acquisition by HKB, we,F and HKD entered into a management agreement
with HKB; following the acquisition of HKF, the aggment was amended to include HKF. Under the terfirthis
agreement, HKB agreed to provide certain adviseryises in exchange for fees paid in accordande aviee schedule.

At the same time, HKB entered into a service agerdmwith us under which we agreed to provide ceraaministrative
and management services to HKB. In the fiscal geaied December 31, 2010, 2009 and 2008, the repéad to HKB
by us, NSAF, HKF and HKD and HKI under these agreets amounted to € 0.3 million in total per annum.

In 2009, NSAF entered into an agreement to rertffice in London, United Kingdom, from HKB at £2080
per annum. The rents for the initial term to Febyu2010 and from February 2010 to February 201levieth paid in
advance. This agreement was terminated in 2011.

Relationship with the Commercial Business

Following the passing in the United States of thaetéttion of Lawful Commerce in Arms Act and theutlting
reduced risk of potential class action lawsuitthim U.S., we re-acquired HKI and its holding comp&iJI in 2009 from
a company owned by two of our three ultimate shalders for a purchase price of €13 million.

In the second quarter of 2009, we made advance gratgntotaling € 5.8 million to Prochemie GmbH (fenty
HK Sidearms Holding GmbH), a company in which ohewr ultimate shareholders is a shareholder asunl sd¢rves as a
managing director, as part of negotiations relatmghe re-acquisition of HKS and SUI. In June 204®@ re-acquired
HKS and its holding company SUI.
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Until the acquisition of HKS, we provided certaiar{s and components for side arms to HKS and HKS
provided side arms to us. These transactions wexdernon an arm’s length basis and were subjectedettms of a
purchase contract. In addition, until the acquisitof HKS, we provided accounting, finance and hmmesources
services to HKS and received licensing fees. Feryidar ended December 31, 2010, 2009 and 2008e¢kereceived
from HKS for such services and license fees amautdeapproximately €0.8 million, € 1.7 million afd.7 million,
respectively.

HKB

For certain information in respect of transactibesveen HKB and its related parties, see Note 36¢dHKB
Financial Statements.
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DESCRIPTION OF CERTAIN FINANCING ARRANGEMENTS

The description set forth below does not purporbéocomplete and is qualified entirely by referetmdhe
agreements which set forth the principal terms aodditions of certain finance documents. Unlesscthgtext requires
otherwise or terms have not been separately defitedterms used have the same meanings as sit tha relevant
agreement.

Bid Bonds, Performance Bonds and Advance Payment Bds

Our indebtedness (other than indebtedness incinrédae ordinary course of business) consists oflineldness
incurred under bid bonds, performance bonds andraxvpayment bonds.

Landesbank Baden-Wiurttemberg

Under the credit-line agreement dated May 31, 2840 the pledge agreement dated December 13, 2010
between us and Landesbank Baden-Wirttemberg, we thev ability to request the issue of bid bondsfopmance
bonds and advance payment bonds consisting of gnegate amount of up to €22 million so long as weec the issue
amount with 100% cash deposits pledged to Landéskaden-Wirttemberg under the pledge agreement. The
credit-line agreement expires on May 31, 2011 aillidnat be extended; however, all bank guarantessad until such
date will remain in place and will remain securgdlie pledge over the cash deposits.

As of December 31, 2010, the bank had provided damdhe amount of €17.0 million to our customavih
the amount in excess of the agreed limit being /&y 100% cash deposits.

Barclays Bank

Under the on-demand multiple facilities agreemexied May 19, 2010 between our subsidiary, NSAF tdchi
and Barclays Bank PLC, we have the ability to restjtiee issue of bid bonds, performance bonds andre¢ payment
bonds up to an aggregate of £350,000 so long abahk balance of NSAF Limited is at least as highhe value of
bonds issued.

As of December 31, 2010, the bank had provided ®amthe amount of £62,000 to our customers.

Internationales Bankhaus Bodensee AG

Under the bond credit-line agreement and the pledgeement, each dated March 24, 2011 betweendis an
Internationales Bankhaus Bodensee AG, we havelilitygo request the issue of bid bonds, perforoebonds and
advance payment bonds up to an aggregate of €bmib long as we cover the issue amount with 188%h deposits.
The bond credit-line agreement has an indefinita teut may be terminated by Internationales BankiBodensee AG
at any time.
HKB PIK Loans

As a result of the Financing, HKO will own HKB Plkoans in the amount of €170.1 million. The HKB

PIK Loans capitalize interest quarterly at a rajaat to EURIBOR plus 10.0%. The HKB PIK Loans maton April 7,
2013.
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DESCRIPTION OF THE NOTES

In this “Description of the Notes”, references the' Issuer,” “we,” “ours,” “our,” “our company” ofus”
includes only Heckler & Koch GmbH and not our sdizmiies or parent companies, except for the purpddmancial
data determined on a consolidated basis. In addiadl references to “Notes” include “book-entryterests” in the
Notes, as defined herein. The definitions of cartarms used in this description are set forth uige subheading “—
Certain Definitions”.

We have issued the Notes under an Indenture datesf May 12, 2011 (thelfidenturé) between, among
others, us and The Bank of New York Mellon, asteeqthe Trusteé). The Indenture is not required to be, nor will i
be, qualified under the Trust Indenture Act andgiit not incorporate by reference any provisiongta# Trust Indenture
Act except as such terms are expressly includédeinndenture (if any).

The Notes are initiallyguaranteed by Suhler USA, Iieckler & Koch, Inc., Heckler & Koch France SAK
Sidearms GmbH, NSAF Limited, Small Arms Group Hofgliinc. and Heckler & Koch Defense, Inc.

The registered holder of a Note are treated amateer for all purposes. Only registered holders ave rights
under the Indenture, including, without limitatiomith respect to enforcement and the pursuit okEotiemedies. The
Notes will not be registered under the U.S. Seiewrifict of 1933, as amended (tHgeturities A¢) and will therefore
be subject to certain transfer restrictions.

The following describes the material terms of thdenture. It does not, however, restate the Inderituits
entirety and where reference is made to partiquiavisions of the Indenture, such provisions, idalg the definitions
of certain terms, are qualified in their entirety fieference to all of the provisions of the Notes ghe Indenture. You
should read the Indenture, because it containgiaddi information and because the Indenture, tlaenal terms of
which are described in this section, defines yaghits as holders of the Notes. A copy of the forfthe Indenture may
be obtained by requesting it from the Issuer attidress indicated under “Where You Can Find Moferimation.” For
so long as the Notes are listed on the LuxembotmgkSExchange and the rules of such stock exchahgh require,
copies of the Indenture may be obtained upon réqadke Luxembourg Stock Exchange or the officéhefRegistrar in
Luxembourg.

We have made an application to list the Notes enLilxembourg Stock Exchange. The Issuer has ddsigna
The Bank of New York Mellon, London Branch, in Lawrdas its paying agent and transfer agent and laaryge to the
paying agent and/or transfer agent will be publishrea leading newspaper having general circulatiohuxembourg
(currently expected to be theixemburger Worbr, to the extent and in the manner permitted ushgules, post such
notice on the official website of the Luxembourgo& Exchange vfww.bourse.l)). See “Listing and General
Information.”

Principal, Maturity and Interest

The Notes will mature on May 15, 2018, unless retb prior thereto as described herein. We havesdssu
Notes in an aggregate principal amount of €295anilln this offering, which amount is due at matyriSubject to our
compliance with the covenant described under “—a@erCovenants—Limitation on Debt,” we are permittedssue
additional Notes under the Indenturégtitional Noted; providedthat if any Additional Notes are not fungible with
the Notes for U.S. federal income tax purposesh shtditional Notes will be issued as a separatéesaunder the
Indenture and will have a separate common codd@itNlor CUSIP, as applicable, from the Notes. Ttae and the
Additional Notes that are actually issued will beated as a single class for all purposes of therture, including
waivers, amendments, redemptions and offers tohpses Unless the context otherwise requires, mdesto the
“Notes” for all purposes of the Indenture and irsttDescription of the Notes” include referencesatyy Additional
Notes that we actually issue.

Each Note bears interest at 9.50% per annum semuiadly from the date of the Indenture or from thesin
recent interest payment date to which interestieas paid or provided for, whichever is the lateterest is payable on
each Note on May 15 and November 15 of each yesnyreencing on November 15, 2011. Interest is payabline
holders of record on each Note in respect of tlecfral amount thereof outstanding as of the immatdy preceding
May 1 or November 1, as the case may be. We conipigiest on the basis of a 360-day year compiidadelve 30-
day months and pay interest on overdue principalather overdue amounts at the same rate.

Form of Notes

The Notes have been issued on the date of the tumgeonly in fully registered form without coupoasd only
in minimum denominations of € 100,000 and integnaltiples of €1,000 in excess thereof.
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The Notes are initially represented by one or nglobal notes (the Global Note¥). The Global Notes have
been deposited with a common depositary for Euascnd Clearstream Banking and registered in theenaf a
nominee of such common depositary. Ownership @résts in the Global Notes, referred to as “bodkyeinterests,”
are limited to persons that have accounts with &lees or Clearstream Banking or persons that mdgt imterests
through them. Book-entry interests are shown od,teansfers thereof will be effected only througggords maintained
in book-entry form by Euroclear and Clearstreami&am and their participants. The terms of the Irides provides for
the issuance of definitive registered Notes inairrtircumstances. See “Book-entry; Delivery andid

Transfer and Exchange

The Global Notes may be transferred in accordarittetive Indenture, which provides for, among otfiéngs,
the transfer of the Notes by the Luxembourg tranafgent so long as the Notes are listed on the robeeirg Stock
Exchange. All transfers of book-entry interestsaeetn participants in Euroclear or Clearstream Bapkire effected by
Euroclear or Clearstream Banking pursuant to cuatgnprocedures and subject to applicable rules @odedures
established by Euroclear or Clearstream Bankingtlagid respective participants. See “Book-entrytiidey and Form.”

The Notes are subject to certain restrictions amgfer and certification requirements, as descrilvedier
“Notice to Investors.”

Payments on the Notes; Paying Agent

We will make all payments (including principal, preim and interest) on the Notes, and we will acabpt
Notes for exchange and transfer, at our officehoough an agent in London, England that we will ntein for these
purposes. Initially that agent is the corporatsttaffice of the Trustee. We will make paymentstiom Global Notes to
the common depositary as the registered holddreoGiobal Notes. We will make all payments in salag funds.

We have undertaken that we will maintain a Payiggrt in a Member State of the European Union thabt
obliged to withhold or deduct tax pursuant to Ewap Council Directive 2003/48/EC or any other Direc
implementing the conclusions of the European CdurfcEconomics and Finance MinistersECOFIN’) meeting of
November 26-27, 2000 or any law implementing or plying with, or introduced in order to conform sych Directive,
providedthat under no circumstances will we be obligedntnintain a paying agent in such a Member Statesarde
least one Member State of the European Union doeseguire a paying agent in that Member State itbhweld or
deduct tax pursuant to the Savings Directive. Hitéal paying agent is The Bank of New York Melldrgndon Branch
in London.

The Issuer will also maintain one or more registrggach, a “Registrar”) and a transfer agent (ffrarisfer
Agent”) in a member state of the European Unione Thitial Registrar is The Bank of New York Mellon
(Luxembourg) S.A. in Luxembourg. The initial TramsfAgent will be The Bank of New York Mellon, Londdranch
in London. The Registrar in Luxembourg will maimtai register reflecting ownership of Definitive kstgred Notes (as
defined herein) outstanding from time to time anlil nvake payments on and facilitate transfer ofibiéifze Registered
Notes on behalf of the Issuer.

No service charge will be made for any registratibriransfer, exchange or redemption of the Nabes,we
may require payment of a sum sufficient to cover mansfer tax or similar governmental charge p&yai connection
with any such registration of transfer or exchange.

Ranking
The Notes

The Notes are the Issuer’s general obligations and:

(a) are secured by a first ranking security inteo@gr the Capital Stock of the Issuer and of oestRcted
Subsidiaries, as described below under “—Collatéeral

(b) rank senior in right of payment to any of teeuer’s future indebtedness that is subordinateidfin of
payment to the Notes;

(c) rank equally in right of payment with any oktlssuer’s existing and future indebtedness thabts
subordinated in right of payment to the Notes; and

(d) are effectively subordinated in right of paymén any of the Issuer’'s future indebtedness that i
secured by liens on assets of the Issuer to tlemesf the assets securing such indebtedness.
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The Subsidiary Guarantees
Each Subsidiary Guarantee is the general obligatidhe relevant Subsidiary Guarantors and:

€)) rank senior in right of payment to all of sushbsidiary Guarantor’'s existing and future indebéss$
that is subordinated in right of payment to its Sdlary Guarantee;

(b) rank equally in right of payment with all of du Subsidiary Guarantor’'s existing and future
indebtedness that is not subordinated in rightayfent to its Subsidiary Guarantee; and

(c) are effectively subordinated to all of such Sdlary Guarantor’s obligations that are secureddsets
of such Subsidiary Guarantor to the extent of #lee of the assets securing such obligations.

At December 31, 2011, as adjusted to give effedhéooffering of the Notes and the application lué net
proceeds therefrom and the use of funds from oun o®sources as described under “Use of Proceeds, after
excluding intercompany balances, the Issuer andRtstricted Subsidiaries would have had total dé295.0 million
(all of which would have been represented by theéeB)oand pension and similar liabilities of €52.ifliaon. As of
December 31, 2010, we had provided our custometts €il17.1 million of bid, advance payment and penance
bonds, none of which has ever been drawn as a @fsallbreach of any customer commitments. Howeaferawn, the
performance and advance payment bonds would ramdlgdn right of payment with the Notes.

Although the Indenture contains limitations on thmount of additional Debt that we and our Restiicte
Subsidiaries may incur, the amount of such addifi@ebt could be substantial. Such additional De@y be secured by
Liens. The persons holding such Liens may havesighd remedies with respect to the property stibgesuch Liens
that, if exercised, could adversely affect the gadéithe Collateral or the ability of the Trusteer¢alize or foreclose on
the Collateral.

Each Subsidiary Guarantee is a full and unconditi@bligation of the relevant Subsidiary Guarantubject
only to limitations under applicable law.

Collateral

Our obligations under the Notes and the Indentimguding the Subsidiary Guarantees) are secureal fingt
ranking security interest over the Capital Stockhaf Issuer and each of our Restricted SubsidiaFeghermore, the
Indenture provides that neither we, nor any of Rastricted Subsidiaries, will create any Lien on Gapital Stock or
the Capital Stock of any of our direct or indiréstricted Subsidiaries, other than as permittedeuthe covenant
described under “—Certain Covenants—Limitation danis.” This security is enforceable by the Trustaebehalf of
the holders of the Notes, upon acceleration ofatmeunts due under the Indenture and the Notesafiigpan Event of
Default. HKH, a wholly-owned subsidiary of HKB atitk Issuer’s sole shareholder, and the Trustee d&watezed into a
first ranking share pledge agreement (thlKO Share Pledge Agreem®&npursuant to which the Capital Stock of the
Issuer has been pledged on a first ranking bassetare the payment and performance when due aililgations of
the Issuer and the Subsidiary Guarantors undeNtites and the Indenture. The HKO Share Pledge Auwgatis
governed by German law. The Issuer and two of tiesliary Guarantors and the Trustee will entey aseries of first
ranking share pledge agreements (t8alfsidiary Share Pledge Agreemérasd, together with the HKO Pledge Share
Pledge agreement, theSHare Pledge Agreemefjtpursuant to which the Capital Stock of each of &estricted
Subsidiaries has been pledged on a first rankisgslia secure the payment and performance wheofdhe obligations
of the Issuer and the Subsidiary Guarantors urideNbtes and the Indenture. The Subsidiary ShadgelAgreements
are governed by the law of the jurisdiction of irmaration or formation of the Restricted subsidiBtgdged.

Under German law, a security interest created puntsto a pledge is only enforceable for the berudfithe
creditor of the claim that is secured by the pledgéhird party, since it is not the creditor oéthespective claim, cannot
enforce the pledge. In order to ensure that thest€euwill have an independent claim secured byptedge of the
Capital Stock of the Issuer, the Issuer and eadisi8iary Guarantor has acknowledged, or will ackiedlge, by way of
an abstract acknowledgment of indebtedness that @at every obligation owed by it to the holdershaf Notes under
the Indenture also will be owing in full to the Btae. Accordingly, the Trustee has its own indepahdght to demand
payment and performance when due of all obligationder the Indenture and the Notes. Although thiscture
conforms to German market practice, it has not liested in court and there is a risk that a Gercoamt may refuse to
enforce the Share Pledge Agreements governed byakelaw. If a challenge to the validity or enforoiity of the
security interest created by one or more of sudré&SRledge Agreements were successful, holdeledfittes might be
unable to recover any amounts under such Shargékgreements. Your ability to enforce the Subsidighare Pledge
Agreements may be limited by the other laws. Sask’Ractors—Risks Relating to Our Debt and the BletEnforcing
your rights as a holder of the Notes or under thar@ntees or the Collateral across multiple juctsoiis may prove
difficult.”
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Release of Collateral

Each Share Pledge Agreement will be released upgal Idefeasance or satisfaction and discharge eof th
Indenture as described under “—Legal Defeasanc€awenant Defeasance of Indenture” and “—Satisfacdod

Discharge.”

In addition a Subsidiary Share Pledge Agreemergspect of any Restricted Subsidiary will be redelas

(i)

(ii)

(i)

in connection with any sale or other dispositif all the Capital Stock of that Restricted Sdizsiy to

a Person that is not (either before or after giwéfifigct so such transaction) the Issuer or a Réstfi
Subsidiary, if the sale or other disposition does violate the covenant described under “—Certain
Covenants—Limitation on Sale of Certain Assets;”

if we designate that Restricted Subsidiaryb® an Unrestricted Subsidiary in accordance with th
applicable provisions of the Indenture; or

as described under the caption “—Amendmenip@ement and Waiver.”

The HKO Share Pledge Agreement will be released:

(i)

(ii)

(i)

in connection with the Permitted HKB Merger;opided, however, that substantially simultaneously
with the Permitted HKB Merger, the shareholdershef surviving entity pledge all of the shares ia th
surviving entity on a first ranking basis to sectine payment and performance when due of the
obligations of the Issuer and the Subsidiary Guaranunder the Notes and the Indenture under a
pledge agreement substantially consistent withHiKe® Share Pledge Agreement;

in connection with any sale or other dispasitiof Capital Stock of the Issuer to a Person ithaiot
(either before or after giving effect so such temti®n) a Permitted Holder if not less than
€50.0 million is received by the Issuer from thdesaf Qualified Capital Stock or Subordinated
Shareholder Debt (or contributed on account oftantiing Qualified Capital Stock) or through the
repayment of Debt owed to the Issuer by HKB or arfiteed Holder; or

following a Public Equity Offering if not lesthan € 50.0 million is received by the Issuenfithe sale
of Qualified Capital Stock and/or the proceeds dbed in clause (b) of the definition of Public Hiyu
Offering.

Subsidiary Guarantees

The Notes are guaranteed by the Subsidiary Guaganide Subsidiary Guarantees are joint and several
obligations of the Subsidiary Guarantors. Each Biidry Guarantee is secured by the Collateral.

The Subsidiary Guarantee of a Subsidiary Guaramtbbe released:

(i)

(ii)

(i)

(iv)

in connection with any sale or other dispositiaf all or substantially all the assets of thabSdiary
Guarantor (including by way of merger or consolidiat to a Person that is not (either before orrafte
giving effect to such transaction) the Issuer &estricted Subsidiary, if the sale or other disjasi
does not violate the covenant described under “ta@eCovenants—Limitation on Sale of Certain
Assets;”

in connection with any sale or other dispasitiof all the Capital Stock of that Subsidiary Guror to

a Person that is not (either before or after giveffgct so such transaction) the Issuer or a Rbstti
Subsidiary, if the sale or other disposition does violate the covenant described under “—Certain
Covenants—Limitation on Sale of Certain Assets;”

if we designate that Subsidiary Guarantorlie an Unrestricted Subsidiary in accordance with th
applicable provisions of the Indenture;

in the case of any Restricted Subsidiary tiftgr the date of the Indenture is required to guotme the
Notes pursuant to the covenant described under ‘HaldeCovenants—Limitation on Guarantees of
Debt by Restricted Subsidiaries,” upon the releaselischarge of the guarantee of Debt by such
Restricted Subsidiary which resulted in the obl@ato guarantee such Notes, so long as no Event of
Default would arise as a result and no Debt ofissaer or any Guarantor is at that time guaranbged
such Restricted Subsidiary;
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(v) upon legal defeasance or satisfaction and diggh of the Indenture as described under “—Legal
Defeasance or Covenant Defeasance of Indenture™aShtisfaction and Discharge;” or

(vi) as described under the caption “—Amendmenppment and Waiver.”

Any Subsidiary Guarantees issued as describednheittibe limited to an amount not to exceed theximam
amount that can be guaranteed by the applicablsidaby Guarantor by law or without rendering theagntee, as it
relates to such Subsidiary Guarantor, voidable umaghplicable law relating to fraudulent conveyameefraudulent
transfer or similar laws affecting the rights oéditors generally. However, under German or NewkYaw, each of the
guarantees may nevertheless be subject to a diaihthte relevant guarantee should be limited, slibated or voided in
favor of existing or future creditors of the relava&Subsidiary Guarantor. While the guarantees lgyr tterms are
governed by New York law, if any such claim werelt® made, it is unclear which law would be appliedthe
guarantees or what the outcome of any such claimdvoe. See “Risk Factors—Risks Relating to Our tDeeid the
Notes—Fraudulent conveyance laws may protect aditors to your disadvantage” and “Risk Factors—kRRelating
to Our Debt and the Notes—The insolvency laws of@ay may not be as favorable to you as the baimkydpws of
the jurisdiction with which you are familiar.”

Reorganization

It is expected that, following the offering of thiotes, HKB will either establish a Fiscal Unity withe Issuer
or enter into a Permitted HKB Merger. Under Gernfean, it will not be possible to establish a Fistality if the
covenant described under “—Certain Covenants—Lliinitaon Restricted Payments” below remains appleab the
Issuer.

In connection with the creation of a Fiscal Unity:

0] HKB, together with any of its subsidiaries whiare not the Issuer or Subsidiary Guarantors
(collectively, the Parent Guarantory will guarantee as primary obligors and not mgra$ sureties,
on a senior basis the full and punctual paymentwhe, whether at Stated Maturity, by acceleration
or otherwise, of all payment obligations of theukssunder the Indenture and the Notes, whether for
payment of principal of or interest on or in redpetthe Notes, fees, expenses, indemnification or
otherwise;

(i) the Permitted Guarantors will execute a suppatal Indenture under which they will agree to be
bound by each of the covenants and other termsamditions in the Indenture;

(iii) at the time of the establishment of a Fiscality no Default or Event of Default then has ocedrand
is continuing or would occur as the result of strelnsaction;

(iv) at all times since the initial purchase of tH&B PIK Loans following the Issue Date, the HKBKPI
Loans have been held by HKB and its Wholly Ownebsstiaries; and

(v) the Parent Guarantors will certify that thewé&aach complied with the covenants set forth ufider
Certain Covenants—Limitation on Debt”, “—Certainv@mants—Limitation on Restricted Payments”,
“—Certain Covenants—Limitation on Transactions wikffiliates” (other than in respect of
transactions with the Issuer and its RestrictedsiBlidries) and “—Certain Covenants—Limitation on
Liens” on apro formabasis as if such covenants had applied to them &od after the Issue Date.

From and after the Reorganization EffectivenesseTifms defined below): (x) the Issuer and each Paren
Guarantor (other than HKB), if any, shall be deerteetie a Restricted Subsidiary and HKB shall baraéskto be the
Issuer for purposes of the restrictive covenantdaséh under the heading “—Certain Covenants,”thg terms of all
such covenants shall be interpreted as if HKB hegnbthe Issuer since the Issue Date, including wisipect to any
Restricted Payments made by HKB and its Restri&absidiaries and the calculation required undeusaab)(iii)
described under “—Certain Covenants—Limitation asfRcted Payments” and (z) any dividend or oth&lridution to
a Parent Guarantor (but for the avoidance of dauditany subsequent dividend or distribution by HK&jall be
disregarded.

The Reorganization (as set forth above) shall bect¥e (the “Reorganization Effectiveness Timefon

delivery by the Issuer, substantially simultanepuss the steps above are completed, to the Trustem Officer’s
Certificate appending any requisite supplementdémure and other related documents.
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Additional Amounts

All payments that the Issuer makes under or witipeet to the Notes or that the Subsidiary Guaramake
under or with respect to the Subsidiary Guarantektre made free and clear of and without withho¢dor deduction
for or on account of any present or future taxydldvy, impost, assessment or other governmemaige (including,
without limitation, penalties, interest and othémitar liabilities related thereto) of whatever neg (collectively,
“Taxe$) imposed or levied on such payments by or on Wedfaany jurisdiction in which the Issuer or anylsidiary
Guarantor is incorporated, resident or doing bssinfer tax purposes or from or through which anyhef foregoing
makes any payment on the Notes or with respedbhegcSubsidiary Guarantors by or within any departmealitical
subdivision or governmental authority of or in aofythe foregoing having power to tax (each, Relevant Taxing
Jurisdictior), unless the Issuer or such Subsidiary Guarargerthe case may be, is required to withhold owucied
Taxes by law or by the interpretation or administra of law. If the Issuer or a Subsidiary Guaranitrequired to
withhold or deduct any amount for or on accountages imposed or levied on behalf of a Relevaningalurisdiction
from any payment made under or with respect toNbtes or any Subsidiary Guarantee, the IssuereiStibsidiary
Guarantor, as the case may be, will pay additianadunts (Additional Amounty as may be necessary to ensure that
the net amount received by each holder of the Naftes such withholding or deduction (including amigthholding or
deduction in respect of any Additional Amounts)lwibt be less than the amount the holder would megeived if such
Taxes had not been withheld or deducted.

Neither the Issuer nor any Subsidiary Guarantof, \hibwever, pay Additional Amounts in respect or on
account of:

(a) any Taxes, to the extent such Taxes are imposkaiied by a Relevant Taxing Jurisdiction bys@a
of the holder's present or former connection witichs Relevant Taxing Jurisdiction (other than the
mere receipt, ownership, holding or dispositioiNotes, or by reason of the receipt of any paymients
respect of any Note or any Subsidiary Guarante¢hemexercise or enforcement of rights under any
Notes or any Subsidiary Guarantee);

(b) any Taxes to the extent such Taxes are imposadthheld by reason of the failure of the holder
beneficial owner of Notes, following the Issuer’sitten request addressed to the holder or benkficia
owner, to comply with any certification, identiftéan, information or other reporting requiremertts (
the extent such holder or beneficial owner is liggaligible to do so), whether required by statute,
treaty, regulation or administrative practice oRalevant Taxing Jurisdiction, as a precondition to
exemption from, or reduction in the rate of deduttior withholding of, Taxes imposed by the
Relevant Taxing Jurisdiction (including, withoutitation, a certification that the holder or benki
owner is not resident in the Relevant Taxing Jictsoh);

(c) any estate, inheritance, gift, sales, trangfersonal property or similar Taxes;

(d) any Tax which is payable otherwise than by @édn or withholding from payments made under or
with respect to the Notes or any Subsidiary Guaegnt

(e) any Tax imposed on or with respect to any payrhg the Issuer or Subsidiary Guarantor to theléol
if such holder is a fiduciary or partnership or qmr other than the sole beneficial owner of such
payment to the extent that Taxes would not have beposed on such payment had such holder been
the sole beneficial owner of such Note;

)] any Tax that is imposed on or with respect tpagment made to a holder or beneficial owner who
would have been able to avoid such withholding eduttion by presenting the relevant Notes to
another paying agent in a member state of the Earp/nion;

(9) any Taxes, to the extent such Taxes were inthase result of the presentation of a Note formpayt
(where presentation is required) more than 30 d#tgs the relevant payment is first made available
the holder (except to the extent that the holdauldvbave been entitled to Additional Amounts haal th
Note been presented on the last day of such 3@elagd); or

(h) any withholding or deduction in respect of araxes where such withholding or deduction is impose
on a payment to an individual and is required tontede pursuant to European Council Directive
2003/48/EC or any Directive implementing the cosmuns of the ECOFIN Council meetings of
November 26 and 27, 2000 on the taxation of savingsme or any law implementing or complying
with, or introduced in order to conform to, any lsiRirective.
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The Issuer and the Subsidiary Guarantors will @ken such withholding or deduction as is required by
applicable law and (ii) remit the full amount detketor withheld to the relevant authority in ac@rde with applicable
law.

At least 30 calendar days prior to each date orchwhny payment under or with respect to the Notesny
Subsidiary Guarantee is due and payable, if theetser a Subsidiary Guarantor will be obligatedpay Additional
Amounts with respect to such payment (unless sbtigagion to pay Additional Amounts arises aftee 80th day prior
to the date on which payment under or with respedhe Notes or any Subsidiary Guarantee is duepayable, in
which case it will be promptly thereafter), theuss will deliver to the Trustee an Officer's Cedifte stating that such
Additional Amounts will be payable and the amoustispayable and will set forth such other informatieecessary to
enable the Trustee to pay such Additional Amouatdiders on the payment date. The Trustee shahb#ed to rely
solely on such Officer’s Certificate as concluspmof that such payments are necessary. The Isgillepromptly
publish a notice in accordance with the provisisesforth in “—Notices” stating that such Additidmemounts will be
payable and describing the obligation to pay sunbumnts.

In addition, the Issuer and the Subsidiary Guaranidll pay any present or future stamp, issuejsteation,
court, documentary, excise or property taxes oem#imilar taxes, charges and duties, includinghevt limitation,
interest, penalties and other similar liabilitieghairespect thereto, imposed by any Relevant Tadiagsdiction in
respect of (i) the execution, issue, delivery agisiation of the Notes or any Subsidiary Guarardgeeany other
document or instrument referred to thereunderiipthgé receipt of any payments with respect togieforcement of, the
Notes or any Subsidiary Guarantee.

Upon written request, the Issuer or a Subsidianar&uotor will furnish to the Trustee or a holderhinit a
reasonable time certified copies of tax receiptdencing the payment by the Issuer or such SubgidGaarantor (as the
case may be) of any Taxes imposed or levied by lavBet Taxing Jurisdiction, in accordance with firecedures
described in “—Notices” hereafter, in such formpasvided in the normal course by the taxing autiiamposing such
Taxes. If, notwithstanding the efforts of the Issoe Subsidiary Guarantor to obtain such receifits, same are not
obtainable, the Issuer or such Subsidiary Guaramttir provide the Trustee or such holder with otheridence
reasonably satisfactory to the Trustee or holdesuch payments by the Issuer or Subsidiary Guaralfiteequested in
writing by the Trustee, the Issuer and (to the mixteecessary) any Subsidiary Guarantors will preuil the Trustee
such information as may be reasonably availabling¢olssuer and the Subsidiary Guarantors (and thefrwise in the
possession of the Trustee) to enable determinafidghe amount of any withholding taxes attributatdeany particular
holder(s).

Whenever the Indenture or this “Description of thetes” refers to, in any context, the payment afgpal,
premium, if any, interest or any other amount péyamder or with respect to any Note (including mawnts thereof
made pursuant to a Subsidiary Guarantee), sucterefe includes the payment of Additional Amourftgpiplicable.

The preceding provisions will survive any termioati defeasance or discharge of the Indenture aaitiagtply
mutatis mutandigo any jurisdiction in which any successor personthe Issuer or any Subsidiary Guarantor is
incorporated, resident or doing business for tapp@ses or any jurisdiction from or through whicltlsyperson makes
any payment on the Note (or any Subsidiary Guaedra@éd any political subdivision or taxing authprir agency
thereof or therein.

Currency Indemnity

Euro is the sole currency of account and paymenalfesums payable under the Notes and the IndenAmy
amount received or recovered in respect of the Notea currency other than euro (whether as atregubr of the
enforcement of, a judgment or order of a courtrof grisdiction, in the winding-up or dissolutiof @ur company, any
Subsidiary or otherwise) by the Trustee or a hotdehe Notes in respect of any sum expressed ttubgo such holder
from us will constitute a discharge of our obligationly to the extent of the euro amount whichrén@pient is able to
purchase with the amount so received or recoversdich other currency on the date of that receipecovery (or, if it
is not possible to purchase euro on that dateheritst date on which it is possible to do so)hé euro amount to be
recovered is less than the euro amount expresséa fue to the recipient under any Note, we wileimnify the
recipient against the cost of making such purchiasethe purposes of this paragraph, it will befisigt for the holder
to certify that it would have suffered a loss hiagl &ctual purchase of euro been made with the ansoweceived in that
other currency on the date of receipt or recoveryif a purchase of euro on that date had not Ipessible, on the first
on which it would have been possible). These indgesnto the extent permitted by law:

(a) constitute a separate and independent oblig&iion our other obligations;

(b) give rise to a separate and independent cétession;
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(c) apply irrespective of any waiver granted by aoider; and

(d) will continue in full force and effect despi@y other judgment, order, claim or proof for alldpted
amount in respect of any sum due under any Noémpother judgment or order.

Optional Redemption
Optional Redemption Prior to May 15, 2014

At any time prior to May 15, 2014, upon not lesartlB0 nor more than 60 days’ notice, we may oncargyor
more occasions redeem up to 35% of the aggregateigal amount of Notes at a redemption price d3.5% of their
principal amount, plus accrued and unpaid inteiésny, to the redemption date, with the net peatsereceived by us
from one or more Equity Offerings. We may only dist however, if:

€) at least 65% of the aggregate principal amafniNotes that we initially issued would remain
outstanding immediately after the proposed redeamptind

(b) the redemption occurs within 90 days afterdiosing of the Equity Offering.

At any time prior to May 15, 2014, we may also eeall or part of the Notes at our option, uponlass than
30 nor more than 60 days’ notice, at a redemptinoepequal to 100% of the principal amount thergafis the
Applicable Redemption Premium and accrued and dnipé&rest to the redemption date. We may prowidguch notice
that payment of such price and performance of diligations with respect to such redemption or pasghmay be
performed by another Person.

“Applicable Redemption Premitimneans with respect to any Note on any redemputate, the excess of:

(a) the present value at such redemption date )ahéredemption price of such Note at May 15, 2014
(such redemption price being set forth in the tadybpearing below under the caption “Optional
Redemption—Optional Redemption On or After May P814"), plus (y) all required scheduled
interest payments that would otherwise be due tpaié on such Note during the period between the
redemption date and at May 15, 2014 (excluding wextrbut unpaid interest), computed using a
discount rate equal to the Bund Rate at such retiemgate plus 50 basis points; over

(b) the outstanding principal amount of such Note.

Calculation of the Applicable Redemption Premiuntl & made by us or on our behalf by such Personeas
shall designateprovided however that such calculation shall not be a duty orgdilon of the Trustee or any Paying
Agent.

In addition, the Issuer may during each 12-monttiodeending July 31, 2012, July 31, 2013 and JllyZ)14
redeem up to 10% of the aggregate principal outgtgnamount of the Notes at its option, upon ngslghan 30 nor
more than 60 days’ prior notice, at a redemptidnepequal to 103% of the principal amount of Natedeemed, plus
accrued and unpaid interest and Additional Amouhtmy, to the date of redemption (subject torilgats of holders of
Notes on the relevant record date to receive istene the relevant interest payment date).

Optional Redemption On or After May 15, 2014

At any time on or after May 15, 2014 and prior tatamity, we may redeem all or part of the Notesthescase
may be, at our option, upon not less than 30 naertttan 60 days’ prior notice. These redemptiorkbei in amounts
of €1,000, or integral multiples thereof at theldaling redemption prices (expressed as percentafjéise principal
amount at maturity), plus accrued and unpaid isteiéany, to the redemption date, if redeemednduthe 12-month
period commencing on May 15, of the years set fbelow. This redemption is subject to the rightofders of record
on the relevant regular record date that is podhe redemption date to receive interest due dntarest payment date:

Redemption
Year Price Notes
20 0. e ——————— et e e ettt eeetaeeetaeettiaeeeeaneeettaeettaaeettaeeeenetttaatetaeetnaeetannaasrtaaarnnaes 107.125%
20 0D e —————— et e ettt eettteeetaeeettaeeeeaneeettaeettaaeettaeeranetttaeeataaartnaeerannaarataaarnnaes 104.750%
240 102.375%
0N A TaTo (a1 (= T= 11 (=] GO PR ROPPPPPR 100.000%
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Redemption upon Changes in Withholding Taxes

If, as a result of:

€)) any amendment to, or change in, the laws (gulations or rulings promulgated thereunder) of any
Relevant Taxing Jurisdiction which becomes effextiter the date of the Indenture; or

(b) any amendment or change which becomes effeciiter the date of the Indenture in the official
application or official interpretation of such lawsegulations or rulings (including by virtue of a
holding, judgment or order by a court competenisgliction) of any Relevant Taxing Jurisdiction
(each of the foregoing clauses (a) and (b)Chdnge in Tax Laty,

the Issuer would be obligated to pay, on the nate dor any payment and as a result of that amentiorechange,
Additional Amounts as described above under “—Addil Amounts” with respect to the Relevant Taxdgisdiction,

which the Issuer cannot avoid by the use of redsdenaeasures available to it, then the Issuer radgam all, but not
less than all, of the Notes, at any time thereaétpon not less than 30 nor more than 60 daystedtihich notice shall
be irrevocable and given in accordance with thegdares described above under “—Notices”), at amgydion price of
100% of their principal amount, plus accrued angaich interest, if any, to the redemption date. iPiothe giving of

any notice of the redemption described in this gaah, the Issuer will deliver to the Trustee:

(a) an Officer’s Certificate stating that the ohblign to pay such Additional Amounts cannot be dedi
by the Issuer’s taking reasonable measures avaitabt; and

(b) a written opinion of independent tax counsette Issuer of recognized standing qualified urttier
laws of the Relevant Taxing Jurisdiction and reabbnsatisfactory to the Trustee to the effect that
Issuer has or will become obligated to pay suchitaithl Amounts as a result of a Change in Tax

Law.

Notwithstanding the foregoing, no such notice aferaption will be given (a) earlier than 90 dayopto the
earliest date on which the Issuer would be obligechake such payment of Additional Amounts if ameyt in respect
of the Notes, were then due and (b) unless atithe such notice is given, the obligation to pay #ddal Amounts

remains in effect.

We will publish a notice of any optional redemptiohthe Notes described above in accordance wigh th
provisions of the Indenture described under “—Nagit Any notice of redemption may, in our discratibe subject to
the satisfaction of one or more conditions preceden

Mandatory Redemption or Sinking Fund; Offers to Purchase; Open Market Purchases

We are not required to make any mandatory redemputiosinking fund payments with respect to the Note
Under certain circumstances, however, we may beined) to offer to purchase the Notes in accordanith the
provisions of the Indenture described under “—Pasehof Notes upon a Change of Control” or “—Cer@avenants—
Limitation on Sale of Certain Assets.” We and owesRicted Subsidiaries may at any time and frometim time

purchase Notes in the open market or otherwise.

Purchase of Notes upon a Change of Control

If a Change of Control occurs at any time, thenmuest make an offer (theChange of Control Offéy to each
holder of Notes to purchase such holder’'s Notesyhnole or in part in integral multiples of €1,0q@pvidedthat Notes
of €100,000 or less may only be redeemed in whoteret in part, in each case, at a purchase pttiee“Change of
Control Purchase Pricg in cash in an amount equal to 101% of the ppatiamount thereof, plus accrued and unpaid
interest, if any, to the date of purchase (tf#énge of Control Purchase D&ygsubject to the rights of holders of
record on relevant record dates to receive intefeston an interest payment date). Purchases nmatdz & Change of
Control Offer will also be subject to other procestuset forth in the Indenture.

Within 30 days following any Change of Control, wii:

(@) if and for so long as the Notes are listedhenltuxembourg Stock Exchange, publish a notichef t
Change of Control Offer in a leading newspaper iigigeneral circulation in Luxembourg (which is
expected to be theuxemburger Wojtor, to the extent and in the manner permittedumh rules, post
such notice on the official website of the Luxemigp8tock Exchangenfvw.bourse.l)y and
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(b)

send notice of the Change of Control Offer bgtfclass mail, with a copy to the Trustee, toheac
holder of Notes to the address of such holder apmem the security register, which notice wilat:

(i)
(ii)

(i)

that a Change of Control has occurred, anditite it occurred;

the circumstances and relevant facts regardingh Change of Control (including, but not
limited to, and to the extent reasonably availabfglicable information with respect pvo
forma historical income, cash flow and capitalizatioterfgiving effect to such Change of
Control);

the Change of Control Purchase Price andGhange of Control Purchase Date, which will be
a business day no earlier than 30 days nor latan 80 days from the date such notice is
mailed, or such later date as is necessary to gowift requirements under the Exchange Act

and any applicable securities laws or regulations;

(iv) that any Note accepted for payment pursuarthéo Change of Control Offer will cease to
accrue interest after the Change of Control Puecitste unless we fail to pay the Change of
Control Purchase Price;

(v) that any Note (or part thereof) not tenderelll antinue to accrue interest; and

(vi) any other procedures that a holder of Notestnfollow to accept a Change of Control Offer
or to withdraw such acceptance.

(c) deliver or cause to be delivered to the TrusiteeNotes properly accepted together with an ©rffic
Certificate stating the aggregate principal amaimiotes or portions of Notes being purchased by us

The Trustee will promptly authenticate and delif@r cause to be transferred by book entry) a newe o
Notes subject to receipt of the Officer’s Certifeaescribed in (c) above, equal in principal amdarany unpurchased
portion of Notes surrendered, if any, to the holdémMotes in global form or to each holder of dardéited Notes;
providedthat each such new Note will be in a principal amoof €100,000 and integral multiples of €1,00Gktess
thereof. We will publicly announce the results dflaange of Control Offer on or as soon as praciicafier the Change
of Control Purchase Date.

Our ability to repurchase Notes pursuant to a ChafgControl Offer may be limited by a number ofttas.
Our future indebtedness and future indebtednessioSubsidiaries may also contain prohibitions ert@in events that
would require such indebtedness to be repurchgsed a Change of Control. Moreover, the exercis¢heyholders of
the Notes of their right to require us to repurehdse Notes upon a Change of Control could cawefault under such
indebtedness, even if the Change of Control ithedfs not, due to the possible financial effect ®fusuch repurchase.

We will not be required to make a Change of Con@fier upon a Change of Control if a third partykas the
Change of Control Offer in the manner, at the tim#serwise in compliance with the requirementsfeeth in the
Indenture applicable to a Change of Control Offeadm by us and purchases all Notes validly tenderet! not
withdrawn under such Change of Control Offer.

If we make a Change of Control Offer, we can preumb assurance that we will have available fundfcgnt
to pay the Change of Control Purchase Price fothallNotes that might be delivered by holders efNtotes seeking to
accept the Change of Control Offer. If we fail take or consummate a Change of Control Offer orthayChange of
Control Purchase Price when due such failure woesddlt in an Event of Default and would give theistee and the
holders of the Notes the rights described under terts of Default.”

Even if sufficient funds were otherwise availabtee terms of our other indebtedness may prohibit ou
prepayment of the Notes prior to their scheduletunitst. If we were not able to prepay any indebtsicontaining any
such restrictions or obtain requisite consentsywald be unable to fulfill our repurchase obligasao holders of Notes
who exercise their repurchase rights following a@je of Control, which would cause a Default uriterindenture.

The Change of Control provisions described aboeeagplicable whether or not any other provisionshef
Indenture are applicable. Except as described awiherespect to a Change of Control, the provisiohthe Indenture
do not give holders the right to require us to repase the Notes in the event of certain highlgilaged transactions, or
certain other transactions, including a reorgampatrestructuring, merger or similar transactiondain certain
circumstances, an acquisition by our managemetteir Affiliates, that may adversely affect holdefsthe Notes, if
such transaction is not a transaction defined &ange of Control. Any such transaction, howevesuldl have to
comply with the applicable provisions of the Indert including the “Limitation on Debt” covenant.
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We will comply with the applicable tender offer @8l including Rule 14e-I under the Exchange Act] any
other applicable securities laws and regulationslding those of the United States and Germangpimection with a
Change of Control Offer. To the extent that thevgions of any securities laws or regulations dobflvith provisions
of the Indenture, we will comply with the applicaldecurities laws and regulations and will not bended to have
breached our obligations under the Indenture tyeiof such conflict.

Certain Covenants

The Indenture contains, among others, the folloveimgenants.

Limitation on Debt

(a) We will not, and will not permit any Restrict8adibsidiary to, create, issue, incur, assume, gtegar
in any manner become directly or indirectly liallih respect to or otherwise become responsible for
contingently or otherwise, the payment of (indivatly and collectively, to thcur” or, as appropriate,
an ‘incurrence), any Debt (including any Acquired Debt) unlessDefault or Event or Default would
occur or be continuing after giving effect opi formabasis to such incurrence of Debt, and at the
time of such incurrence and after givipg formaeffect to the application of the proceeds thetbef
Consolidated Fixed Charge Coverage Ratio for ther flull fiscal quarters for which financial
statements are available immediately precedingnih@rence of such Debt, taken as one period, would
be greater than 2.0 to 1.0.

(b) This covenant will not, however, prohibit th@léwing (collectively, ‘Permitted Deb):

(i)

(i)
(i)

(iv)

v)

(Vi)

the incurrence by us or any Restricted Subsjdizf Debt under Credit Facilities and any
Permitted Refinancing Debt incurred to renew, rdfuefinance, replace, defease or discharge
any Debt incurred pursuant to this clause (i) iraggregate principal amount at any one time
outstanding not to exceed the greater of (x) €&tlllon and (y) an amount equal to 45% of
Total Inventories,plus in the case of any refinancing of any Debt pemditunder this
clause (i) or any portion thereof, the aggregateowarh of fees, underwriting discounts,
premiums and other costs and expenses incurredninection with such refinancingjinus
the amount of any permanent repayments or prepayafesuch Debt with the proceeds of
Asset Sales made in accordance with “—LimitatiorSate of Certain Assets” (but only to the
extent of any corresponding commitment reductionsifch Debt is revolving credit
borrowings);

the incurrence by us of Debt pursuant to thees (other than Additional Notes);

any Debt of ours or any Restricted Subsidiéother than Debt described in another clause of
this paragraph) outstanding on the date of theringe;

the incurrence by us or any Restricted Sulbsidiof intercompany Debt between us or any
Restricted Subsidiary or between or among RestriStésidiariesprovidedthat

Q) if we are the obligor on any such Debt, unlesguired by a Credit Facility, it is
(x) unsecured and (y) is subordinated in rightafrmpent from and after such time as
the Notes shall become due and payable (whether 8fated Maturity, acceleration
or otherwise) to the payment and performance ofalligations under the Notes;
and

(2) (x) any disposition, pledge or transfer of auch Debt to a Person (other than a
disposition, pledge or transfer to us or a ResdctSubsidiary) and (y) any
transaction pursuant to which any Restricted Sudrsidhat has Debt owing to us or
another Restricted Subsidiary ceases to be a BestiSubsidiary, will, in each case,
be deemed to be an incurrence of such Debt notiftednby this clause (iv);

guarantees of our Debt or Debt of any Reswli@eabsidiary by any Restricted Subsidiary that
are permitted by and made in accordance with theigions of the “Limitation on Guarantees
of Debt by Restricted Subsidiaries” covenant désctibelow;

the incurrence by us or any Restricted Subsidof Debt arising from agreements providing
for guarantees, indemnities or obligations in respef purchase price adjustments in
connection with the acquisition or disposition gbets, including, without limitation, shares
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(Vi)

(viii)

(ix)

)

(xi)

(xii)

(xiii)

(xiv)

of Capital Stock, other than guarantees or singitadit support given by us or any Restricted
Subsidiary of Debt incurred by any Person acquiahgr any portion of such assets for the
purpose of financing such acquisitioprovided that the maximum aggregate liability in
respect of all such Debt permitted pursuant todlzisse (other than for title, environmental or
tax warranties or indemnities) will at no time esdethe net proceeds, including non-cash
proceeds (the Fair Market Value of such non-casitgeds being measured at the time
received and without giving effect to any subsequedanges in value) actually received from
the sale of such assets or in the case of an aguighe Fair Market Value of any assets or
capital stock acquired,;

the incurrence by us or any Restricted Sulasid of Debt under Currency Agreements,
directly related to transactions entered into ia trdinary course of business and not for
speculative purposes;

the incurrence by us or any Restricted Sdlzsly of Debt under one or a related series of
Interest Rate Agreements entered into for the mepd limiting interest rate rislgrovided
that such Interest Rate Agreement or Interest Rajeements are not entered into for
speculative purposes, other than obligations aufiétg by reason of any reasonable fees,
indemnities and compensation payable thereunder;

the incurrence by us or any Restricted Sulsidof Debt represented by Capitalized Lease
Obligations, mortgage financings or purchase maulgigations, or other Debt incurred or
assumed in connection with the acquisition or dgwelent of real or personal, movable or
immovable, property or assets in each case incufoedthe purpose of financing or
refinancing all or any part of the purchase priease expense or cost of construction or
improvement of property used in our or any RestdcBubsidiary’s business (including any
reasonable related fees or expenses incurred imection with such acquisition or
development);provided that (a) the principal amount of such Debt so iredi when
aggregated with other Debt previously incurred @liance on this clause (ix) and still
outstanding shall not in the aggregate exceed thater of € 10.0 million or 3.0% of total
assets, and (b) the total principal amount of argbtDincurred in connection with an
acquisition or development permitted under thisiséa(ix) did not in each case at the time of
incurrence exceed (1)the Fair Market Value of #@meguired or constructed asset or
improvement so financed or (2) in the case of arompleted constructed asset, the amount of
the asset to be constructed, as determined onateetde contract for construction of such
asset was entered into by us or the relevant RestrSubsidiary (including, in each case, any
reasonable related fees and expenses incurred mmection with such acquisition,
construction or development);

the incurrence of Debt by us or any RestricBdsidiary of Debt in respect of workers’
compensation and claims arising under similar latim, or pursuant to self-insurance
obligations or similar requirements, in each cassra in the ordinary course of business;

the incurrence of Debt by us or any RestricRubsidiary arising from: (1) the honoring by a
bank or other financial institution of a check, fth@ similar instrument inadvertently (except
in the case of daylight overdrafts) drawn againsufficient funds in the ordinary course of
business;provided that such Debt is extinguished within 15 busindags of incurrence,
(2) bankers’ acceptances, performance, suretynjedd, appeal or similar bonds, instruments
or obligations; and (3) completion guarantees mledior letters of credit obtained by us or
any Restricted Subsidiary in the ordinary coursbusfiness;

the incurrence of Debt by us or any Restrctubsidiary (other than and in addition to Debt
permitted under clauses (i) through (xi) above afalises (xii) and (xiv) below) in an
aggregate principal amount at any one time outstgnubt to exceed €10.0 million;

the incurrence by a Person of Permitted Raficing Debt in exchange for or the net proceeds
of which are used to refund, replace or refinanedtDncurred by it pursuant to, or described
in, paragraphs (a), (b)(ii) and (b)(iii) of thisxamant, as the case may be; and

the incurrence of Debt in the ordinary coutdfebusiness by a bank to facilitate the operation

of bank accounts of ours and our Restricted Sudnsédi maintained with such a bank on a net
balance basis where such balances arise in coanegtih ordinary banking arrangements to
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(©)

(d)

()

manage cash balances of ours and our Restrictedidiaries as a group and not for the
purpose of obtaining net external financing.

For purposes of determining compliance with agstriction on the incurrence of Debt in euro veher
Debt is denominated in a different currency, theoamt of such Debt will be the Euro Equivalent
determined on the date of such incurrence (ohéncase of first commitment, in the case of revajvi
credit Debt),provided that if any such Debt denominated in a differentrency is subject to a
Currency Agreement (with respect to euro) covefmigncipal amounts payable on such Debt, the
amount of such Debt expressed in euro will be aefudo take into account the effect of such
agreement. The principal amount of any PermittefinBecing Debt incurred in the same currency as
the Debt being refinanced will be the Euro Equindlef the Debt refinanced determined on the date
such Debt being refinanced was initially incurrédiotwithstanding any other provision of this
covenant, for purposes of determining compliandé tie “Limitation on Debt” covenant, increases in
Debt solely due to fluctuations in the exchangesaif currencies will not be deemed to exceed the
maximum amount that we or a Restricted Subsidiagy nmcur under the “Limitation on Debt”
covenant.

For purposes of determining any particular anba@if Debt under the “Limitation on Debt” covenant:

0] guarantees, Liens or obligations with respezxtldtters of credit supporting, or bankers
acceptances or other similar instruments relating Debt otherwise included in the
determination of such particular amount will notibeluded;

(i) any Liens granted pursuant to the equal atéatzsle provisions referred to in the “Limitation
on Liens” covenant will not be treated as Debt; and

(iii) accrual of interest, accrual of dividendsethccretion of accreted value, the obligation tp pa
commitment fees and the payment of interest irfahm of additional Debt will not be treated
as Debt.

In the event that an item of Debt meets thega of more than one of the types of Debt desctiim

the “Limitation on Debt” covenant, we, in our saliscretion, will classify items of Debt and will ign

be required to include the amount and type of ddebt in one of such clauses and we will be entitled
to divide and classify an item of Debt in more thame of the types of Debt described in the
“Limitation on Debt” covenant, and may change thaessification of an item of Debt (or any portion
thereof) to any other type of Debt described in“thmitation on Debt” covenant at any time.
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Limitation on Restricted Payments

(@)

We will not, and will not permit any Restrict&lbsidiary to, directly or indirectly, take any thie
following actions (each of which is &e&stricted Paymehtand which are collectively referred to as
“Restricted Paymerifs

(i)

(ii)

(i)

(iv)

declare or pay any dividend on or make anyritistion (whether made in cash, securities or
other property) with respect to any of our or thestWicted Subsidiaries’ Capital Stock
(including, without limitation, any loan to shardters or any payment in connection with any
merger or consolidation involving us or any Res#dcSubsidiary) (other than (1) to us or any
Wholly Owned Restricted Subsidiaries or (2) tohallders of Capital Stock of such Restricted
Subsidiary on gro rata basis or on a basis that results in the receipishpr a Restricted
Subsidiary of dividends or distributions of greatatue than it would receive onpo rata
basis) except for dividends or distributions pagatilely in shares of our or Qualified Capital
Stock or in options, warrants or other rights tquae such shares of Qualified Capital Stock;

purchase, redeem or otherwise acquire oredir value (including, without limitation, in
connection with any merger or consolidation), diseor indirectly, any shares of our Capital
Stock or any Parent or any options, warrants oerotights to acquire such shares of Capital
Stock;

make any principal payment on, or repurchaseleem, defease or otherwise acquire or retire
for value, prior to any scheduled principal paymeiriking fund payment or Stated Maturity,
any Subordinated Debt (other than in anticipatidrsatisfying a sinking fund obligation,
principal installment or final maturity due withiB0O days of such payment, repurchase,
redemption, defeasance acquisition or retirement);

make any Investment (other than any Permiltegstment) in any Person.

If any Restricted Payment described above is natemia cash, we will calculate the amount of theppsed
Restricted Payment at the Fair Market Value ofabset to be transferred.

(b)

Notwithstanding paragraph (a) above, we mayeralRestricted Payment if, at the time of and after
giving pro formaeffect to, such proposed Restricted Payment:

(i)

(ii)

(i)

no Default or Event of Default has occurred amaontinuing and such Restricted Payment
will not be an event that is or, after notice gfda of time or both, would be, an “event of
default” under the terms of any Debt of any RewtdcSubsidiary;

we could incur at least €1.00 of additionaltiddother than Permitted Debt) pursuant to the
“Limitation on Debt” covenant; and

the aggregate amount of all Restricted Paytmetteclared or made after the date of the
Indenture does not exceed the sum of:

(1) 50% of our aggregate Consolidated Adjusted Mebme on a cumulative basis
during the period beginning on the date of the htdiee and ending on the last day of
our last fiscal quarter ending prior to the dateseéh proposed Restricted Payment
(or, if such aggregate cumulative Consolidated awjd Net Income shall be a
negative numbeminus100% of such negative amourjus

(2) the aggregate Net Cash Proceeds received Iajteisthe date of the Indenture as
capital contributions or from the issuance or gakher than to any Subsidiary) of
Subordinated Shareholder Debt or shares of ourifigaalCapital Stock (including
upon the exercise of options, warrants or rightswarrants, options or rights to
purchase shares of our Qualified Capital Stock €picin each case to the extent
such proceeds are used to purchase, redeem omwistheretire Capital Stock or
Subordinated Debt as set forth in (i) or (iii) péragraph (c) below) (excluding the
Net Cash Proceeds from the issuance of Subordindtedeholder Debt or our
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()

Qualified Capital Stock financed, directly or irglitly, using funds borrowed from
us or any Subsidiary until and to the extent suahrdwing is repaid and excluding
Excluded Cash Contributionglus

3) (x) the amount by which our Debt or Debt of &wstricted Subsidiary is reduced on
our consolidated balance sheet after the dateeolnitlenture upon the conversion or
exchange (other than by us or our Subsidiary) ohddebt into our Qualified Capital
Stock, and (y) the aggregate Net Cash Proceedsvedcafter the date of the
Indenture by us from the issuance or sale (othan tto any Subsidiary) of
Redeemable Capital Stock that has been convertied dn exchanged for our
Qualified Capital Stock, to the extent such Redd#en€apital Stock was originally
sold for cash or Cash Equivalents, together witlthe cases of both (x) and (y), the
aggregate net cash proceeds received by us atirtlee af such conversion or
exchange (excluding the Net Cash Proceeds fromisthigance of our Qualified
Capital Stock financed, directly or indirectly, ngifunds borrowed from us or any
Subsidiary until and to the extent such borrowigepaid) plus

(4) (x) in the case of the disposition or repaymehtany Investment constituting a
Restricted Payment made after the date of the toderan amount (to the extent not
included in Consolidated Adjusted Net Income) edoathe lesser of the return of
capital with respect to such Investment and thigalrhmount of such Investment, in
either case, less the cost of the disposition ohdnvestment and net of taxes, and
(y) in the case of the designation of an UnresidcSubsidiary as a Restricted
Subsidiary (as long as the designation of such i8istg as an Unrestricted
Subsidiary was deemed a Restricted Payment), tindvigakket Value of our interest
in such Subsidiarprovidedthat such amount will not in any case exceed theust
of the Restricted Payment deemed made at the thme the Subsidiary was
designated as an Unrestricted Subsidiary.

Notwithstanding paragraphs (a) and (b) above, amd any Restricted Subsidiary may take the
following actions so long as (with respect to ckmi6i) through (vi) and (viii) below) no Defaultr o
Event of Default has occurred and is continuing:

(i)

(ii)

(i)

(iv)

v)

(Vi)

the payment of any dividend within 60 days aftee date of its declaration if at such date of
its declaration such payment would have been ptthliy the provisions of paragraph (a)(i)
above;

the purchase, redemption or other acquisitiwnretirement for value of any shares of our
Capital Stock or options, warrants or other rigiatsacquire such Capital Stock in exchange
for (including any such exchange pursuant to ther@se of a conversion right or privilege in
connection with which cash is paid in lieu of teeuance of fractional shares or scrip), or out
of the Net Cash Proceeds of a substantially coentiissuance and sale (other than to a
Subsidiary) of, shares of our Qualified Capital ckt@r options, warrants or other rights to
acquire such Capital Stock;

the purchase, redemption, defeasance or dabquisition or retirement for value or payment
of principal of any Subordinated Debt in exchange ér out of the Net Cash Proceeds of a
substantially concurrent issuance and sale (othen to a Subsidiary) of, shares of our
Qualified Capital Stock;

the purchase, redemption, defeasance or o#uguisition or retirement for value of
Subordinated Debt (other than Redeemable Capitek}in exchange for, or out of the Net
Cash Proceeds of a substantially concurrent inooere(other than to a Subsidiary) of,
Permitted Refinancing Debt;

the repurchase of Capital Stock deemed to oopan the exercise of stock options if the
cumulative aggregate value of such repurchases doesxceed the cumulative aggregate
amount of the exercise price of such options rezkiv

payments or distributions to dissenting shatdbérs pursuant to applicable law in connection
with or in contemplation of a merger, consolidatartransfer of assets that complies with the
provisions of the Indenture relating to mergerg)satidations or transfers of substantially all
of our assets;
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(vii) cash payments in lieu of issuing fractionhages pursuant to the exercise or conversion of any
exercisable or convertible securities;

(vii) any other Restricted Paymenprovided that the total aggregate amount of Restricted
Payments made under this clause (viii) does naek€5.0 million;

(i) following a Public Equity Offering, the paymieof dividends on the Capital Stock of HKO up
to 6% per annum of the aggregate net cash proaeeds/ed by HKO in any such Public
Equity Offering or subsequent Public Equity Offgirprovided, that if such Public Equity
Offering was of Capital Stock of HKB, the net preds of any such dividend to HKB are
used to fund a corresponding dividend in equal reagr amount on the Capital Stock of
HKB; and

(x) dividends, loans, advances or distributionsatty Parent or other payments by us or any
Restricted Subsidiary in amounts equal to (withdwplication) the amounts required for any
Parent to pay any Parent Expenses.

The actions described in clauses (i), (vi) and) @ithis paragraph (c) are Restricted Payments lih be
permitted to be made in accordance with this pagag(c) but that reduce the amount that would etiserbe available
for Restricted Payments under clause (iii) of peaph (b) above.

Limitation on Issuances and Sales of Capital StozkRestricted Subsidiaries

We will not sell, pledge, or otherwise disposearfd will not permit any Restricted Subsidiary (ottigan as
permitted under the “Limitation on Liens” covenamtirectly or indirectly, to issue or sell, any sbsof Capital Stock of
a Restricted Subsidiary (including options, warsaat other rights to purchase shares of such Qapiteck). The
foregoing sentence, however, will not apply to:

€)) issuances or sales to us or a Wholly OwnedriRest Subsidiary;

(b) issuances or sales to directors of directanslifying shares or issuances or sales to natiafabares
of Capital Stock of Restricted Subsidiaries, inteaase to the extent required by applicable law;

(c) any issuance or sale of Capital Stock of arfitéstl Subsidiary if, immediately after giving effeto
such issuance or sale such Restricted Subsidianjdwa longer constitute a Restricted Subsidiay an
any remaining Investment in such Person would Heen permitted to be made under the “Limitation
on Restricted Payments” covenant if made on the dfasuch issuance or sale;

(d) Capital Stock issued by a Person prior to itne:t

0] such Person becomes a Restricted Subsidiary,
(i) such Person merges with or into a Restrictads®liary, or
(iii) a Restricted Subsidiary merges with or intels Persons;

but only if that Capital Stock was not issued ocuimed by such Person in anticipation of it becamin
Restricted Subsidiary.

Limitation on Transactions with Affiliates

We will not, and will not permit any Restricted Sidiiary to, directly or indirectly, enter into ouffer to exist
any transaction or series of related transactiomdugding, without limitation, the sale, purchasxchange or lease of
assets or property or the rendering of any servieéh, or for the benefit of, any Affiliate of osiror any Restricted
Subsidiary’s Affiliate or any direct or indirect lder or any Affiliate of such holder of 10% or mas€any class of our
or any Restricted Subsidiary’s Capital Stock unkssh transaction or series of transactions igedti&to in good faith
and in writing and:

(a) such transaction or series of transactions iteoms that are no less favorable to us or sudhrieeed

Subsidiary, as the case may be, than those th&t bave been obtained in a comparable arm’s length
transactions with third parties that are not sugldérs or Affiliates;
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(b)

()

with respect to any transaction or series tdteel transactions involving aggregate paymentther
transfer of assets or provision of services, irhe@se having a value greater than €7.5 millionywile
deliver a resolution of our advisory board (set iouan Officer’s Certificate to the Trustee) resoty
that such transaction complies with clause (a) aland that the fairness of such transaction has bee
approved by a majority of the Disinterested Meml{ersin the event there is only one Disinterested
Member, by such Disinterested Member) of our adyiémard; and

with respect to any transaction or series ddteel transactions involving aggregate paymentther
transfer of assets or the provision of servicegdoh case having a value greater than €15.0 millio
we will deliver to the Trustee a written opinionanf investment banking firm of international stamdi
(or, if an investment banking firm is generally ngualified to give such an opinion, by an
internationally recognized appraisal firm or acding firm) stating that the transaction or seriés o
transactions is fair to us or such Restricted Sliasi from a financial point of view.

Notwithstanding the foregoing, the restrictionsfeeth in this description will not apply to:

(i)

(i)
(i)

(iv)

(v)

(Vi)

(Vi)
(viii)
(ix)

)

customary directors’ fees, indemnification aidhilar arrangements, consulting fees, employearissl
bonuses, employment agreements and arrangementpeneation or employee benefit arrangements,
including stock options, or legal fees, so longasadvisory board has approved the terms thembf a
deemed the services theretofore or thereafter {mebfermed for such compensation or payments to be
fair consideration therefor;

any Restricted Payments not prohibited by‘thienitation on Restricted Payments” covenant;

loans and advances (but not any forgiveneksuxh loans or advances) to our or any Restricted
Subsidiary’s officers, directors and employeestfawel, entertainment, moving and other relocation
expenses, in each case made in the ordinary cofitagsinessprovidedthat such loans and advances

do not exceed €2.0 million in the aggregate at@rg/time outstanding;

agreements and arrangements existing on the d& the Indenture and any amendment or
modifications theretqprovidedthat any amendments or modifications to the tefmaseof are not more
disadvantageous to the holders of the Notes and tr our Restricted Subsidiary, as applicablenyn
material respect than the original agreement asffect on the date of the Indenture gmavided
further, that such amendment or modification is (x) oraai® substantially similar to that which would
be conducted in an arm’s length transaction wittdtparties who are not Affiliates and (y) in thase

of any transaction having a Fair Market Value afajer than €7.5 million, approved by our advisory
board (including a majority of the Disinterestedrvieers);

any payments or other transactions pursuard tax sharing agreement between us and any other
Person with which we file a consolidated tax retarrwith which we are part of a consolidated group
for tax purposes or any tax advantageous grougibation made pursuant to applicable legislation;

the issuance of securities pursuant to, ortlier purpose of the funding of, employment arrargyes)
stock options, and stock ownership plans, resttig®ck plans, long-term incentive plans, stock
appreciation rights plans, participation plans ionilar employee benefit plans, as long as the terms
thereof are or have been previously approved byaduisory board;

the granting and performance of registrati@hts for our securities;

transactions between or among us and RdsttiSubsidiaries or among Restricted Subsidiaries;

the Permitted HKB Merger or the establishmeha Fiscal Unity in accordance with the termsthod t
Indenture; and

investments made pursuant to clause (s) ofiffimition of Permitted Investments.

Limitation on Liens

We will not, and will not permit any Restricted Sidiary to, directly or indirectly, create, inclassume or
suffer to exist any Lien of any kind (except fomféted Liens) or assign or otherwise convey agytito receive any
income, profits or proceeds on or with respectrtp a@f our or any Restricted Subsidiary’s propentyassets, including
any shares of stock or Debt of any Restricted Slidosi, whether owned at or acquired after the datbe Indenture, or
any income, profits or proceeds therefrom (thnétfal Lien”) unless:
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(@)

(b)

in the case of any Lien securing SubordinatetitDour obligations in respect of the Notes, alhd a
other amounts due under the Indenture are diresgtured by a Lien on such property, assets or
proceeds that is senior in priority to such Liemg a

in the case of any other Lien, our obligatiomsespect of the Notes and all other amounts dkeu
the Indenture are equally and rateably securedtivlobligation or liability secured by such Lien.

Any Lien created for the benefit of the holdersquamt to this covenant will provide by its termatthuch Lien
will be automatically and unconditionally releassttl discharged (a) upon the release and dischérte dnitial Lien
other than as a consequence of an enforcemennaeiib respect to the assets subject to such Ligfb)oas set forth
under the heading “—Collateral.”

Impairment of Security Interest

(@)

(b)

We will not, and will not permit any Restrict&dibsidiary to, take or knowingly or negligently ibto
take, any action which action or omission mightaamuld have the result of materially impairing the
security interest with respect to the Collateral tioee benefit of the Trustee and the holders of the
Notes, and the Issuer will not, and will not periity Restricted Subsidiary to, grant to any Person
other than the Trustee, for the benefit of the T®isand the holders of the Notes, any interest
whatsoever in any of the Collateral, except (i)jsabto paragraph (b) we may incur Permitted
Collateral Liens and (i) the security interesttlie Collateral may be released in accordance \uigh t
terms of the Indenture (including, without limitati, in connection with a Permitted HKB Merger).

The Indenture will provide that, at our dis@watand without the consent of the holders of tlotel,

the Trustee may from time to time enter into onenore amendments to the Security Documents to:
(1) cure any ambiguity, omission, defect or incetesicy therein, (2) provide for Permitted Collatera
Liens, (3) add to the Collateral or (4) make aryeotchange thereto that does not adversely affiect t
holders in any material respegrovided howevey that no Security Document may be amended,
extended, renewed, restated, supplemented or atleerwnodified or replaced, unless
contemporaneously with such amendment, extensergwal, restatement, supplement, modification
or renewal, we deliver to the Trustee either:

() a solvency opinion, in form reasonably satisfag to the Trustee, from an investment
banking firm, appraisal firm or accounting firm afternational standing confirming our
solvency, together with our Subsidiaries, takenaasvhole, after giving effect to any
transactions related to such amendment, extensienewal, restatement, supplement,
modification or replacement;

(i) a certificate from our advisory board or fir@ndirector (acting in good faith) substantially in
the form attached to the Indenture confirming oolvency, together with our Subsidiaries
taken as a whole, after giving effect to any tratisas related to such amendment, extension,
renewal, restatement, supplement or replacememtwdartificate shall be substantially in the
form attached to the Indenture; or

(iii) an opinion of counsel, in form satisfactony the Trustee, confirming that, after giving effect
to any transactions related to such amendmentnrte, renewal, restatement, supplement,
modification or replacement, the Lien or Liens sawyithe Notes created under the Security
Documents so amended, extended, renewed, restatgalemented, modified or replaced are
valid and perfected Liens not otherwise subjectatty limitation imperfection or new
hardening period, in equity or at law, that suckn_br Liens were not otherwise subject to
immediately prior to such amendment, extension,ewa restatement, supplement,
modification or replacement.

If we comply with this covenant, the Trustee w#lubject to customary protections and indemnificetjo
consent to such amendment, extension, renewadteastnt, supplement, modification or replacement.

Limitation on Sale of Certain Assets

(@)

We will not, and will not permit any Restrict8adibsidiary to, engage in any Asset Sale unless:

0] the consideration we or such Restricted Subsjdieceives for such Asset Sale is not less than
the Fair Market Value of the assets sold (as deterwinby our advisory board or, in the case
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of any Asset Sale having a Fair Market Value gretdtgn €7.5 million, as determined by our
advisory board and evidenced by a resolution ofaglwisory board);

(i) at least 75% of the consideration we or thievant Restricted Subsidiary receives in respect
of such Asset Sale consists of (1) cash (includging Net Cash Proceeds received from the
conversion within 90 days of such Asset Sale ofisges received in consideration of such
Asset Sale); (2) Cash Equivalents; (3) the assumyity the purchaser of (x) our Debt or Debt
of any Restricted Subsidiary (other than Suboréithddebt) as a result of which neither we
nor the Restricted Subsidiaries remain obligatedespect of such Debt or (y) Debt of a
Restricted Subsidiary that is no longer a Restli@absidiary as a result of such Asset Sale, if
we are and each other Restricted Subsidiary issetkfrom any guarantee of such Debt as a
result of such Asset Sale; or (4) a combinatiothefconsideration specified in clauses (1) to
(3); and

(iii) we deliver an Officer’s Certificate to the Ustee certifying that such Asset Sale complies with
the provisions described in the foregoing claugeasnd (ii).

(b) If we or any Restricted Subsidiary engagesniaset Sale, we or such Restricted Subsidiary usay
the Net Cash Proceeds of the Asset Sale, withind3§®8 after such Asset Sale, to permanently repay
or prepay any then-outstanding secured Pari Pasbti & any Restricted Subsidiary (and to effect a
corresponding commitment reduction if such Dehteiolving credit borrowings) owing to a Person
other than us or a Restricted Subsidiary, or ifWest in properties and assets to replace the grepe
and assets that were the subject of the Asset @alen Related Business Assets, or (iii) any
combination of the foregoing. The amount of such Qash Proceeds not so used as set forth in this
paragraph (b) constituteseXcess ProceedsPending the final application of any such Netsia
Proceeds, we may temporarily reduce revolving tredirowings or otherwise invest such Net Cash
Proceeds in any manner that is not prohibited byteéhms of the Indenture.

(c) When the aggregate amount of Excess Proceanteds € 15.0 million, we will, within 5 business
days, make an offer to purchase (&xc¢ess Proceeds Offgifrom all holders of Notes and from the
holders of any Pari Passu Debt, to the extent requdy the terms thereof, onpao rata basis, in
accordance with the procedures set forth in thernhde or the agreements governing any such Pari
Passu Debt, the maximum principal amount (expreaseah integral multiple of € 1,000 of the Notes
and any such Pari Passu Debt that may be purcheifedhe amount of Excess Proceeds. The offer
price as to each Note and any such Pari Passu\lMiklie payable in cash in an amount equal to
(solely in the case of the Notes) 100% of the pp@icamount of such Note and (solely in the case of
Pari Passu Debt) no greater than 100% of the pah@mount (or accreted value, as applicable) of
such Pari Passu Debt, plus in each case accruedshtif any, to the date of purchase.

To the extent that the aggregate principal amod@iffiates and any such Pari Passu Debt tendered
pursuant to an Excess Proceeds Offer is less thammount of Excess Proceeds, we may use the
amount of such Excess Proceeds not used to purblwes and Pari Passu Debt for general corporate
purposes that are not otherwise prohibited by tidemture. If the aggregate principal amount of Bote
and any such Pari Passu Debt validly tendered ahdvithdrawn by holders thereof exceeds the
amount of Excess Proceeds, the Notes and any sarcP&ssu Debt to be purchased will be selected
on a pro rata basis (based upon the principal atnofuNotes and the principal amount or accreted
value of such Pari Passu Debt tendered by eactefjoldpon completion of such Excess Proceeds
Offer, the amount of Excess Proceeds will be resgero.

(d) If we are obligated to make an Excess Proc€¥fis, we will purchase the Notes and Pari Passot,De
at the option of the holders thereof, in wholeropart in integral multiples of €1,000, on a datattis
not earlier than 30 days and not later than 60 ffays the date the notice of the Excess Proceefis Of
is given to such holders, or such later date as Imearequired under the Exchange Act. No Notes of €
100,000 or less, may be purchased in part.

If we are required to make an Excess Proceeds ,Gfferwill comply with the applicable tender offarles,
including Rule 14e-1 under the Exchange Act, andather applicable securities laws and regulations.

Notwithstanding any of the foregoing, we or any tReted Subsidiary may engage in an Asset Swaptlaad
provisions in clauses (b), (c) and (d) above shall apply to such Asset Swap except in respectngf et Cash
Proceeds received by us or any Restricted Subgidimovided that we will not, and will not permit any Restadt
Subsidiary to, engage in any Asset Swap, unless:
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0] at the time of entering into such Asset Swag anmediately after giving effect to such Asset
Swap, no Default or Event of Default shall havewoed and be continuing or would occur as
a consequence thereof; and

(i) with respect to any Asset Swap involving thansfer of assets having a value greater than
€7.5 million, as determined by our advisory boardl &videnced by a resolution of our
advisory board, we deliver a resolution of our adwy board (set out in an Officer’s
Certificate to the Trustee) resolving that therfags of such Asset Swap has been approved by
a majority of the Disinterested Members (or in #eent there is only one Disinterested
Member, by such Disinterested Member) of our adyiémard.

Limitation on Guarantees of Debt by Restricted Sidiaries

(@)

We will not permit any Restricted Subsidiaryredtly or indirectly, to guarantee, assume or my a
other manner become liable for the payment of a@nguo Debt (other than the Notes), unless such
Restricted Subsidiary simultaneously executes atlidads a supplemental Indenture to the Indenture
providing for a guarantee of payment of the Notgsiich Restricted Subsidiary on the same terms as
the guarantee of such Debt.

This paragraph (a) will not be applicable to angrguntees of any Restricted Subsidiary:

(b)

(©)

(@ incurred under clause (i) of the definition“®fermitted Debt”; or

(i) that existed at the time such Person becarRestricted Subsidiary if the guarantee was not
incurred in connection with, or in contemplation stich Person becoming a Restricted
Subsidiary.

Notwithstanding the foregoing, any guarantethefNotes created pursuant to the provisions dbestr
in the foregoing paragraph (a) may provide by igmis that it will be automatically and
unconditionally released and discharged upon:

@ any sale, exchange or transfer, to any Persbo i& not our Affiliate, of all of our Capital
Stock in, or all or substantially all the assets mfch Restricted Subsidiary (which sale,
exchange or transfer is not prohibited by the Ihale); or

(i) (with respect to any guarantee created after date of the Indenture) the release by the
holders of our Debt described in the precedinggragh of their guarantee by such Restricted
Subsidiary (including any deemed release upon payinefull of all obligations under such
Debt other than as a result of payment under suahagtee), at a time when:

(1) no other Debt of ours has been guaranteed dy Rastricted Subsidiary; or

(2) the holders of all such other Debt that is guéred by such Restricted Subsidiary
also release their guarantee by such Restrictegidaly (including any deemed
release upon payment in full of all obligations enduch Debt other than as a result
of payment under such guarantee).

Notwithstanding the foregoing, we will not perrmny Restricted Subsidiary, directly or indirgg¢tio
guarantee, assume or in any other manner becobie fiar the payment of any obligations of ours or
any of our Subsidiaries in respect of any operagages, other than any guarantee thereof existing
the date of the Indenture or any replacement ol &xisting guaranteeprovidedthat the terms and
conditions of any such replacement guarantee ismadtrially less favorable to the holders of the
Notes than those under the guarantee so replaced.

Limitation on Dividends and Other Payment Restriotis Affecting Restricted Subsidiaries

(@)

We will not, and will not permit any Restrict&dibsidiary to, directly or indirectly, create dherwise
cause or suffer to exist or become effective amseasual encumbrance or restriction of any kind on
the ability of any Restricted Subsidiary to:

0] pay dividends, in cash or otherwise, or makg ather distributions on or in respect of its
Capital Stock or any other interest or participatio, or measured by, its profits, in each case,
to the Issuer or any Restricted Subsidiary;
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(b)

(ii)
(i)
(iv)

pay any Debt owed to us or any other Restd@eabsidiary;
make loans or advances to us or any othetriRésd Subsidiary; or

transfer any of its properties or assets tomuany other Restricted Subsidiary.

The provisions of the covenant described iragaaph (a) above will not apply to:

(i)

(ii)

(iii)

(iv)

encumbrances and restrictions imposed by thieedNor the Indenture, or by other indentures
governing other Debt we incur (and if such Debgimranteed, by the guarantors of such
Debt) ranking equally with the Notes (or any gué&sal provided that the restrictions
imposed by such other indentures are no more ectggrithan the restrictions imposed by the
Indenture;

encumbrances or restrictions contained in agseement in effect on the date of the Indenture
in the form contained in such agreement on the dfdiee Indenture;

encumbrances or restrictions imposed by Dwmdaimitted to be incurred under Credit Facilities
or any guarantees thereof in accordance with tlmitation on Debt” covenant;

in the case of clause (a)(iv) above, custon@gvisions restricting subletting or assignment
of any lease or assignment of any other contraathich we or any Restricted Subsidiary is a
party or to which any of our or any Restricted Sdibsy’s respective properties or assets are
subject or customary restrictions contained in afieg leases for real property and restricting
only the transfer of such real property or effegtonly upon the occurrence and during the
continuance of a default in the payment of rent;
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(v) encumbrances or restrictions contained in agsee@ment or other instrument of a Person
acquired by us or any Restricted Subsidiary interise at the time of such acquisition (but
not created in contemplation thereof), which enctanbe or restriction is not applicable to
any Person, or the properties or assets of anypReother than the Person, or the property or
assets of the Person, so acquired;

(vi) any encumbrance or restriction contained imtracts for sales of Capital Stock or assets
permitted by the “Limitation on Sale of Certain A& covenant with respect to the assets or
Capital Stock to be sold pursuant to such conteeicin customary merger or acquisition
agreements (or any option to enter into such cobtri@r the purchase or acquisition of
Capital Stock or assets or any of our Subsididrnjeanother Person;

(vii) in the case of clause (a)(iv) above, any cosiry encumbrances or restrictions pertaining to
an asset subject to a Lien to the extent set forthe security document governing such Lien;

(viii)  encumbrances or restrictions imposed by @afile law or regulation or by governmental
licenses, concessions, franchises or permits;

(ix) any encumbrance or restriction existing undey agreement that extends, renews, refinances
or replaces the agreements containing the encumdsaar restrictions in the foregoing
clauses (b)(i), (ii) and (iii)providedthat the terms and conditions of any such encunuas
or restrictions are not materially less favorabléhe holders of the Notes than those under or
pursuant to the agreement so extended, renewé@thmeéd or replaced;

(x) restrictions on cash or other deposits or netthvimposed by customers under contracts
entered into the ordinary course of business;

(xi) customary limitations on the distribution oisplosition of assets or property in joint venture
agreements entered into the ordinary course ofibasiand in good faitprovidedthat

€)) such encumbrance or restriction is applicablg to such Restricted Subsidiary;

(b) the encumbrance or restriction is not materiaibre disadvantageous to the holders
of the Notes than is customary in comparable agee¢si(as determined by us); and

(c) we determine that any such encumbrance origgéstr will not materially affect our
ability to make any anticipated principal or intgrpayments on the Notes;

(xii) any encumbrance or restriction in connectigith purchase money obligations and
Capitalized Lease Obligations for property acquimedhe ordinary course of business that
impose restrictions of the type described in clga$@v) above on the transfer of the
properties so acquired; or

(xiii)  any encumbrance or restriction arising bysen of customary non-assignment provisions in
agreements.

Suspension of Covenants Following Achievement of&stment Grade Status
If we attain Investment Grade Status and no DefaulEvent of Default has occurred and is continuimg and

our Subsidiaries, upon the giving of written notlne us to the Trustee, will not be subject to theemants described
under:

* “—Limitation on Debt;”
e ‘“—Limitation on Restricted Payments;”
« ‘“—Limitation on Issuances and Sales of Capitalc8tof Restricted Subsidiaries;”
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“—Limitation on Transactions with Affiliates;”

“—Limitation on Sale of Certain Assets;”

“—Limitation on Guarantees of Debt by Restrictubsidiaries;”

“—Limitation on Dividends and Other Payment Risitons Affecting Restricted Subsidiaries,” and

“Consolidation, Merger and Sale of Assets” (cttileely, the “Suspended Covenants”).

If at any time our credit rating is downgraded fromaestment Grade Status, then the Suspended Qugendl
thereafter be reinstated as if such covenants kadrrbeen suspended and be applicable pursuahé teetms of the
Indenture (including in connection with performiagy calculation or assessment to determine congdiavith the
terms of the Indenture), unless and until we subsetly attain Investment Grade Status (in whichnévlee Suspended
Covenants shall again no longer be in effect fahsime as we maintain Investment Grade Staprsyided however
that no Default, Event of Default or breach of &myd shall be deemed to exist under the Indentlitle r@spect to the
Suspended Covenants based on, and neither we yaf anr Subsidiaries shall bear any liability fany actions taken
or events occurring after we attain Investment @rathtus and before any reinstatement of such 8degeCovenants
as provided above, or any actions taken at any funesuant to any contractual obligation arisingoprio such
reinstatement, regardless of whether such actionsvents would have been permitted if the applieablspended
Covenants remained in effect during such periogré&itan be no assurance that the Notes will eveewa Investment
Grade Status or that any such rating, if achiewdtibe maintained.

Designation of Unrestricted and Restricted Subsidées

Our advisory board may designate any Subsidiagiy@ing newly acquired or newly established Sulasidi)
to be an “Unrestricted Subsidiary” only if:

(@)

(b)

(c)

(d)

()

(f)

(9)

(h)

no Default has occurred and is continuing attifme of or after giving effect to such designatio

we would be permitted to make an Investmenhgothan a Permitted Investment) at the time of
designation (assuming the effectiveness of sucligaaon) pursuant to the first paragraph of the
“Limitation on Restricted Payments” covenant in amount equal to the greater of (i) the net book
value of our interest in such Subsidiary calculatedgccordance with IFRS or (ii) the Fair Market
Value of our interest in such Subsidiary;

we would be permitted under the Indenture twuin€l.00 of additional Debt (other than Permitted
Debt) pursuant to the “Limitation on Debt” covenattthe time of such designation (assuming the
effectiveness of such designation);

neither we nor any Restricted Subsidiary hatract, agreement, arrangement, understanding or
obligation of any kind, whether written or oral.tivisuch Subsidiary unless the terms of such cantrac
arrangement, understanding or obligation are nefegorable to us or such Restricted Subsidiarg tha
those that might be obtained at the time from Rersaho are not Affiliates of ours or of any
Restricted Subsidiary;

such Unrestricted Subsidiary does not own aapita@l Stock, Redeemable Capital Stock or Debbof,
own or hold any Lien on any property or assetsoofhave any Investment in, us or any other
Restricted Subsidiary;

such Unrestricted Subsidiary is not liable edity or indirectly, with respect to any Debt, Lienother
obligation that, if in default, would result (withe passage of time or notice or otherwise) infawde
on any of our Debt or Debt of any Restricted Sulasyd

such Unrestricted Subsidiary, either alonenothie aggregate with all other Unrestricted Subsiels,
does not operate, directly or indirectly, all obstantially all of the business of our company #sad
Subsidiaries; and

such Unrestricted Subsidiary is a Person wéspect to which neither we nor any of the Restticte
Subsidiaries has any direct or indirect obligation

0] subscribe for additional Capital Stock of suRdrson; or
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(i) maintain or preserve such Person’s financ@ldition or to cause such Person to achieve any
specified levels of operating results.

In the event of any such Designation, we will berded to have made an Investment constituting ariBtest
Payment pursuant to the “Limitation on Restricteyments” covenant for all purposes of the Indentnran amount
equal to the greater of (i) the net book value wf imterest in such Subsidiary calculated in acancg with IFRS or
(i) the Fair Market Value of our interest in susbbsidiary.

The Indenture further provides that neither wearoy Restricted Subsidiary will at any time:

(@)

(b)

()

provide a guarantee of, or similar credit suppm any Debt of any Unrestricted Subsidiary Ifiading

of any undertaking, agreement or instrument eviohgnsuch Debt)provided that we may pledge
Capital Stock or Debt of any Unrestricted Subsigiam a non-recourse basis as long as the pledgee ha
no claim whatsoever against us other than to olsatch pledged property, except to the extent
permitted under the “Limitation on Restricted Papts& and “Limitation on Transactions with
Affiliates” covenants;

be directly or indirectly liable for any Debf any Unrestricted Subsidiary, except to the extent
permitted under the “Limitation on Restricted Papts& and “Limitation on Transactions with
Affiliates” covenants; or

be directly or indirectly liable for any othBebt that provides that the holder thereof may fupatice,
lapse of time or both) declare a default thereancéuse the payment thereof to be accelerated or
payable prior to its final scheduled maturity) ugba occurrence of a default with respect to amgiot
Debt that is Debt of an Unrestricted Subsidiargl(iding any corresponding right to take enforcement
action against such Unrestricted Subsidiary).

Our advisory board may designate any Unrestrictgasiliary as a Restricted Subsidiary if:

(@)

(b)

no Default or Event of Default has occurred @aontinuing at the time of or will occur and be
continuing after giving effect to such designatiand

unless such redesignated Subsidiary shall &t any Debt outstanding (other than Debt that dvbel
Permitted Debt), immediately before and after giviaffect to such proposed designation, and after
giving pro formaeffect to the incurrence of any such Debt of stettesignated Subsidiary as if such
Debt was incurred on the date of the redesignatiencould incur €1.00 of additional Debt (otherrtha
Permitted Debt) pursuant to the “Limitation on Deatiivenant.

Any such designation as an Unrestricted SubsidimriRestricted Subsidiary by our advisory board i
evidenced to the Trustee by filing a resolutioroaf advisory board with the Trustee giving effextstich designation
and an Officer's Certificate certifying that sucksthnation complies with the foregoing conditioasd giving the
effective date of such designation. Any such filimigh the Trustee must occur within 45 days after énd of our fiscal
quarter in which such designation is made (orhédase of a designation made during the last figeater of our fiscal
year, within 90 days after the end of such fisaary.

Reports to Holders

So long as any Notes are outstanding, the Issukfuwiish to the Trustee:

(1)

within 120 days after the end of our fiscal iyeaformation substantially similar in scope tceth
information about us and our Restricted Subsidiaimeluded in this offering memorandum under
“Risk Factors,” “Business,” “Management’'s Discussiand Analysis of Financial Condition and
Results of Operations” (updated to reflect our otidated financial statements), “Management,”
“Related Party Transactions,” “Description of Cert&inancing Arrangements” and consolidated
audited income statements, balance sheets andloasstatements and the related notes theretodor u
for the most recent two fiscal years, together vathreport thereon by our certified independent
accountants, and information with respect to amyugsition or disposition representing greater than
20% of our consolidated revenues, EBITDA or assgtsa pro forma basis, includingpro forma
financial information for the acquisition or disjitien (providedthat an acquisition or disposition that
has occurred fewer than 30 days prior to the datthe report shall be reported upon in the next
quarterly report); and
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(@)

within 60 days after the end of each of thetfihree fiscal quarters in each fiscal year, uiiadd
consolidated income statements, balance sheetsashdlow statements of us for such interim periods
including a financial review of such periods (intilog a detailed comparison against the prior year’s
comparable period), a discussion of (a) our fin@nhcondition and results of operations and material
changes between the current quarterly period aedjtiarterly period of the prior year, (b) material
developments in our business, and (c) financiaktigpments and trends in the business in which we
are engaged, and information with respect to ampiation or disposition representing greater than
20% of our consolidated revenues, EBITDA or assetsa pro forma basis includingpro forma
financial information for the acquisition or disftien (providedthat an acquisition or disposition that
has occurred fewer than 30 days prior to the datthe report shall be reported upon in the next
report).

Upon the establishment of a Fiscal Unity:

(@)

(b)

HKB will furnish to the Trustee (i) informatioim respect of each fiscal year ending on and after
December 31, 2011 and before 120 days prior todtite of the establishment of such Fiscal Unity
which information shall be substantially similar scope to the information provided by the Issuer
under clause (1) of the preceding paragraph; and

simultaneously with the delivery of the infortiom provided for in clause (a) a textual descaptbf
the principal differences in the financial statetseimcluded in such information to the financial
statements of the Issuer for the equivalent fipeaiods.

From and after the establishment of the Fiscal yJHIKB will be treated as the Issuer for purposéshis
covenant and will thereafter provide informatiomstantially similar in scope as was provided byldseier in respect of
prior periods in respect of HKB and its consolidasebsidiaries.

In addition, we shall furnish to the holders of thetes and to prospective investors, upon the que such
holders, any information required to be deliverenlspant to Rule 144A(d)(4) under the Securities $a&tiong as the
Notes are not freely transferable under the Exchaxay by Persons who are not “affiliates” under Sezurities Act.

We will also make available copies of all repogts @n our website and (b) if and so long as theeBlare listed
on the Luxembourg Stock Exchange, copies of supbrte will also be made available at the specififfite of the
paying agent in Luxembourg.

Consolidation, Merger and Sale of Assets

We will not, in a single transaction or througheaias of transactions, consolidate with or mergt wr into

any other Person or permit any other Person taibstituted as the issuer of the Notes or sellgassionvey, transfer,
lease or otherwise dispose of, or take any actizayant to any resolution passed by our advisogydor shareholders
with respect to a de-merger or division pursuanitich we would dispose of, all or substantiallyyaflour properties
and assets to any other Person or Persons or pamnRestricted Subsidiary to enter into any suahsaction or series
of transactions if such transaction or series ahgactions, in the aggregate, would result in e, sassignment,
conveyance, transfer, lease or other dispositioallofr substantially all of our properties andedssand those of our
Restricted Subsidiaries on a consolidated basimyoother Person or Persons. The previous sentatiaeot apply if at
the time and immediately after giving effect anglstransaction or series of transactions:

(@)

either we will be the continuing corporation thre Person (if other than us) formed by such
consolidation or into which we or such Restrictatb&diary is merged, de-merged or divided, or the
Person which is substituted for us as the issuethefNotes or the Person that acquires by sale,

assignment, conveyance, transfer, lease or digmpositl or substantially all our properties andedss
and those of the Restricted Subsidiaries on a didiased basis (theSurviving Entity):

0] will be a corporation duly organized and vajidixisting under the laws of any member state
of the Pre-Expansion European Union, Switzerlahd, Wnited States of America, any state
thereof, or the District of Columbia, and

(i) will expressly assume, by a supplemental Iridemin form satisfactory to the Trustee, our
obligations under the Notes and the Indenture had\iotes and the Indenture will remain in
full force and effect as so supplemented; and

(iii) in the case of a substitution, we will be ahdly Owned Restricted Subsidiary of the
Surviving Entity.
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(b)

(©)

(d)

(€)

immediately after giving effect to such transat or series of transactions orpeo formabasis (and
treating any obligation of our company or any Retd Subsidiary incurred in connection with oraas
result of such transaction or series of transastias having been incurred by us or such Restricted
Subsidiary at the time of such transaction), noaDkfor Event of Default will have occurred and be
continuing;

immediately before and immediately after giveffect to such transaction or series of transastion
apro formabasis (on the assumption that the transactiormessof transactions occurred on the first
day of the four-quarter period immediately priorth® consummation of such transaction or series of
transactions with the appropriate adjustments wapect to the transaction or series of transagction
being included in sucpro formacalculation), either (i) we (or the Surviving Bgtif we are not the
continuing obligor under the Indenture) could in@aitrleast €1.00 of additional Debt (other than
Permitted Debt) under the provisions of the “Litida on Debt” covenant or (ii) we (or the Surviving
Entity if we are not the continuing obligor undéetindenture) have a Consolidated Fixed Charge
Coverage Ratio equal to or greater than such @& tiour company and the Restricted Subsidiaries
immediately prior to such substitution, transactorseries of transactions;

if any of our or any Restricted Subsidiary’®perty or assets would thereupon become subjeamyto
Lien, the provisions of the “Limitation on Liensbeenant are complied with; and

we or the Surviving Entity will have deliver¢al the Trustee, in form satisfactory to the Trustee
Officer's Certificate and an opinion of independeunsel, each stating that such consolidation,
merger, sale, assignment, conveyance, transfese lea other disposition, and if a supplemental
Indenture is required in connection with such teatisn, such supplemental indenture, comply with
the requirements of the Indenture and that all itmms precedent in the Indenture relating to such
transaction have been satisfied and that the Inderand the Notes constitute our or the Surviving
Entity’s legal, valid and binding obligations, erdeable in accordance with their terms.

The Surviving Entity will succeed to, and be substid for, and may exercise every right and powgioor
company under the Indenture, but, in the casele&se of all or substantially all of our assets,wik not be released
from the obligation to pay the principal of andeairgst, and Additional Amounts, if any, on the Notes

A Subsidiary Guarantor (other than a Subsidiary rén@r whose Subsidiary Guarantee is to be released
accordance with the terms of the Subsidiary Guarmahd the Indenture) will not, directly or indifgc (1) consolidate
or merge with or into another Person (whether drsmoh Subsidiary Guarantor is the surviving coagion), or (2) sell,
assign, transfer, lease, convey or otherwise despdall or substantially all of the propertiesassets of such Subsidiary
Guarantor and its Restricted Subsidiaries takemwsole, in one or more related transactions, titer Person, unless:

1)
(@)

immediately after giving effect to that transan, no Default or Event of Default exists; and

either:

€) a Subsidiary Guarantor or the Issuer is theidag Person; or

(b) the Person acquiring the property in any swh er disposition or the Person formed by or
surviving any such consolidation or merger assualeshe obligations of that Subsidiary
Guarantor under its Subsidiary Guarantee, the toderand the Security Documents to which
such Subsidiary Guarantor is a party pursuant su@plemental indenture and appropriate
Security Documents reasonably satisfactory to thust€e; or

(c) the Net Cash Proceeds of such sale or othposition are applied in accordance with the

applicable provisions of the Indenture.

Subject to the preceding sentence nothing in thaerture will prevent any Wholly Owned Restricted
Subsidiary from consolidating with, merging intotaansferring all or substantially all of its prapes and assets to us or
any other Wholly Owned Restricted Subsidiary.

Although there is a limited body of case law intetpg the phrase “all or substantially all”, théseno precise
established definition of the phrase under apple&w. Accordingly, in certain circumstances theray be a degree of
uncertainty as to whether a particular transactionld involve “all or substantially all” of the pperty or assets of a

Person.
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Events of Default

Each of the following will be an “Event of Defaultthder the Indenture:

(@)
(b)

()

(d)

()

(f)

(9)

(h)

()

0

(k)

default for 30 days in the payment when duanyfinterest or any Additional Amounts on any Note;

default in the payment of the principal of aemium, if any, on any Note at its Maturity (upon
acceleration, optional or mandatory redemptioanif, required repurchase or otherwise);

failure to comply with the provisions of “—Cam Covenants—Consolidation, Merger and Sale of
Assets”;

failure to make or consummate an offer in adaace with the provisions of “—Certain Covenants—
Limitation on Sale of Certain Assets;”

failure to make or consummate a Change of @bfffer in accordance with the provisions of “—
Purchase of Notes upon a Change of Control;”

failure to comply with any covenant or agreemef ours or of any Restricted Subsidiary that is
contained in the Indenture (other than specifiedlause (a), (b), (c), (d) or (e) above) and swudlurfe
continues for a period of 60 days or more aftenthiien notice specified in clause (2) below;

default under the terms of any instrument ewidley or securing our Debt or Debt of any Restdcte
Subsidiary having an outstanding principal amoungxcess of €15.0 million individually or in the
aggregate that results in the acceleration of thement of such Debt or constitutes the failuredag p
such Debt at Stated Maturity thereof (other thamdgularly scheduled required prepayment) and such
failure to make any payment has not been waivettt@maturity of such Debt has not been extended,
and in either case the total amount of such Debptighor accelerated exceeds €15.0 million or its
equivalent at the time;

any Subsidiary Guarantee of a Subsidiary Guaraseases to be, or shall be asserted by theamev
Subsidiary Guarantor, or any Person acting on befialuch Subsidiary Guarantor, not to be, in full
force and effect or enforceable in accordance itstterms (other than as provided for in the Indent
or such Subsidiary Guarantee);

one or more final judgments, orders or decrged subject to appeal and not covered by insudance
shall be rendered against us or any Restrictedidabs either individually or in an aggregate amgu

in excess of €15.0 million, and either a creditbalshave commenced an enforcement proceeding
upon such judgment, order or decree or there bhaakt been a period of 60 consecutive days or more
during which a stay of enforcement of such judgmerder or decree was not (by reason of pending
appeal or otherwise) in effect;

the occurrence of certain events of bankruphegplvency or reorganization with respect to ugoy
Restricted Subsidiary; or

the first priority security interest over thelateral shall not constitute a valid or perfected or, at
any time, cease to be in full force and effectday reason other than the satisfaction in full bf a
obligations under the Indenture and discharge ef lthdenture or any security interest created
thereunder shall be declared invalid or unenforeebip a court of competent jurisdiction or the kssu
or any Subsidiary Guarantor shall assert, in aeagihg in any court of competent jurisdiction, that
any such security interest is invalid or unenfobde@nd (but only in the event that such failurédan

full force and effect or such assertion is capaifldeing cured) such failure to be in full forcedan
effect or such assertion shall have continued wttdior a period of 21 days (theecurity default
provisior).

If an Event of Default (other than as specifiectlause (j) above) occurs and is continuing, thesterl or the
holders of not less than 25% in aggregate prin@pabunt of the Notes then outstanding by writteticeao us (and to
the Trustee if such notice is given by the holdenay, and the Trustee, upon the written requesuoh holders, shall,
declare the principal of, premium, if any, and akgditional Amounts and accrued interest on all leé butstanding
Notes immediately due and payable, and upon any declaration all such amounts payable in respieitteoNotes will
become immediately due and payable.
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If an Event of Default specified in clause (j) abayccurs and is continuing, then the principalppémium, if
any, and any Additional Amounts and accrued intevasall of the outstanding Notes shall become lamimmediately
due and payable without any declaration or othepadhe part of the Trustee or any holder of Notes

At any time after a declaration of accelerationemtthe Indenture, but before a judgment or deaepdyment
of the money due has been obtained by the Trusiteeholders of a majority in aggregate principaloant of the
outstanding Notes, by written notice to us andlthestee, may rescind such declaration and its cuesees if:

(a) we have paid or deposited with the Trusteena sufficient to pay:
0] all overdue interest and Additional AmountsadhNotes then outstanding;
(i) all unpaid principal of and premium, if anyn@ny outstanding Notes that has become due
otherwise than by such declaration of acceleradimhinterest thereon at the rate borne by the
Notes;

(iii) to the extent that payment of such interestlawful, interest upon overdue interest and
overdue principal at the rate borne by the Noted; a

(iv) all sums paid or advanced by the Trustee utideindenture and the compensation, expenses,
disbursements and advances of the Trustee, it¢saged counsel,

(b) the rescission would not conflict with any judegnt or decree of a court of competent jurisdictaomd

(c) all Events of Default, other than the nonpayt@ramounts of principal of, premium, if any, aady
Additional Amounts and interest on the Notes thas lbecome due solely by such declaration of
acceleration, have been cured or waived.

No such rescission shall affect any subsequentuttefaimpair any right consequent thereon.

The holders of not less than a majority in aggregaincipal amount of the outstanding Notes maybelmalf of
the holders of all the Notes, waive any past défauhder the Indenture, except a continuing defaulhe payment of
the principal of, premium, if any, and Additionaimdunts or interest on any Note.

No holder of any of the Notes has any right toifns any proceedings with respect to the Indenturany
remedy thereunder, unless the holders of at |ez%4t iR aggregate principal amount of the outstaniotes have made
a written request, and offered reasonable secaritpydemnity, to the Trustee to institute such pemtings as Trustee
under the Notes and the Indenture, the Trustedéalilad to institute such proceedings within 60 daftsr receipt of such
notice and the Trustee within such 60-day periosl @t received directions inconsistent with suclitemw request by
holders of a majority in aggregate principal amoafithe outstanding Notes. Such limitations do hotyever, apply to
a suit instituted by a holder of a note for theoecément of the payment of the principal of, premiuf any, and
Additional Amounts or interest on such note onfterethe respective due dates expressed in suat Not

If a Default or an Event of Default occurs and amtinuing and is actually known to the Trustee, Tmastee
will mail to each holder of the Notes notice of hefault or Event of Default within 15 business slajter the Trustee’s
actual knowledge of the Default or Event of Defahtcept in the case of a Default or an Event dabk in payment of
principal of, premium, if any, Additional Amounts mterest on any Notes, the Trustee may withhb&riotice to the
holders of such Notes if a committee of its truficers in good faith determines that withholdirgetnotice is in the
interests of the holders of the Notes.

We are required to furnish to the Trustee annwdkstents as to our performance, and the performainasy
Restricted Subsidiaries of our respective obligeiander the Indenture and as to any default ih pecformance. We
are also required to notify the Trustee within 18ibess days of the occurrence of any Default.

Legal Defeasance or Covenant Defeasance of Indengur

The Indenture provides that we may, at our optiod at any time prior to the Stated Maturity of thetes,
elect to have our obligations discharged with respe the outstanding Notesl€¢gal defeasance Legal defeasance
means that we will be deemed to have paid and digeld the entire Debt represented by the outstgridiines except as
to:

€) the rights of holders of outstanding Noteseceive payments in respect of the principal ofppuen,
if any, and interest on such Notes when such paigrae due from the trust referred to below,
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(b) our obligations to issue temporary Notes, tegithe transfer or exchange of any Notes, replace
mutilated, destroyed, lost or stolen Notes, mamtai office or agency for payments in respect ef th
Notes and segregate and hold such payments in trust

(c) the rights, powers, trusts, duties and immansitof the Trustee and our obligations in connection
therewith, and

(d) the legal defeasance provisions of the Indentur

In addition, we may, at our option and at any tiglect to have our obligations released with resfmecertain
covenants set forth in the Indenturecdienant defeasan9e and thereafter any omission to comply with such
obligations will not constitute a Default or an Bveof Default with respect to the Notes. In the r@veovenant
defeasance occurs, certain events described urdBrénts of Default” will no longer constitute andht of Default
with respect to the Notes. These events do notideclevents relating to nonpayment, bankruptcy,ivecghip and
insolvency. We may exercise our legal defeasandmropegardless of whether we previously exercisedenant
defeasance.

In order to exercise either legal defeasance oemant defeasance:

€)) we must irrevocably deposit or cause to be siggb in trust with the Trustee, for the benefittioé
holders of the Notes, cash in euro, European Gowenh Obligations, or a combination thereof, in
such amounts as will be sufficient, in the opinafran internationally recognized firm of indepentien
public accountants, to pay and discharge the prahcof, premium, if any, and interest, on the
outstanding Notes on the Stated Maturity or onapplicable redemption date, as the case may be, if,
at or prior to electing either legal defeasancemrenant defeasance, we must have delivered to the
Trustee an irrevocable notice to redeem all ofaihtestanding Notes of such principal, premium, if,an
or installment of interest;

(b) in the case of legal defeasance, we must halireded to the Trustee an opinion of counsel isgptihat
(x) we have received from, or there has been puddidy, the U.S. Internal Revenue Service a ruling,
or (y) since the date of the Indenture, there feenba change in applicable U.S. federal income tax
law, in either case to the effect that, and bakedebn such opinion shall confirm that, the holdsrs
the outstanding Notes will not recognize incomen gat loss for U.S. federal income tax purposea as
result of such legal defeasance and will be sultgett.S. federal income tax on the same amounts, in
the same manner and at the same times as wouldbleavethe case if such legal defeasance had not
occurred;

(c) in the case of covenant defeasance, we must dlivered to the Trustee an opinion of counséhéo
effect that the holders of the Notes outstandinfymait recognize income, gain or loss for U.S. fade
income tax purposes as a result of such covendsasince and will be subject to U.S. federal income
tax on the same amounts, in the same manner dhd same times as would have been the case if such
covenant defeasance had not occurred,;

(d) in the case of covenant defeasance, we must dhelwered to the Trustee an opinion of counsé¢héo
effect that the holders of the Notes outstandinidy wait recognize income, gain or loss for German or
U.S. federal income tax purposes as a result df sagenant defeasance and will be subject to German
or U.S. federal income tax on the same amountd)drsame manner and at the same times as would
have been the case if such covenant defeasanaehadcurred;

(e) no Default or Event of Default will have ocadrand be continuing on the date of such deposit or
insofar as bankruptcy or insolvency events desdribelause (1)(k) of “—Events of Default” above is
concerned, at any time during the period endinther80th day after the date of such deposit;

® such legal defeasance or covenant defeasarcaowiresult in a breach or violation of, or cahge a
default under (other than a Default or Event of dbdif resulting from the borrowing of funds to be
applied to such deposit), the Indenture or any natagreement or instrument to which we or any
Restricted Subsidiary is a party or by which wewoy Restricted Subsidiary is bound;

(9) we must have delivered to the Trustee an opimibcounsel in our country of incorporation to the
effect that after the 123rd day following the depdbe trust funds will not be subject to the effef
any applicable bankruptcy, insolvency, reorganirator similar laws affecting creditors’ rights
generally and an opinion of independent counsedamably acceptable to the Trustee that the Trustee
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shall have a perfected security interest in sugét tiunds for the rateable benefit of the holddrthe
Notes;

(h) we must have delivered to the Trustee an QfficEertificate stating that the deposit was notienay
us with the intent of preferring the holders of tetes with the intent of defeating, hindering,ajéhg
or defrauding our creditors or others, or removitsggassets beyond the reach of its creditors or
increasing our debts to the detriment of our coedjtand

(0 we will have delivered to the Trustee an OffiseCertificate and an opinion of counsel, eachirsga
that all conditions precedent provided for relatittg either the legal defeasance or the covenant
defeasance, as the case may be, have been comvjitied

If the funds deposited with the Trustee to effemtenant defeasance are insufficient to pay thecimah of,
premium, if any, and interest on the Notes whenlsh@ause of any acceleration occurring after am&seDefault, then
we will remain liable for such payments.

Satisfaction and Discharge

The Indenture will be discharged and will ceasebéo of further effect (except as to surviving riglus
registration of transfer or exchange of the Noteexpressly provided for in the Indenture) when:

(a) we have irrevocably deposited or caused todpesited with the Trustee as trust funds in troisstich
purpose an amount in cash in euros, European GmesnObligations or a combination of cash in
euros and European Government Obligations suffidiepay and discharge the entire Debt on such
Notes that have not, prior to such time, been dedig to the Trustee for cancellation, for principfl
premium, if any, and any Additional Amounts andraed interest on the Notes to the date of such
deposit (in the case of Notes which have become atuk payable) or to the Stated Maturity or
redemption date, as the case may be, and we héiverdd irrevocable instructions to the Trustee to
apply the deposited money toward the payment oédlat Maturity or on the redemption date, as the
case may be and either;

0] all the Notes theretofore authenticated andvdedd (other than destroyed, lost or stolen Notes
that have been replaced or paid and Notes for whagment money has been deposited in
trust or segregated and held in trust by us anc:#fier repaid to us or discharged from such
trust as provided for in the Indenture) have bedivered to the Trustee for cancellation; or

(i) all Notes not theretofore delivered to the 3tee for cancellation (x) have become due and
payable, (y) will become due and payable at StMatlrity within one year or (z) are to be
called for redemption within one year under arrangets satisfactory to the Trustee for the
giving of notice of redemption by the Trustee im aame, and at our expense, and

(b) we have paid or caused to be paid all sumskpeysy us under the Indenture;
(c) we have delivered to the Trustee an Officestificate and an opinion of counsel, each stairad:
0] all conditions precedent provided in the Indeatrelating to the satisfaction and discharge of

the Indenture have been complied with; and

(i) such satisfaction and discharge will not résal a breach or violation of, or constitute a
default under, the Indenture or any other agreeneeninstrument to which we or any
Subsidiary is a party or by which we or any Sulasigis bound.

Amendments and Waivers

The Indenture contains provisions permitting us tredTrustee to enter into a supplemental Indentuitt@out
the consent of the holders of the Notes for ceffiaiited purposes, including, among other thingsing ambiguities,
defects or inconsistencies, or making any changedbes not adversely affect the rights of any éolof the Notes in
any material respect. With the consent of the hslad not less than a majority in aggregate priakcgmount of the
Notes then outstanding, we and the Trustee areipednto amend or supplement the Indenture andSibeurity
Documentsprovidedthat no such modification or amendment may, witliba consent of (i) the holders of at least 90%
of the aggregate principal amount of then-outstagndlotes or (ii) each holder of the Notes adveraffigcted thereby:
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(@)

(b)

(©)

(d)

(e)

(f)

(9)

(h)

(i)

change the Stated Maturity of the principalasfany installment of or Additional Amounts orengst
on, any Note,

reduce the principal amount of any Note (or #Widdal Amounts or premium, if any) or the rate of
interest on any Note;

change the coin or currency in which the ppatiof any note or any premium or any Additional
Amounts or the interest thereon is payable;

impair the right to institute suit for the endement of any payment on or after the Stated Mgtur
thereof (or, in the case of redemption, on or dfterredemption date or purchase date, in the afeme
offer to purchase);

reduce the principal amount of Notes whose drglanust consent to any amendment, supplement or
waiver of provisions of the Indenture;

modify any of the provisions relating to the iwer of past defaults or relating to the waiverceftain
covenants, except to increase the percentage sfanding Notes required for such actions or to
provide that certain other provisions of the Indeatcannot be modified or waived without the cohsen
of (i) the holders of at least 90% of the aggregatecipal amount of then-outstanding Notes or
(ii) each holder of the Notes adversely affectezidhy;

make any change to the provisions of the Ingentdescribed under “—Ranking” or any other
provisions of the Indenture affecting the rankirighee Notes, in each case in a manner that adyersel
affects the rights of the holders of the Notes;

release any Collateral that may have been edaintrespect of the Notes otherwise than in acrore
with the terms of the Indenture or release any Bidry Guarantee other than in accordance with the
Indenture; or

make any change in the provisions of the Indentdescribed under “—Additional Amounts” that
adversely affects the rights of any holder of treds$ or amend the terms of the Notes or the Indentu

in a way that would result in a loss of an exempfimm any of the Taxes described thereunder or an
exemption from any obligation to withhold or dediietxes so described thereunder unless we agree to
pay Additional Amounts (if any) in respect ther@othe supplemental Indenture.

Notwithstanding the foregoing, without the consehany holder of the Notes, we and the Trustee maglify
or amend the Indenture:

(i)

(ii)

(i)

(iv)

(v)

(i)

to evidence the succession of another Persont@ompany and the assumption by any such suarcess
of the covenants in the Indenture and in the Natesccordance with “—Certain Covenants—
Consolidation, Merger and Sale of Assets;”

to add to our covenants and those of any otittigor upon the Notes for the benefit of the leotdof
the Notes or to surrender any right or power carféupon us or any other obligor upon the Notes, as
applicable, in the Indenture, in the Notes;

to cure any ambiguity, or to correct or sugmient any provision in the Indenture or the Notégchv
may be defective or inconsistent with any othervion in the Indenture or the Notes or make any
other provisions with respect to matters or questiarising under the Indenture or the Notes;

to evidence and provide the acceptance oaffpointment of a successor Trustee under the ladent

to mortgage, pledge, hypothecate or grant argigdnterest in favor of the Trustee for the binef

the holders of the Notes as additional securitytf@ payment and performance of our obligations
under the Indenture, in any property, or assetdudiing any of which are required to be mortgaged,
pledged or hypothecated, or in which a securiteradt is required to be granted to the Trustee
pursuant to the Indenture or otherwise;

to provide for uncertificated Notes in additito or in place of certificated Notes;
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(vii) to conform the text of the Indenture, the Metand the Subsidiary Guarantees to any providiohio
Description of the Notes to the extent that sualvision in this Description of the Notes was intedd
to be a verbatim recitation of a provision of thdénture, the Notes or the Subsidiary Guarantees;

(viii)  to release any Subsidiary Guarantee in adance with the terms of the Indenture; or

(ix) to provide for the issuance of Additional Nsts accordance with the limitations set fourththe
Indenture on the Issue Date.

The holders of a majority in aggregate principabant of the Notes outstanding may waive complianita
certain restrictive covenants and provisions oflttuenture.

The consent of the holders of Notes is not necgssader the Indenture to approve the particulamforf any
proposed amendment. It is sufficient if such cohs@proves the substance of the proposed amendment.

In formulating its opinion on such matters, the Stee shall be entitled to rely absolutely on sudtence as it
deems appropriate, including an opinion of counasel an Officer’s Certificate.

Notices
Notices regarding the Notes will be:

€) if and so long as the Notes are listed on tineembourg Stock Exchange and the rules and regntati
of the Luxembourg Stock Exchange so require, phbtisin a leading newspaper having a general
circulation in Luxembourg (which is expected tothe Luxemburger Worbr, to the extent and in the
manner permitted by such rules, post such noticghenofficial website of the Luxembourg Stock
Exchangeww.bourse.l)); and

(b) in the case of certificated Notes, mailed ttdbos of such Notes by first-class mail at thespexctive
addresses as they appear on the registration lodoks registrar.

Notices given by first-class mail will be deemedegi five calendar days after mailing and noticeeigiby
publication will be deemed given on the first datewhich publication is made.

If and so long as the Notes are listed on any atbeurities exchange, notices will also be giveadoordance
with any applicable requirements of such securiezhange.

If and so long as any Notes are represented byaBNbtes, notice to holders of the Notes will (dtdéion to
publication as described above) also be given kiyaty of the relevant notice to Euroclear and €i#@am Banking for
communication to entitled account holdings in sison for the previously mentioned publication.

The Trustee

The Indenture provides that, except during theinaance of an Event of Default, the Trustee wiliffpem only
such duties as are specifically set forth in theehture. If an Event of Default has occurred armbigtinuing, the Trustee
will exercise such rights and powers vested innidler the Indenture and use the same degree ofacarekill in its
exercise as a prudent person would exercise uhdeagitcumstances in the conduct of such personisaffairs. Subject
to such provisions, the Trustee will be under nbigation to exercise any of its rights or powerslenthe Indenture at
the request of any Holders, unless such Holdere ludfered to the Trustee security and indemnitystattory to it
against any loss, liability or expense.

The Indenture contains limitations on the rightstlegd Trustee under the Indenture in the event thestée
becomes our creditor. The Trustee will be permittedngage in other transactions.

No Personal Liability of Directors, Officers, Employees and Stockholders

No director, officer, employee, incorporator orctieolder of the Issuer or any Subsidiary Guarardersuch,
will have any liability for any obligations of thssuer or the Subsidiary Guarantors under the Ntttesindenture, the
Subsidiary Guarantees or for any claim based orgspect of, or by reason of, such obligationsheirtcreation. Each
holder of Notes by accepting a Note waives andasgle all such liability. The waiver and release @ag of the
consideration for issuance of the Notes. The wainay not be effective to waive liabilities undemphgable securities
laws.
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Prescription

Claims against us or any Subsidiary GuarantorHergayment of principal or Additional Amounts, ifya on
the Notes will be prescribed ten years after thpliegble due date for payment thereof. Claims agaus or any
Subsidiary Guarantor for the payment of interestl@Notes will be prescribed six years after thpliaable due date

for payment of interest.

Governing Law

The Indenture and the Notes are governed by, anstreeed in accordance with, the laws of the Statdew
York.

Certain Definitions
“Acquired Debtmeans Debt of a Person

€) existing at the time such Person becomes ai&estSubsidiary or is merged into or consolidakéith
us or any of the Restricted Subsidiaries, or

(b) assumed in connection with the acquisitionssfedis from such Person, in each gaseidedthat such
Debt was not incurred in connection with, or in fnplation of, such Person becoming a Restricted
Subsidiary or such acquisition, as the case may be.

Acquired Debt will be deemed to be incurred ondhaée the acquired Person becomes a Restricteddianysi
or the date of the related acquisition of assetsfany Person.

“Affiliate” means, with respect to any specified Person,

(a) any other Person directly or indirectly conrtrg or controlled by or under direct or indirectramon
control with such specified Person, or

(b) any other Person 10% or more of the Voting Bticwhich is beneficially owned or held, directly
indirectly by such specified Person.

For the purposes of this definition, “control,” whased with respect to any specified Person, miéenpower
to direct or cause the direction of the managerardtpolicies of such Person, directly or indirectiyrether through the
ownership of voting securities, by contract or otfise; and the terms “controlling,” “controlled” Y& meanings

correlative to the foregoing.

“Asset Salemeans any sale, issuance, conveyance, trangfase lor other disposition (including, without
limitation, by way of merger, consolidation or saled leaseback transaction) (collectively,tearisfer), directly or
indirectly, in one or a series of related trangaxgj of

(a) any Capital Stock of any Restricted Subsidiary;

(b) all or substantially all of our properties aadsets of any division or line of our or any Retdd
Subsidiary’s business; or

(c) any other of our or any Restricted Subsidiapr@perties or assets, other than in the ordinatyse of
business.

For the purposes of this definition, the term “AsSale” does not include any transfer of propemieassets:

0] that is governed by the provisions of the Indea described under “—Certain Covenants—
Consolidation, Merger and Sale of Assets;”

(i) by us to any Restricted Subsidiary, or by a@Rgstricted Subsidiary to us or any other Restricted
Subsidiary in accordance with the terms of the hhales;

(iii) representing accounts receivable, inventoryother assets in the ordinary course of businedsaay

other sale or disposition of obsolete or permagemtiired equipment and facilities that are no kemg
useful in the conduct of our and any Restrictedsliaary’s business;
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(iv)

v)

(i)

(Vi)

(viii)

(ix)

)

(xi)

an Asset Swap effected in compliance with “—r@m Covenants—Limitation on Sale of Certain
Assets;”

any single transaction or series of relatedgaations that involves assets having a Fair Mavidite
of less than €2.5 million;

a Restricted Payment or Permitted Investméat is permitted under the “—Certain Covenants—
Limitation on Restricted Payments” covenant;

any surrender or waiver of contract rightssattlement, release, recovery on or surrendepofract,
tort or other claims in the ordinary course of besk;

the granting of Liens not prohibited by tlmmvenant described above under the caption “—Qertai
Covenants—Limitation on Liens;”

the sale or other disposition of cash or CRghivalents;
the disposition of receivables in connectiothwhe compromise settlement or collection theredhe
ordinary course of business or in bankruptcy orilainproceedings and exclusive of factoring or

similar arrangements; and

the disposition of assets to a Person whorviding services (the provision of which have been
outsourced by us or any Restricted Subsidiary tb fterson) related to such assets.

“Asset Swdpmeans the concurrent purchase and sale or exehaihRelated Business Assets between us or
any Restricted Subsidiary and another Person (ditlaera sale, disposition or transfer that is goedrby the provisions
of the Indenture described under “—Certain Covesaf@onsolidation, Merger and Sale of Assets”).

“Average Lifé means, as of the date of determination with respe any Debt, the quotient obtained by

dividing

(@)

(b)

the sum of the products of:

0] the number of years from the date of deternimato the date or dates of each successive
scheduled principal payment of such Debt multiphgd

(i) the amount of each such principal payment by;

the sum of all such principal payments.

“Bankruptcy Law means any law relating to bankruptcy, insolvenmgeivership, winding-up, liquidation,
reorganization or relief of debtors or any amendmensuccession to or change in any such lawudiob without
limitation, German and other relevant statutes itld 11, United States Bankruptcy Code of 1978.

“Bund Ratt means, with respect to any redemption date, #te per annum equal to the equivalent yield to
maturity as of such redemption date of the Comgar&erman Bund issue, assuming a price for the Goalybe
German Bund issue (expressed as a percentagepoinitspal amount) equal to the Comparable GermandBPrice for
such redemption date, where:

(@)

(b)

“Comparable German Bund Issliesieans the German Bundesanleihe security selelsyedny
Reference German Bund Dealer as having a fixed nithatmost nearly equal to the period from such
redemption date to May 15, 2014, and that wouldtbized, at the time of selection and in accoraanc
with customary financial practice, in pricing nessiies of euro-denominated corporate debt securities
in a principal amount approximately equal to thentoutstanding principal amount of the notes and of
a maturity most nearly equal to May 15, 20btpvided however that if the period from such
redemption date to May 15, 2014 is less than oae, yefixed maturity of one year shall be used;

“Comparable German Bund Priteneans, with respect to any redemption date, theyage of the
Reference German Bund Dealer Quotations for sudemetion date, after excluding the highest and
lowest such Reference German Bund Dealer Quotationsf we obtain fewer than four such
Reference German Bund Dealer Quotations, the agarbagll such quotations;
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(c) “Reference German Bund Dedleneans any dealer of German Bundesanleihe sexsiafipointed by
us in consultation with the Trustee; and

(d) “Reference German Bund Dealer Quotatiomeans, with respect to each Reference German Bund
Dealer and any redemption date, the average asmirézl by us of the bid and offered prices for the
Comparable German Bund issue (expressed in eachass percentage of its principal amount)
quoted in writing to the Trustee by such Refere@@man Bund Dealer at 3.30 p.m. Frankfurt,
Germany time on the third business day precedinf sedemption date.

“Capital Stock means, with respect to any Person, any and allesh) interests, partnership interests (whether
general or limited), participations, rights in dher equivalents (however designated) of such & smuity, any other
interest or participation that confers the right@oeive a share of the profits and losses, oriloigions of assets of, such
Person and any rights (other than debt securitaesartible into or exchangeable for Capital Stogkdsrants or options
exchangeable for or convertible into such Capitalcls whether now outstanding or issued after thee df the
Indenture.

“Capitalized Lease Obligatidnmeans, with respect to any Person, any obligatiosuch Person under a lease
of (or other agreement conveying the right to ws®) property (whether real, personal or mixed),clwhdbligation is
required to be classified and accounted for asp#atdease obligation under IFRS, and, for purgoskthe Indenture,
the amount of such obligation at any date will he tapitalized amount thereof at such date, detewanin accordance
with IFRS and the Stated Maturity thereof will Ine ate of the last payment of rent or any otheyarhdue under such
lease prior to the first date such lease may ritated without penalty.

“Cash Equivalentsmeans any of the following:

(a) any evidence of Debt denominated in euro oladolwith a maturity of 180 days or less from tlaed
of acquisition issued or directly and fully guamad or insured by any member state of the European
Union as of the date of the Indenture, the UnitedeS of America, any state thereof or the District
Columbia, or any agency or instrumentality ther@afch, an Approved Jurisdictio?);

(b) time deposit accounts, certificates of deposipney market deposits or bankers’ acceptances
denominated in euro or dollars with a maturity 80X-ays or less from the date of acquisition of a
bank or trust company organized in any member gihthe European Union as of the date of the
Indenture or any commercial banking institutionttisasa member of the U.S. Federal Reserve System,
in each case having combined capital and surpldsuadivided profits of not less than €500 million,
whose debt has a rating, at the time as any inwegtim made therein, of at least “A” by S&P and at
least “A2” by Moody'’s;

(c) commercial paper with a maturity of 180 daysless from the date of acquisition issued by a
corporation that is not our or any Restricted Sdibsy’s Affiliate and is organized under the laws o
any member state of the European Union as of the afahe Indenture, the United States of America
or any state thereof and, at the time the investiisemade, rated at least A1 by S&P or at leasbip-I
Moody’s;

(d) repurchase obligations with a term of not mthan 7 days for underlying securities of the type
described in (a) above entered into with a findnicistitution meeting the qualifications describied
clause (b) above; and

(e) Investments in money market mutual funds astl&%% of the assets of which constitute Cash
Equivalents of the kind described in clauses (gduph (d) above.

“Change of Contrdlmeans the occurrence of any of the following ésen

(a) prior to our first Public Equity Offering, tHeermitted Holders cease to be the “beneficial oghgs
defined in Rules 13d3 and 13d5 under the Exchang® Airectly or indirectly, of a majority in the
aggregate of the total voting power of our Votingpc, whether as a result of the issuance of our
securities, any merger, consolidation, liquidatisrdissolution of us, any direct or indirect trasrsbf
securities by any Permitted Holders or otherwise ffurposes of this clause (a), a Permitted Holder
shall be deemed to beneficially own any Voting &tof an entity (the $pecified entitf) held by
another entity (thepgarent entity) so long as the Permitted Holder beneficially @was so defined),
directly or indirectly, in the aggregate a majordf the voting power of the Voting Stock of such
parent entity);
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(b) on or after the date of the first Public Equidjfering referred to in clause (a) above, (i) 4pgrson”
or “group” (as such terms are used in Sections)1&(d 14(d) of the Exchange Act or any successor
provisions to either of the foregoing), other tltare or more Permitted Holders or the underwriters o
the initial purchasers participating in the Pulltiguity Offering, is or becomes the “beneficial owne
(as defined in Rules 13d3 and 13d5 under the Exgghdct, except that a Person will be deemed to
have “beneficial ownership” of all securities tlstch Person has the right to acquire, whether such
right is exercisable immediately or only after figssage of time), directly or indirectly, of mohan
35% of the voting power of our outstanding Votinpck (for the purposes of this clause (b), such
other person or group shall be deemed to bendfiaiain all Voting Stock of a corporation held by
any other corporation (theéarent entity) so long as such person or group beneficially swdirectly
or indirectly, in the aggregate a majority of ti¢at voting power of the Voting Stock of such pdren
entity) and (ii) one or more Permitted Holders dui heneficially own a larger percentage of such
Voting Stock than such person or group; or

(c) (i) if we consummate any transaction (includingithout limitation, any merger, consolidation,
amalgamation or other combination) pursuant to floior outstanding Voting Stock is converted into
or exchanged for cash, securities or other propenty(ii) we convey, transfer, lease or otherwise
dispose of, or any resolution with respect to aerger or division is passed by our advisory board o
shareholders pursuant to which we would disposalbfr substantially all of our assets and thoke o
our Restricted Subsidiaries, considered as a wiaileer than a transfer of substantially all of such
assets to one or more Wholly Owned Restricted 8idrgs), in each case to any Person other than in
a transaction:

(x) where our outstanding Voting Stock is not cate® or exchanged at all (except to the extent
necessary to reflect a change in the jurisdictibouwr incorporation) or is converted into or
exchanged for Voting Stock (other than Redeemaldeitél Stock) of the surviving or
transferee corporation; and

) where the Voting Stock of the surviving or tsfaree corporation is and is expected to
continue to be listed on a stock exchange or autmnguotation system and publicly traded,
no “person” or “group” (as such terms are usedanti®ns 13(d) and 14(d) of the Exchange
Act) is the “beneficial owner” (as defined in RulE3d3 and 13d5 under the Exchange Act,
except that a Person will be deemed to have “beiaéfiwnership” of all securities that such
Person has the right to acquire, whether such rigitercisable immediately or only after the
passage of time), directly or indirectly, of motean 35% of the total outstanding Voting
Stock of the surviving or transferee corporation; o

(d) we are liquidated or dissolved or adopt a mihfiquidation or dissolution other than in a traogon
which complies with the provisions described untierCertain Covenants—Consolidation, Merger
and Sale of Assets;” or

(e) following the establishment of the Fiscal Urdiyd prior to a Permitted HKB Merger, HKB ceases to
beneficially own, directly or indirectly, 100% dfié Voting Stock of the Issuer (other than directors
qualifying shares) unless:

x) at least 75% of our Capital Stock is benefigiawned, directly or indirectly, by HKB; and

) all holders of our Capital Stock (other than Bliéir a Wholly Owned Restricted Subsidiary of
HKB) agree in writing to a compensation paymene (tGuaranteed Dividernd per annum
not in excess of 6% per annum of the net cash posceeceived by HKO and agree not to
pursue legal action against the level of the GuarthDividend.

“Commissiohmeans, the United States Securities and Exch@agemission.

“Consolidated Adjusted Net Incofmaeans, for any period, our and the Restrictedsilidries’ consolidated
net income (or loss) for such period as determimedccordance with IFRS, adjusted by excluding tfte extent
included in such consolidated net income or losi&hout duplication:

€) any net after-tax extraordinary gains or losses

(b) any net after-tax gains or losses attributéblesset sales other than in the ordinary courbeisihess;
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(c) the portion of net income or loss of any Perémher than us or a Restricted Subsidiary), inclgd
Unrestricted Subsidiaries, in which we or any Retstd Subsidiary has an ownership interest, except
to the extent of the amount of dividends or othistrihutions actually paid to us or any Restricted
Subsidiary in cash dividends or distributions dgriuch period;

(d) the net income (but not the loss) of any Ret®ld Subsidiary to the extent that the declaration
payment of dividends, or similar distributions byck Restricted Subsidiary is not at the date of
determination permitted, directly or indirectly, mperation of the terms of its charter or any
agreement, instrument, judgment, decree, ordelytstarule or governmental regulation applicable to
such Restricted Subsidiary or its shareholders;

(e) net after-tax gains or losses attributablénéotermination of any employee pension benefit;plan

® any restoration to net income of any contingemeserve, except to the extent provision for such
reserve was made out of income accrued at anyftitlesving the date of the Indenture;

(9) any net gain arising from the acquisition oy aecurities or extinguishment, under IFRS, of Bt
of such Person or any impairment charge associgtadhe write-down of the HKB PIK Loans;

(h) the net income attributable to discontinued rapens (including, without limitation, operations
disposed of during such period whether or not ipgrations were classified as discontinued);

0] any gains (but not losses) from currency exgatnansactions not in the ordinary course of assin

()] any non-cash compensation charge or expensmgurirom any grant of stock, stock options or othe
equity-based awards;

(k) any one time non-cash charges or any increaaenprtization or depreciation, in each case, liation
to any acquisition of another Person or businesgsulting from any reorganization or restructuring
involving us or our Subsidiaries;

)] any unrealized foreign currency transactionngaior losses in respect of Debt of any person
denominated in a currency other than the functicnalency of such Person and any unrealized foreign
exchange gains or losses relating to translatiorassfets and liabilities denominated in foreign
currencies;

(m) any unrealized foreign currency translationtransaction gains or losses in respect of Debttloero
obligations of the Issuer or any Restricted Subsjdowing to the Issuer or any Restricted Subsydiar

(n) the cumulative effect of a change in accounfirigciples after the date of the Indenture; and
(0) any non-cash income on the HKB PIK Loans.
“Consolidated Fixed-Charge Coverage Ratbour company means, for any period, the rafio o

(a) the sum of Consolidated Adjusted Net Incomas ph each case to the extent deducted in computing
Consolidated Adjusted Net Income for such period:

0] Consolidated Interest Expense,
(i) Consolidated Tax Expense and
(iii) Consolidated Non-cash Charges, less all nashdtems increasing Consolidated Adjusted Net
Income for such period and less all cash paymeutsgl such period relating to non-cash
charges that were added back to Consolidated Asdjudtet Income in determining the
Consolidated Fixed Charge Coverage Ratio in aryr jpeériod
(b) to the sum of:

0] Consolidated Interest Expense and
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(i) cash and non-cash dividends due (whether dr dexlared) on our and any Restricted
Subsidiary’s Preferred Stock (to any Person othan tus and any Restricted Subsidiary), in
each case for such period

providedthat:

(w) if we or any Restricted Subsidiary has incureeyy Debt since the beginning of such period
that remains outstanding or if the transaction rgjvirise to the need to calculate the
Consolidated Fixed Charge Coverage Ratio is anriange of Debt or both, Consolidated
Adjusted Net Income and Consolidated Interest Egedor such period shall be calculated
after giving effect on @ro formabasis to such Debt as if such Debt had been iedwn the
first day of such period and the discharge of atgioDebt repaid, repurchased, defeased or
otherwise discharged with the proceeds of suchbeht as if such discharge had occurred on
the first day of such period;

(x) if, since the beginning of such period, we ay &estricted Subsidiary shall have made any
asset sale, Consolidated Adjusted Net Income fon period shall be reduced by an amount
equal to Consolidated Adjusted Net Income (if pesjt directly attributable to the assets
which are the subject of such asset sale for seciogh or increased by an amount equal to
Consolidated Adjusted Net Income (if negative) clife attributable thereto for such period
and Consolidated Interest Expense for such petiadl be reduced by an amount equal to
Consolidated Interest Expenses directly attribatablany Debt of ours or of any Restricted
Subsidiary repaid, repurchased, defeased or otkerdischarged with respect to us and the
continuing Restricted Subsidiaries in connectiothwuch asset sale for such period (or, if the
Capital Stock of any Restricted Subsidiary is s@dnsolidated Interest Expense for such
period directly attributable to the Debt of suchsiieted Subsidiary to the extent we and the
continuing Restricted Subsidiaries are no longarld for such Debt after such sale);

) if since the beginning of such period we or &wgstricted Subsidiary (by merger or otherwise)
shall have made an Investment in any Restrictedi8ialny (or any Person which becomes a
Restricted Subsidiary) or acquisition of assetsluiting any acquisition of an asset occurring
in connection with a transaction causing a caloutato be made hereunder, which constitutes
all or substantially all of an operating unit obasiness, Consolidated Adjusted Net Income
and Consolidated Interest Expense for such petiatl be calculated after givingro forma
effect thereto (including the incurrence of any Deds if such investment or acquisition
occurred on the first day of such period; and

(2) if since the beginning of such period any Per¢ihat subsequently became a Restricted
Subsidiary or was merged with or into us or anytiRded Subsidiary since the beginning of
such period) shall have made any Asset Sale ofdrargstment that would have required an
adjustment pursuant to clause (w) or (y) if madeubyr a Restricted Subsidiary during such
period, Consolidated Adjusted Net Income and Cadatid Interest Expenses for such period
will be calculated after givingro forma effect thereto as if such asset sale or Investment
occurred on the first day of such period.

If any Debt bears a floating rate of interest amteing giverpro formaeffect, the interest expense on such Debt shall be
calculated as if the rate in effect on the dateletermination had been the applicable rate foretit@e period (taking
into account any Interest Rate Agreement applicablsuch Debt for a period equal to the remainigignt of such
Interest Rate Agreement).

“Consolidated Interest Experismeans, for any period, without duplication ande@ch case determined on a
consolidated basis in accordance with IFRS, the gum

(@)

our and the Restricted Subsidiaries’ intergptase for such period, including, without limitatj

0] amortization of debt discount,

(i) the net cost of Interest Rate Agreements anddcy Agreements (including amortization of
discounts),

(iii) commissions, discounts and other fees andgdmowed with respect to letters of credit and

bankers acceptance financing and similar transastio
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(b)

(©)

(d)

(iv) the interest portion of any deferred paymebtigation and amortization of debt issuance
costs;plus

the interest component of our and the Restti@absidiaries’ Capitalized Lease Obligations aedru
and/or scheduled to be paid or accrued during pedbd;plus

our and the Restricted Subsidiaries non-castrdat and interest that was capitalized duringhsuc
period;plus

the interest on Debt of another Person thguaranteed by us or any Restricted Subsidiary @ired
by a Lien on our or any Restricted Subsidiary’setssswhether or not such interest is paid by us or
such Restricted Subsidiary.

“Consolidated Non-cash Chargeseans, for any period, the aggregate depreciatomortization and other
non-cash expenses of our company and the Restfctiesidiaries for such period, determined on a@aleted basis in
accordance with IFRS (excluding any such non-casinge that requires an accrual of or reserve feln charges for any

future period).

“Consolidated Secured Debt Leverage Raticthe Issuer means, as of the date of deterioinathe ratio of:

(@)

(b)

consolidated Debt of the Issuer secured byd fanking equal to (by law or contract) the Lienstloe
Collateral securing the Notes on all or any portiéthe Collateral (other than Debt incurred purdua
to clause (i) of paragraph (b) of “—Certain CovasanLimitation on Debt") to

the sum of Consolidated Adjusted Net Income tfee period of the most recent four consecutive
quarters for which financial statements are avélabnder “—Certain Covenants—Reports to
Holders”, plus in each case to the extent deducatedmputing Consolidated Adjusted Net Income for
such period:

0] Consolidated Interest Expense,

(i) Consolidated Tax Expense and

(iii) Consolidated Non-cash Charges, less all nashdtems increasing Consolidated Adjusted Net
Income for such period and less all cash paymeutsgl such period relating to non-cash

charges that were added back to Consolidated Asdjudiet Income in determining the
Consolidated Fixed Charge Coverage Ratio in arnyr period;

in each case with such pro forma adjustments tsalatated Debt, Consolidated Adjusted Net Income @ansolidated
Tax Expense as are appropriate and consistenttiatipro forma provisions set forth in the definitiof Consolidated
Fixed-Charge Coverage Ratio.

“Consolidated Tax Experiseneans, for any period with respect to any RelévBaxing Jurisdiction, the
provision for federal, state, local and foreigndne taxes of our company and the Restricted Swbigdifor such
period as determined on a consolidated basis iordaoce with IFRS.

“Contingent Obligatiorismeans, with respect to any Person, any obligatiosuch Person guaranteeing in any
manner, whether directly or indirectly, any opergtiease, dividend or other obligation that, inteaase, does not
constitute Indebtednesspfimary obligation8) of any other Person (thefimary obligor’), including any obligation of
such Person, whether or not contingent:

(@)
(b)

()

to purchase any such primary obligation or pmoperty constituting direct or indirect securitgtefor;
to advance or supply funds:
0] for the purchase or payment of any such printdijgation; or

(i) to maintain the working capital or equity ctgiof the primary obligor or otherwise to
maintain the net worth or solvency of the primabjigor; or

to purchase property, securities or servicaagmly for the purpose of assuring the owner of anch
primary obligation of the ability of the primary lidgor to make payment of such primary obligation
against loss in respect thereof.
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“Credit Facility’ or “Credit Facilities means, one or more debt facilities, as the casg be, including
U.S. industrial revenue bonds, or commercial paperother facilities with banks, insurance companigsother
institutional lenders providing for revolving crédhans, term loans, notes, letters of credit dienforms of guarantees
and assurances or other credit facilities, inclgdiverdrafts, in each case, as amended, restatedified, renewed,
refunded, replaced or refinanced in whole or irt fram time to time; provided, that such debt omeoercial paper or
other facilities may not provide for or consisttbé borrowing or issuance of any Public Debt araligled, further, that
no such amendment, restatement, modification, reheefund, replacement or refinancing may corwistr provide for
the borrowing or issuance of Public Debt.

“Currency Agreemeritgneans any spot or forward foreign exchange agesggsnand currency swap, currency
option or other similar financial agreements orangements designed to protect against or managess to
fluctuations in foreign currency exchange rates.

“Debt’ means, with respect to any Person, without dagilbn:

€)) all liabilities of such Person for borrowed regn(including overdrafts) or for the deferred puash
price of property or services, excluding any trpdgables and other accrued current liabilities rirexl
in the ordinary course of business;

(b) all obligations of such Person evidenced bydsonotes, debentures or other similar instruments;

(c) all obligations, contingent or otherwise, ofcBuPerson in connection with any letters of credit,
bankers’ acceptances or other similar facilities;

(d) all indebtedness of such Person created oingrisnder any conditional sale or other title rétem
agreement with respect to property acquired by fRefson (even if the rights and remedies of the
seller or lender under such agreement in the exfethéfault are limited to repossession or saleuchs
property), but excluding trade payables arisinthaordinary course of business;

(e) all Capitalized Lease Obligations of such Perso
® all obligations of such Person under or in extf Interest Rate Agreements or Currency Agregsne

(9) all Debt referred to in (but not excluded frothg preceding clauses (a) through (f) of othes®es
and all dividends of other Persons, the paymemitoch is secured by (or for which the holder oftsuc
Debt has an existing right, contingent or otherwieebe secured by) any Lien upon or with respect t
property (including, without limitation, accountsida contract rights) owned by such Person, even
though such Person has not assumed or become 1@bike payment of such Debt (the amount of
such obligation being deemed to be the lessereofdin market value of such property or asset er th
amount of the obligation so secured);

(h) all guarantees by such Person of Debt refdaoreéa this definition of any other Person;

0] all Redeemable Capital Stock of such Persomeadhlat the greater of its voluntary or involuntary
maximum fixed repurchase price plus accrued andidmgividends; and

()] Preferred Stock of any Restricted Subsidiary;

providedthat the term “Debt” shall not include (i) nonéntést bearing installment obligations and accrushilities
incurred in the ordinary course of business thatrent more than 90 days past due; (ii) Debt ingespf the incurrence
by us or any Restricted Subsidiary of Debt in respé stand-by letters of credit, performance boadsurety bonds
provided by us or any Restricted Subsidiary indtdinary course of business to the extent sucrketif credit or bonds
are not drawn upon or, if and to the extent draywonuare honored in accordance with their terms intb be
reimbursed, are reimbursed no later than the thirsiness day following receipt by such Person afemand for
reimbursement following payment on the letter addit or bond; (iii) anything accounted for as areigting lease in
accordance with IFRS as at the date of the Indentixn) Debt incurred by us or one of the RestdcBubsidiaries in
connection with a transaction where (x) such Dslidarrowed from a bank or trust company organipedny member
state of the European Union as of the date ofridenture, or any commercial banking institutiort tea member of the
U.S. Federal Reserve System, in each case havioghhined capital and surplus and undivided prafitaot less than
€500 million, whose debt has a rating immediateipmto the time such transaction is entered iofoat least “A” by
S&P and “A2” by Moody’s and (y) a substantially comrent Investment is made by us or a Restrictdasifliary in the
form of cash deposited with the lender of such Debt Subsidiary or affiliate thereof, in amouqual to such Debt;
(v) Subordinated Shareholder Debt; (vi) Conting®hiigations in the ordinary course of businessi) (@i connection
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with the purchase by us or any Restricted Subsidfrany business, and post-closing adjustmentshich the seller

may become entitled to the extent such paymenretisrchined by a final closing balance sheet or fuagiment depends
on the performance of such business after thengpsir (vi) for the avoidance of doubt, any conéngobligations in

respect of workers’ compensation claims, earlyreaient or termination obligations, pension fundigdilons or

contributions or similar claims, obligations or tioutions or social security or wage taxes.

For purposes of this definition, the “maximum fixegpurchase price” of any Redeemable Capital Stoak
does not have a fixed redemption, repayment orrobise price will be calculated in accordance withterms of such
Redeemable Capital Stock as if such RedeemableaCa&ibck were purchased on any date on which Ddbtbe
required to be determined pursuant to the Indentumd if such price is based upon, or measuredhayfair market
value of such Redeemable Capital Stock, such fairket value will be determined in good faith by theard of
directors of the issuer of such Redeemable Cafiiatk; provided that if such Redeemable Capital Stock is not then
permitted to be redeemed, repaid or repurchasedethemption, repayment or repurchase price sbkath® book value
of such Redeemable Capital Stock as reflectedeimtbst recent financial statements of such Person.

“Default means any event that is, or after notice or pges®di time or both would be, an Event of Default.

“Disinterested Memb&means, with respect to any transaction or sesfelated transactions, a member of
our advisory board who does not have any mateiigcdor indirect financial interest in or with pesct to such
transaction or series of related transactions apisan Affiliate, or an officer, director or empke of any Person (other
than us) who has any direct or indirect financigkiest in or with respect to such transaction asies of related
transactions.

“dollars’ means the lawful currency of the United Statedoferica.

“Equity Interests means Capital Stock and all warrants, option®ther rights to acquire Capital Stock (but
excluding any debt security that is convertibl®jrdr exchangeable for, Capital Stock).

“Equity Offering means (a) a sale of Qualified Capital Stock af thsuer other than offerings registered on
Form S-8 (or any successor form) under the Seear#ict or any similar offering in other jurisdiati®, or (b) the sale of
Capital Stock or other securities, the proceedwtath are contributed as Subordinated Shareholadat Br Qualified
Capital Stock of the Issuer or are used to repayHKB PIK Loans, in each case other than a sal@u#lified Capital
Stock, Capital Stock or other securities to onenore Permitted Holders.

“eurd’ or “€” means the lawful currency of the member statethefEuropean Union who have agreed to share
a common currency in accordance with the provisadrtee Maastricht Treaty dealing with European etary union.

“Euro Equivalerit means, with respect to any monetary amount imraeacy other than euro, at any time for
the determination thereof, the amount of euro olethiby converting such foreign currency involveduch computation
into euro at the spot rate for the purchase of euth the applicable foreign currency as publishedier “Currency
Rates” in the section of the Financial Times esdit'Currencies, Bonds and Interest Rates” on thie tleo Business
Days prior to such determination.

“European Government Obligatidnsmeans direct obligations (or certificates reprgsgy an ownership interest
in such obligations) of a member state of the EeappUnion as of the date of the Indenture (inclgdiny agency or
instrumentality thereof) for the payment of whitle full faith and credit of such government is jgied.

“Exchange Act'means the U.S. Securities Exchange Act of 1934n@nded, or any successor statute, and the
rules and regulations promulgated by the Commisgiereunder.

“Excluded Cash Contributiohsneans cash received by the Issuer (a) which tegulthe release of the Lien
under the HKO Share Pledge Agreement as describ@elr wlauses (ii) or (iii) of the third paragrapgis—Collateral—
Release of Collateral” or (b) which forms the bdsisthe Guaranteed Dividend as defined in “Chasig&ontrol”.

“Fair Market Valué means, with respect to any asset or propertystie value that would be obtained in an
arm’s-length free market transaction between asrméd and willing seller under no compulsion td aatl an informed
and willing buyer under no compulsion to buy, ated®ined in good faith by our advisory board.

“Fiscal Unity’ means the establishment of a fiscal un®ydanschaft between the Issuer and HKB.

“guaranteesmeans, as applied to any obligation,
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€) a guarantee (other than by endorsement of iajmtinstruments for collection in the ordinaryucse
of business), direct or indirect, in any manneramy part or all of such obligation and

(b) an agreement, direct or indirect, contingenbthierwise, the practical effect of which is towassin
any way the payment or performance (or paymentaiapes in the event of nonperformance) of all or
any part of such obligation, including, without itmg the foregoing, by the pledge of assets amd th
payment of amounts drawn down under letters ofitred

“Highly Rated Securitiésneans,

(a) securities issued or directly and fully guaesat or insured by the United States governmenngr a
agency or instrumentality thereof (other than Ciaghivalents);

(b) European Government Obligations (other tharh@Gaguivalents);

(c) debt securities or debt instruments with angaiof “A” or higher from S&P or “A2” or higher from
Moody’s or the equivalent of such rating by sucking organization or, if no rating of S&P for
Moody’s then exists, the equivalent of such ratiygany other nationally recognized securities gatin
agency, but excluding any debt securities or imsémts constituting loans or advances among the
Issuer and its Subsidiaries;

(d) investments in any fund that invests exclusiviel investments of the type described in clausgs (
(b) and (c) above which fund may also hold cash @adh Equivalents pending investment and/or
distribution; and

(e) corresponding instruments in countries otheanthhose identified in clause (a) and (b) above
customarily utilized for high quality investments.

“IFRS means International Financial Reporting Standasii effect as of the date of the Indenture.

“Interest Rate Agreemehtsneans any interest rate protection agreements aher types of interest rate
hedging agreements (including, without limitationterest rate swaps, caps, floors, collars andlain@greements)
designed to protect against or manage exposutadiudtions in interest rates.

“Investmeritmeans, with respect to any Person, any diretdirect advance, loan or other extension of credit
(including guarantees) or capital contribution by (neans of any transfer of cash or other prope@rtgthers or any
payment for property or services for the accounuse of others), or any purchase, acquisition onesship by such
Person of any Capital Stock, bonds, notes, debeshiur other securities or evidences of Debt isswealvned by, any
other Person and all other items that would besifled as investments on a balance sheet preparadcordance with
IFRS. In addition, the portion (proportionate ta eguity interest in such Subsidiary) of the famriet value of the net
assets of any Restricted Subsidiary at the timesheh Restricted Subsidiary is designated an hice=l Subsidiary
will be deemed to be an “Investment” that we madesuch Unrestricted Subsidiary at such time. Theigo
(proportionate to our equity interest in such Sdiasy) of the fair market value of the net assdtamy Unrestricted
Subsidiary at the time that such Unrestricted Sliasi is designated a Restricted Subsidiary will domsidered a
reduction in outstanding Investments. “Investmergstiudes extensions of trade credit on commeyciahsonable
terms in accordance with normal trade practices.th® avoidance of doubt, loans to shareholdedsans to Parents
shall be restricted pursuant to clause (a)(i) efdbvenant set forth under “—Limitation on Res&itPayment” and not
an Investment.

“Investment Grade Statushall occur when the Notes receive a rating dBEB or higher from S&P and rating
of “Baa3” or higher from Moody’s (or, if either su@ntity ceases to rate the Notes for reasonsdeutsiour control, the
equivalent investment grade credit rating from aftyer “nationally recognized statistical rating amgzation,” as that
term is used in Rule 15¢3-1 under the Exchange st¢cted by us as a replacement agency).

“Lien” means any mortgage or deed of trust, charge,gpletien (statutory or otherwise), privilege, ségur
interest, hypothecation, assignment for securilging or preference or priority or other encumbengpon or with
respect to any property of any kind, real or peasomovable or immovable, now owned or hereaftguaed. A Person
will be deemed to own subject to a Lien any propeithich such Person has acquired or holds sulgettet interest of a
vendor or lessor under any conditional sale agregmapital lease or other title retention agreemen

“Maturity” means, with respect to any indebtedness, the datevhich any principal of such indebtedness
becomes due and payable as therein or herein gehvidhether at the Stated Maturity with respectuoh principal or
by declaration of acceleration, call for redemptiorpurchase or otherwise.
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“Moody’s’ means Moody'’s Investors Service, Inc. and itscessors.

“Net Cash Proceetisneans,

(@)

(b)

with respect to any Asset Sale, the proceegt®dti in the form of cash or Cash Equivalents idicig
payments in respect of deferred payment obligatishsn received in the form of, or stock or other
assets when disposed for, cash or Cash Equivalertept to the extent that such obligations are
financed or sold with recourse to us or any RaswiGSubsidiary), net of:

() brokerage commissions and other fees and eggefiscluding, without limitation, fees and
expenses of legal counsel, accountants, investimamts and other consultants) related to
such Asset Sale,

(i) provisions for all taxes payable as a resfibuch Asset Sale,

(iii) all payments made on any Debt that is securgdny Property subject to such Asset Sale, in
accordance with the terms of any Lien upon or o#emurity agreement of any kind with
respect to such Property, or which must by its $gron in order to obtain a necessary consent
to such Asset Sale, or by applicable law, be repatdf the proceeds from such Asset Sale,

(iv) amounts required to be paid to any Personefatian us or any Restricted Subsidiary) owning
a beneficial interest in the assets subject tdAHwet Sale and

(v) appropriate amounts to be provided by us orRestricted Subsidiary, as the case may be, as
a reserve required in accordance with IFRS agaimgtliabilities associated with such Asset
Sale and retained by us or any Restricted Subgidiarthe case may be, after such Asset Sale,
including, without limitation, pension and othersp@mployment benefit liabilities, liabilities
related to environmental matters and liabilitiesdem any indemnification obligations
associated with such Asset Sale, and

with respect to any capital contributions, &ste or sale of Capital Stock or options, warrantsghts

to purchase Capital Stock, or debt securities opitg@l Stock that have been converted into or
exchanged for Capital Stock as referred to undelCértain Covenants—Limitation on Restricted
Payments,” the proceeds of such issuance or saheiform of cash or Cash Equivalents, payments in
respect of deferred payment obligations when reckin the form of, or stock or other assets when
disposed of for, cash or Cash Equivalents (excephé extent that such obligations are financed or
sold with recourse to us or any Restricted Subsiflianet of attorney’s fees, accountant’s fees and
brokerage, consultation, underwriting and othes faed expenses actually incurred in connection with
such issuance or sale and net of taxes paid obfgga a result of thereof.

“Officer’s Certificaté means a certificate signed by an officer of oampany or of a Surviving Entity, as the
case may be, and delivered to the Trustee.

“Parent means any Person of which the Issuer at any inoe becomes a Subsidiary after the Issue Date.

“Parent Expensésneans:

(@)

(b)

(©)

(d)

costs (including all professional fees and egps) incurred by any Parent in connection witlorépg
obligations under or otherwise incurred in conrattivith compliance with applicable laws, rules or
regulations of any governmental, regulatory or-seffulatory body or stock exchange, the Indenture o
any other agreement or instrument relating to élthe Parent, including in respect of any reports
filed with respect to the Securities Act, Exchanget or the respective rules and regulations
promulgated thereunder;

customary indemnification obligations of anyr&d owing to directors, officers, employees oreoth
Persons under its charter or by-laws or pursuantritien agreements with any such Person to the
extent relating to the Issuer and its Subsidiaries;

obligations of any Parent in respect of dire@nd officer insurance (including premiums thergfo
the extent relating to the Issuer and its Subsikaor

general corporate overhead expenses, inclygipgofessional fees and expenses and other apeaht
expenses of any Parent related to the ownershipperation of the business of the Issuer or anysof i
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Restricted Subsidiaries or (ii) costs and expemstsrespect to any litigation or other disputeatilg
to the Transactions or the ownership, directlynaliriectly, of the Issuer by any Parent.

“Pari Passu Delit means any Debt of ours that ranks equally in trigh payment with the Notes or the
Subsidiary Guarantees.

“Permitted Collateral Liehmeans the following types of Liens:

(@)

(b)

(©)

(d)

Liens on the Collateral to secure Debt permhitiader “—Certain Covenants—Limitation on Debt”;
providedthat the assets and properties securing suchwliglatiso secure the Notes on a first ranking
basis andprovided further, that, following the incurrence of such Debt secuby such Liens on the
Collateral and giving effect to the application thie proceeds thereof, on a pro forma basis, the
Consolidated Secured Debt Leverage Ratio for the foll fiscal quarters for which financial
statements are available immediately precedingnh@rence of such Debt, taken as one period, would
be less 3.5 to0 1.0;

Liens on the Collateral to secure Debt permitiader clauses (i), (i), (xii) and (xiii) (to thextent that
the Permitted Refinancing Debt refinances Debtreetby a Lien on the Collateral) of paragraph (b)
of “—Certain Covenants—Limitation on Debt”;

Liens of the type described in clauses (f), (b), (i), (), (k), (I), (m), (n) and (t) of thdefinition of
“Permitted Liens”;providedthat, in the case of clause (I) thereof, any pedagg instituted contesting
such Lien shall conclusively operate to stay the sa forfeiture of any portion of the Collaterah o
account of such Lien; and

any extension, renewal or replacement, in whaylén part, of any Lien described in the foregoing
clauses (a) through (e)rovidedthat any such extension, renewal or replacemelhbeiof the same
priority and be no more restrictive in any mater@spect than the Lien so extended, renewed or
replaced and will not extend in any material respe@@ny additional property or assets.

“Permitted Debithas the meaning given to such term under “—Cer@dvenants—Limitation on Debt.”

“Permitted HKB Mergé€rshall mean the merger of the Issuer and HKB & fbllowing conditions have been

met:

(@)

(b)

a Fiscal Unity has been established prior tialiding as part of a series of related transasjiom
accordance with the terms of the Indenture; or

if a Fiscal Unity has not been established tlfe) merger complies with the covenant describettun
“—Certain Covenants—Consolidation, Merger and S#Hl&\ssets”, (y) at all times since the initial
purchase of the HKB PIK Loans following the Issuat® the HKB PIK Loans have been held by
HKB and its Wholly Owned Subsidiaries and (z) HKBgether with any of its subsidiaries which are
not the Issuer or Subsidiary Guarantors, have cieahplith the covenants set forth under “—Certain
Covenants—Limitation on Transactions with Affiliatg(other than in respect of transactions with the
Issuer and its Restricted Subsidiaries), “—Limdation Restricted Payments,” and “—Limitation on
Liens” on a pro forma basis as if such covenantsamplied to them from and after the Issue Date.

“Permitted Holders means (i) Andreas Heeschen, (ii) Keith Halselj) Dr. Alfred Schefenacker and (iv) any
Affiliate or Related Person of any such Permittenlddr, and any successor to any such Permitteddrokffiliate or
Related Person.

“Permitted Investmeritsneans any of the following:

(@)
(b)
(©)

Investments in cash or Cash Equivalents or IMiBlated Securities;

intercompany Debt to the extent permitted urdiense (d) of the definition of “Permitted Debt;”
Investments in (i) the form of loans or advande us, (i) a Restricted Subsidiary or (iii) amet
Person if as a result of such Investment such d®aeson becomes a Restricted Subsidiary or such

other Person is merged or consolidated with or, intdransfers or conveys all or substantiallyodlits
assets to, us or a Restricted Subsidiary;
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(d)

(€)

(f
(9)

(h)

0

(k)

()

(m)

(n)

(0)

()

(a)

(r

(s)

Investments acquired by us or any Restrictels@liary in connection with an Asset Sale permitted
under “—Certain Covenants—Limitation on Sale of t@er Assets” to the extent such Investments are
non-cash proceeds permitted thereunder;

payroll, travel and similar advances to coveittars that are expected at the time of such a@gatac
be treated as expenses in accordance with IFRS;

Investments in the Notes;

Investments existing at, or made pursuant tadibg commitments existing at, the date of the
Indenture;

Investments in Interest Rate and Currency Agesds permitted under the “Limitation on Debt”
covenant;

loans and advances (or guarantees to thirdsgadns) to employees made in the ordinary coufse o
business and consistent with our past practicgsast practices of such Restricted Subsidiary, as th
case may be, in an amount outstanding not to exaeaay one time €2.0 million;

Investments in a Person to the extent thatcthesideration therefor consists of the net proceédse
substantially concurrent issue and sale (other thamy Subsidiary) of shares of our Qualified Galpi
Stock; providedthat the net proceeds of such sale have beendedlivom, and shall not have been
included in, the calculation of the amount deteedirunder clause (2)(c)(ii) of the “Limitation on
Restricted Payments” covenant;

any payments or other transactions pursuard tax sharing agreement between us and any other
Person with whom we file or filed a consolidated taturn or with which we are or were part of a
consolidated group for tax purposes or any tax @ahggeous group contribution made pursuant to
applicable legislation;

Investments acquired by us or any Restrictetsliary in connection with an Asset Sale permitted
under “—Certain Covenants—Limitation on Sale oft@er Assets” to the extent that such Investments
are non-cash proceeds as permitted under suchaatyen

Other Investments made for Fair Market Valwe tho not exceed €10.0 million outstanding at amy o
time in the aggregate;

Currency Arrangements and Interest Rate Agreésnevhich transactions or obligations are incurred
in compliance with “Certain Covenants—Limitation Debt;”

any acquisition of assets or Capital Stocklgateexchange for the issuance of Equity Interésther
than Redeemable Capital Stock) of the Issuer oofliiated Shareholder Debt;

any Investment received in compromise or régmiuof (i) obligations of trade creditors or custers
that were incurred in the ordinary course of bussnef the Issuer or any of its Restricted Subsebar
including pursuant to any plan or reorganizationsomilar arrangement upon the bankruptcy or
insolvency of any trade creditor or customer; drlifigation, arbitration or other disputes;

any Investment in receivables owing to the éssur any Restricted Subsidiary created or acquired
the ordinary course of business;

Investments in respect of compensation andemnt payments under compensation and early
retirement plans; and

Investments in the HKB PIK Loans, other tham iHKB PIK Loans held by HKB on the Issue Date.

“Permitted Liensmeans the following types of Liens:

(@)
(b)

Liens existing as of the date of the issuaricheoNotes;

Liens on our or any Restricted Subsidiary’stssr property securing Debt under the CreditlFiasi
permitted to be incurred pursuant to clause (lof(the definition of “Permitted Debt”;
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()

(d)
()
(f)

(9)

(h)

(i)

0

(k)

()

(m)

(n)

(0)

(p)

(a)

Liens on any property or assets of a Restrigolsidiary granted in favor of us or any Wholly aaa
Restricted Subsidiary;

Liens on any of our or any Restricted Subsidgproperty or assets securing the Notes;
any interest or title of a lessor under anyitéiped Lease Obligation or operating lease;

Liens arising out of conditional sale, title¢eation, consignment or similar arrangements fergale of
goods entered into by us or any Restricted Subrgidiiathe ordinary course of business in accordance
with such grantor’s past practices prior to theedstthe Indenture;

statutory Liens of landlords and carriers, \haresemen, mechanics, suppliers, material-men,
repairmen, stevedores, masters, crew, employeesigpe plan administrators or other like Liens
arising in the ordinary course of our or any Restd Subsidiary’s business and with respect to
amounts not yet delinquent or being contested addaith by appropriate proceedings and for which a
reserve or other appropriate provision, if anyshall be required in conformity with IFRS shall bav
been made or Liens arising solely by virtue of atgtutory or common law provisions relating to
bankers’ liens, rights of setoff or similar righaeid remedies as to deposit accounts or other funds
maintained with a creditor depositary institution;

Liens for taxes, assessments, government changelaims that are being contested in good fayth
appropriate proceedings promptly instituted andyeliitly conducted and for which a reserve or other
appropriate provision, if any, as shall be requiredonformity with IFRS shall have been made;

Liens incurred or deposits made to secure thfopmance of tenders, bids, leases, statutory or
regulatory obligations, surety and appeal bondsegonent contracts, performance bonds and other
obligations of a like nature incurred in the ordinaourse of business (other than obligations Her t
payment of borrowed money);

zoning restrictions, easements, licenses, vasens, title defects, rights of others for liceagights-
of-way, utilities, sewers, electrical lines, teleple lines, telegraph wires, restrictions and oftiilar
charges or encumbrances not interfering in any maatespect with our or any Restricted Subsidigry’
business incurred in the ordinary course of busines

Liens arising by reason of any judgment, decoeeorder of any court so long as such Lien is
adequately bonded and any appropriate legal prowgedhat may have been duly initiated for the
review of such judgment, decree or order shalllaate been finally terminated or the period within
which such proceedings may be initiated shall mothexpired,;

Liens on property of, or on shares of CapitilcR or Indebtedness of, any Person existing atithe
such Person becomes, or becomes a part of, angidRabtSubsidiaryprovidedthat such Liens do not
extend to or cover any property or assets of oangrRestricted Subsidiary other than the proparty
assets acquired amqatovided furtherthat such Liens were created prior to, and natoinnection with
or in contemplation of such acquisition;

Liens securing our or any Restricted Subsidéagbligations under Interest Rate Agreements or
Currency Agreements permitted under “—Certain Camés—Limitation on Debt” or any collateral
for the Debt to which such Interest Rate Agreementsurrency Agreements relate;

Liens incurred or deposits made in the ordineoyirse of business in connection with workers’
compensation, unemployment insurance and othes typsocial security or other insurance (including
unemployment insurance);

Liens arising solely by virtue of any statutaxly common law provisions relating to banker’s lsgn
rights of setoff or similar rights and remediest@sleposit accounts or other funds maintained with
depositary institution; provide that such depositant is not intended by us or any Restricted
Subsidiary to provide collateral to the depositastitution;

Liens arising from the United States Uniformn@uercial Code financing statement filings (or sanil
filings in other applicable jurisdictions) regardiroperating leases entered into by us and any
Restricted Subsidiary in the ordinary course ofiess;

Liens with respect to any sale and leasebacaistrction permitted under the terms of the indentur
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N purchase money Liens to finance property oetssf ours or any Restricted Subsidiary acquinetthe
ordinary course of businegmovidedthat (i) the related purchase money Debt shalkroted the cost
of such property or assets and shall not be sedwyrethy property or assets of ours or any Restticte
Subsidiary other than the property and assets goired and (ii) the Lien securing such Debt shell b
created within 90 days of such acquisitions;

(s) Liens securing Debt not in excess of €10.0iomlin the aggregate; and

® any extension, renewal or replacement, in wharlén part, of any Lien described in the foregoing
clauses (a) through (sprovidedthat any such extension, renewal or replacemeat b no more
restrictive in any material respect than the Lierestended, renewed or replaced and shall not éxten
in any material respect to any additional propertgssets.

“Permitted Refinancing Deébtmeans any renewals, extensions, substitutiorfijamcings or replacements
(each, for purposes of this clause and clausef(t}-€ertain Covenants—Limitation on Debt,” agfinancing) of any
Debt of ours or a Restricted Subsidiary or purstatiis definition, including any successive rafigings, so long as:

€) such Debt is in an aggregate principal amoomif (ncurred with original issue discount, an eggpte
issue price) not in excess of the sum of (i) theregate principal amount (or if incurred with onigi
issue discount, the aggregate accreted value)dhestanding of the Debt being refinanced and (i) a
amount necessary to pay any fees and expenseagdimglpremiums and defeasance costs, related to
such refinancing,

(b) the Average Life of such Debt is equal to arager than the Average Life of the Debt being aafired,

(c) the Stated Maturity of such Debt is no earttean the Stated Maturity of the Debt being refirehc
and

(d) the new Debt is not senior in right of payminthe Debt that is being refinanced,

providedthat Permitted Refinancing Debt will not include@ebt of a Subsidiary that refinances our DebtiipDebt of
any Restricted Subsidiary that refinances Debnhdfarestricted Subsidiary.

“Persori means any individual, corporation, limited liahjl company, partnership, joint venture, assocrigtio
joint-stock company, trust, unincorporated orgatidraor government or any agency or political suision thereof.

“Pre-Expansion European Unibmeans the European Union as of January 1, 20@4)ding the countries of
Austria, Belgium, Denmark, Finland, France, Germaaseece, Ireland, Italy, Luxembourg, The NethatirPortugal,
Spain, Sweden and the United Kingdom, but not iicly any country which became or becomes a memb#reo
European Union after January 1, 2004.

“Preferred Stockmeans, with respect to any Person, Capital Std@any class or classes (however designated)
of such Person which is preferred as to the paymwiedividends or distributions, or as to the distition of assets upon
any voluntary or involuntary liquidation or disstan of such Person, over the Capital Stock of atiner class of such
Person whether now outstanding, or issued afted#te of the Indenture, and including, without taion, all classes
and series of preferred or preference stock of Rerkon.

“pro formd means, with respect to any calculation made quired to be made pursuant to the terms of the
Notes, a calculation made in good faith by our sali board after consultation with our independmatified public
accountants, as the case may be.

“Property’ means, with respect to any Person, any interéstuoh Person in any kind of property or asset,
whether real, personal or mixed, or tangible oangible, including Capital Stock, and other se@sibf, any other
Person. For purposes of any calculation requiredyaunt to the Indenture, the value of any Propshill be its Fair
Market Value.

“Public Debt means any bonds, debentures, notes or other tiedieess of a type that could be issued or traded
in any market where capital funds (whether debearity) are traded, including private placementrsesi of debt and
equity as well as organized markets and exchanglesther such indebtedness is issued in a publerioff or in a
private placement to institutional investors oresthise but excluding Additional Notes.

“Public Equity Offeriny means (a) any offering of Qualified Capital Stockthe Issuer that is listed on a
national exchange or that is publicly offered ordhy offering of Qualified Capital Stock of anyelit or indirect parent
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company of the Issuer that is listed on a natieahange or that is publicly offered, in the cabéhis clause (b), the
proceeds of which are contributed as Subordinakede®older Debt or Qualified Capital Stock of theuer or are used
to repay the HKB PIK Loans.

“Qualified Capital Stockof any person means any and all Capital Stockuoh person other than Redeemable
Capital Stock.

“Redeemable Capital Stdakieans any class or series of Capital Stock #&itlter by its terms, by the terms of
any security into which it is convertible or exchaable or by contract or otherwise, is, or uponthppening of an
event or passage of time would be, required to dskeemed prior to the final Stated Maturity of theté$ or is
redeemable at the option of the holder thereohwttiane prior to such final Stated Maturity (othiean upon a change of
control of our company in circumstances in whicé tolders of the Notes would have similar rights)is convertible
into or exchangeable for debt securities at ang fomor to such final Stated Maturitgrovidedthat any Capital Stock
that would constitute Qualified Capital Stock bat provisions thereof giving holders thereof thghtito require such
Person to repurchase or redeem such Capital Stpok the occurrence of any “asset sale” or “chanigeoatrol”
occurring prior to the Stated Maturity of the Note#l not constitute Redeemable Capital Stock i tlasset sale” or
“change of control” provisions applicable to suchp@al Stock are no more favorable to the holddérsugh Capital
Stock than the provisions contained in “—Certairv€ltants—Limitation on Sale of Certain Assets” ardPurchase of
Notes upon a Change of Control” covenants descriidin and such Capital Stock specifically prosidieat such
Person will not repurchase or redeem any such gtacduant to such provision prior to our repurchafsguch Notes as
are required to be repurchased pursuant to “—Qei@ovenants—Limitation on Sale of Certain Assetatl &—
Purchase of Notes upon a Change of Control.”

“Related Busine8aneans any business related to the developmemufaeture, sale and servicing of small
arms, weapons systems and related military procudsany business reasonably related thereto.

“Related Business Assetseans assets used or useful in a Related Business

“Related Persdhwith respect to any Permitted Holder means: ifiy apouse, family member or relative of such
individual, any trust or partnership for the betefione or more of such individual and any sucbuse, family member
or relative, or the estate, executor, administratommittee or beneficiaries of any thereof; or diy trust, corporation,
partnership or other Person for which one or mdrthe Permitted Holders and other Related Persorany thereof
constitute the beneficiaries, stockholders, pastmerowners thereof; or Persons beneficially hgdmthe aggregate a
majority (or more) controlling interest therein.

“Restricted Subsidiatymeans any Subsidiary of ours other than an Uricésti Subsidiary.
“S&P’ means Standard and Poor’s, a division of The Ma@iill-Companies, Inc. and its successors.

“Securities A¢tmeans the United States Securities Act of 1933amended, or any successor statute, and the
rules and regulations promulgated by the Commissgiereunder.

“Security Documehimeans the Share Pledge Agreements and any deéagepagreements or other documents
under which a security interest is granted to #®use the payment and performance when due oftttigations of the
Issuer and/or the Subsidiary Guarantors under tited\and the Indenture.

“Stated Maturity means, when used with respect to any Note oriastgllment of interest thereon, the date
specified in such Note as the fixed date on whighgrincipal of such Note or such installment aéiast, respectively,
is due and payable, and, when used with respenty@mther Debt, means the date specified in theuim&nt governing
such Debt as the fixed date on which the prinaidauch indebtedness, or any installment of intate=reon, is due and
payable.

“Subordinated Debtmeans Debt of our company or any Restricted Siidngi that is subordinated in right of
payment to the Notes.

“Subordinated Shareholder Délmheans, collectively, any subordinated sharehottdat provided to the Issuer
by any direct or indirect parent of the Issuer oy &ermitted Holder, in exchange for or pursuantmy security,
instrument or agreement other than Capital Stagether with any such security, instrument or ages® and any other
security or instrument other than Capital Stockiéssin payment of any obligation under any Subaigid Shareholder
Debt; providedthat such Subordinated Shareholder Debt:

€) does not (including upon the happening of argn® mature or require (including upon the happeni
of any event) any amortization or other paymenpriricipal (including pursuant to a sinking fund or
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(b)

()

(d)

(e)

(f)
(9)

(h)

otherwise) prior to the first anniversary of thetondy of the Notes (other than through conversion
exchange of any such security or instrument forigdaterests of the Issuer (other than Redeemable
Capital Stock) or for any other security or instemhmeeting the requirements of the definition);

does not (including upon the happening of awgng require or provide for the payment of cash
interest prior to the first anniversary of the nmayuof the Notes;

does not (including upon the happening of avgné provide for the acceleration of its matunikyr
confers on its shareholders any right (includingruthe happening of any event) to declare a default
event of default, accelerate, place on demand ercese any remedies or take any enforcement action,
in each case, prior to the first anniversary ofrttaurity of the Notes;

is not secured by a Lien on any assets ofghedr or a Restricted Subsidiary and is not gueeaniby
any Subsidiary of the Issuer;

is subordinated in right of payment to the ppayment in full in cash of the Notes and Subsidia
Guarantees such that:

0] the Issuer shall make no payment in respectuch Subordinated Shareholder Debt (whether
in cash, securities or otherwise, except as pexthitly clause (a) above) and may not acquire
such Subordinated Shareholder Debt except as pedriity the Indenture until the prior
payment in full in cash of all obligations in respef the Notes, any Subsidiary Guarantee
and the Indenture;

(i) upon any total or partial liquidation, disstibn or winding-up of the Issuer or in a
bankruptcy, reorganization, insolvency, receivgrsbr similar proceeding relating to the
Issuer or its property, the holders of the Noteslldbe entitled to receive payment in full in
cash of the obligations under the Notes or any i8igdrg Guarantee before the holders of such
Subordinated Shareholder Debt shall be entitledeteive any payment in respect of such
Subordinated Shareholder Debt;

(iii) such Subordinated Shareholder Debt may noaimended such that it would cease to qualify
as Subordinated Shareholder Debt until a dateighedter the prior payment in full in cash of
all obligations in respect of the Notes, any SulasjdGuarantee and the Indenture;

(iv) the holders of such Subordinated ShareholdetBhall assign any rights to vote, including
by way of power of attorney, in a bankruptcy, ingvicy or similar proceeding to the Trustee
under the Indenture to the extent necessary to gffext to the priority and subordination
provisions described in this definition; and

(v) the holders of such Subordinated Shareholdéat Bleall agree that, in the event any payment
on such Subordinated Shareholder Debt is receiyedubh holder in contravention of the
terms of the Indenture, then such payment shatidbe in trust for the benefit of, and shall be
paid over or delivered to, the Trustee, on behatfie holders of the Notes;

has been granted as security for the Notefbybligee thereunder;

does not (including upon the happening of argng restrict the payment of amounts due in retspec
the Notes, a Subsidiary Guarantee or compliancéhbyissuer or any Subsidiary Guarantor with its
obligations under the Notes, the Indenture, thesiBlidry Guarantees, the Share Pledge Agreement or
any Credit Facility or the Issuer and its RestdcBubsidiaries;

does not (including upon the happening of aanévconstitute Voting Stock; and

is not (including upon the happening of any myemandatorily convertible or exchangeable, or
convertible or exchangeable at the option of tHdémpin whole or in part, prior to the first anargary

of the maturity of the Notes mature other than mtdor Capital Stock (other than Redeemable Chpita
Stock) of the Issuer.

“Subsidiary means, with respect to any Person,
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€) a corporation a majority of whose Voting Staslat the time, directly or indirectly, owned bychu
Person, by one or more Subsidiaries of such Persdry such Person and one or more Subsidiaries
thereof and

(b) any other Person (other than a corporationjjuding, without limitation, a partnership, limited
liability company, business trust or joint ventuie,which such Person, one or more Subsidiaries
thereof or such Person and one or more Subsidiine®of, directly or indirectly, at the date of
determination thereof, has at least majority owmrdnterest entitled to vote in the election of
directors, managers or Trustees thereof (or othesdd performing similar functions).

“Subsidiary Guarantofsmeans Suhler USA, Inc., Heckler & Koch, Inc., Rl & Koch France SAS, HK
Sidearms GmbH, NSAF Limited, Small Arms Group Hoglilnc. and Heckler & Koch Defense, Inc. and aegtRcted
Subsidiary that provides a Subsidiary Guarantesc@ordance with the provisions of the Indenture thedt respective
successors, in each case until the Subsidiary Gtemaof such Person has been released in accorddtitehe
provisions of the Indenture.

“Surviving Entity has the meaning given to such term under “—Cert@advenants—Consolidation, Merger
and Sale of Assets”.

“Total Inventories means as of any date, the amount of raw mateniaisk-in-progress and finished goods of
the Issuer and the Restricted Subsidiaries, nanhgfprovisions in respect of the foregoing itemseach case as of the
date of the most recent balance sheet of the Isgbieh has been delivered in accordance with tlwigions of “—
Certain Covenants—Reports to Holders.”

“Trust Indenture A&tmeans the United States Trust Indenture Act a391%s amended, or any successor
statute, and the rules and regulations promuldayegtie Commission thereunder.

“Unrestricted Subsidiafymeans

€) any Subsidiary of ours that at the time of deteation is an Unrestricted Subsidiary (as dedigghdy
our advisory board pursuant to the “Limitationslmrestricted Subsidiaries” covenant) and

(b) any Subsidiary of an Unrestricted Subsidiary.

“Voting Stock means any class or classes of Capital Stock patsto which the holders thereof have the
general voting power under ordinary circumstancesléct at least a majority of the board of diregstonanagers or
trustees (or Persons performing similar functiafsAny Person (irrespective of whether or nothatttme, stock of any
other class or classes shall have, or might hat&éga/power by reason of the happening of any cgetncy).

“Wholly Owned Restricted Subsidiampeans any Restricted Subsidiary, all of the @mding Capital Stock
(other than directors’ qualifying shares or shaségoreign Restricted Subsidiaries required to bened by foreign
nationals pursuant to applicable law) of which awened by us or by one or more other Wholly OwnedtfReed
Subsidiaries by us and one or more other Wholly éwRestricted Subsidiaries.

“Wholly Owned Subsididiyneans a Subsidiary of a Person, all of the ontitay Capital Stock (other than
directors’ qualifying shares) of which are ownedslgh Person or one or more of its Wholly Owneds#libries.
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LIMITATIONS ON VALIDITY AND ENFORCEABILITY OF THEG  UARANTEES AND THE
COLLATERAL AND CERTAIN INSOLVENCY CONSIDERATIONS

The following is a brief description of certain asts of insolvency law in Germany, where the Issuel some
of the Guarantors are organized. See “Risk Fact&isks Relating to Our Debt and the Notes—The irsaty laws of
Germany may not be as favorable to you as the bptdy laws of the jurisdiction with which you amntfiliar.”

European Union Insolvency Law
The Issuer and several of the Guarantors are argadninder the laws of the Member States of the EU.

Pursuant to Council Regulation (EC) no. 1346/2000 iasolvency proceedings (the “EU Insolvency
Regulation”), the court of the Member State (otifran Denmark) where the company concerned hasétgtér of main
interests” (as that term is used in Article 3(1)tleé EU Insolvency Regulation) has the jurisdictioropen insolvency
proceedings in relation to a company. The deteniainaf where any such company has its “center ainnmterests” is
a question of fact on which the courts of the ddfé Member States may have differing and evenlictinfy views. To
date, no final decisions have been made in cas¢d#tve been brought before the European Coumsticé relating to
the questions of interpretation or the effectshef EU Insolvency Regulation throughout the EU.

The term “center of main interests” is not a stabacept and may change from time to time. Althotiggdre is
a rebuttable presumption under Article 3(1) of Eig Insolvency Regulation that any such companyitsatenter of
main interests” in the Member State in which it ltasregistered office, Preamble 13 of the EU Imspnty Regulation
states that the “center of main interests” of atalelshould correspond to the place where the detdoducts the
administration of its interests on a regular basid “is therefore ascertainable by third partiés.that respect, factors
such as where board meetings are held, the locatimre the company conducts the majority of itsifess and the
location where the large majority of the compargreditors are established may all be relevant éndistermination of
the place where the company has its “center of indémests.”

If the “center of main interests” of a company iiglavill remain located in the state in which it li@sregistered
office, the main insolvency proceedings in respefcthe company under the EU Insolvency Regulaticould be
commenced in such jurisdiction and, accordinglgpart in such jurisdiction would be entitled to aoence the types of
insolvency proceedings referred to in Annex A te Bl Insolvency Regulation, with these proceedbmjag governed
by the lex fori concursusi.e. the local law of the court opening such maisolvency proceedings. Insolvency
proceedings opened in one Member State under thim&ilvency Regulation are to be recognized inatirer Member
States (other than Denmark), although secondamgepdings may be opened in another Member Statiee Hcenter of
main interests” of a debtor is in one Member Statther than Denmark), under Article 3(2) of the Eidolvency
Regulation, the courts of another Member State efotthan Denmark) have the jurisdiction to open riterial
proceedings” only in the event that such debtordradestablishment” in the territory of such othdember State. The
effects of those territorial proceedings are ret#d to the assets of the debtor situated in thréaiy of such other
Member State. If the company does not have anledtadent in any other Member State, no court of atiner Member
State has jurisdiction to open territorial proceegdiin respect of such company under the EU Inscly&egulation.

In the event that any one or more of the IssuerGharantors or any of their respective subsidiagigerience
financial difficulty, it is not possible to preditith certainty in which jurisdiction or jurisdicths insolvency or similar
proceedings would be commenced, or the outcomeudf proceedings. Applicable insolvency laws mactfithe
enforceability of the obligations of the Issuer d@he Guarantors.

Germany
German insolvency law

As some Guarantors are incorporated in Germanghiescy proceedings may be initiated in Germanthin
event of an insolvency of any such Guarantor. Subje the statements made above under the headingpean
Union,” such proceedings would then be governe@Gésman law.

Under German law, insolvency proceedings can himtied either by the debtor or by a creditor in ¢hvent of
over-indebtednesdJperschulduny or illiquidity (Zahlungsunfahigkeitof the debtor. The debtor is over-indebted if its
liabilities exceed the value of its assets whichsimbe assessed on the basis of an over-indebtebaéssce sheet
(Uberschuldungsstatiyiso be drawn up either (i) on the basis of theitigtion value of the debtor or (ii) based upon the
going concern value if a continuation of the buséis more likely than not (according to tempoteagislation being in
force until end of 2013, the debtor is not deemeer-dndebted if, given the circumstances its camtion as a going
concern, is more likely than not). The debtor liguid if it is unable to pay its debts as and witeay become due. If a
limited liability company Gesellschaft mit beschrankter Haftgngr any other kind of limited liability company
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becomes subject to illiquidity and/or over-indelstess, the management of such company is obligefiletcfor
insolvency without delay. In addition, the debtandile for insolvency proceedings if it is immirtgnat risk of being
unable to pay its debts as and when they becomédaigende ZahlungsunfahigKeit

The insolvency proceedings are controlled by thenmetent insolvency court which monitors the due
performance of the proceedings. Upon receipt ofitiselvency petition, the insolvency court may tgkeliminary
protective measures to secure the property of thebtod during the preliminary proceedings
(Insolvenzerdffnungsverfahrermhe insolvency court may prohibit or suspend amgasures taken to enforce individual
claims against the debtor’'s assets during thesémpnary proceedings so long as these protectivasuess are
reasonable to protect the debtor's assets and/ensare the continuation of the debtor's businésspart of such
protective measures, the court may appoint a pigdirg insolvency administratowgrlaufiger InsolvenzverwaltgrThe
rights and duties of the preliminary administrati@pend on the decision of the court. The dutiethefpreliminary
administrator may be, in particular, to safeguard # preserve the debtor’s property and to asshether the debtor’s
net assets will be sufficient to cover the costthefinsolvency proceedings. Depending on the aecisf the court, the
right to manage and dispose of the business anetsasd the debtor may pass to the preliminary weuty
administrator. The court orders the openirgréffnungsbeschluysof main insolvency proceedingsrfffnetes
Insolvenzverfahrénif certain requirements are met, in particulafijfthe debtor is facing imminent illiquidity (ifhe
petition has been filed by the debtor) or illiqiydand/or over-indebtedness and (ii) there arecefft assets to cover at
least the cost of the insolvency proceedings. @tiser, the petition for opening of insolvency pratdiegs will usually
be dismissed for insufficiency of assets. If ingsley proceedings are opened, the court usuallyiajgpan insolvency
administrator Ipsolvenzverwaltgrwho has full power to dispose of the debtor’'setsssand the debtor is no longer
entitled to dispose of its assets. As an exception,court may order insolvency proceedings tourehy the relevant
debtor itself under the supervision of a custod@achwalte), in which case the relevant debtor retains, lerge extent,
its authority to dispose of its assets. Such or@enains subject to review and may be repealed iithwhase an
insolvency administrator would be appointed. Anoliency administrator may raise new financial ingelness and
incur other liabilities to continue the debtor'sepgtions and satisfaction of these liabilities esfgrential debts of the
estate [lasseschuldenwill be preferred to any insolvency liabilitieseated by the debtor (including secured debt).

All secured and unsecured creditors that wish tersclaims against the debtor must participatehin
insolvency proceedings, unless they have a riglsefmarate an asset from the insolvency esfaisspnderungsrecht
Any judicial enforcement actiorz(vangsvollstreckurjgorought against the debtor by any of its crediisrsubject to an
automatic stay once insolvency proceedings have bpened (and, if so ordered by a court, also letwiee time when
an insolvency petition is filed and the time whersdlvency proceedings commence). If, during thelfimonth
proceeding the date of the date of filing for insoicy proceedings, a creditor acquires through i@t
(i.e., attachment) a security interest in part of thbtdes property that would normally form part ofetlinsolvency
estate, such security becomes null and void by atiper of law upon the opening of the insolvency geedings.
Unsecured creditors may file their claims in theolwency proceedings and will be paid on a pro batsis from the
insolvency estate (to the extent sufficient asastsavailable). Secured creditors are not entttleeihforce their security
interests after an insolvency petition has beeedfilto the extent the Insolvency Code authorizes itisolvency
administrator to dispose of the relevant collat¢ttaugh, between the time when an insolvency ipatis filed and the
time when insolvency proceedings commence, sughasianforcement requires a court order). Secureditors have
only certain preferential rightdAbsonderungsrechteén the insolvency proceedings, and the enforcémerceeds less,
in some cases, certain contributory charges, dtetpdhe relevant secured creditor up to an amequoal to its secured
claims. Remaining amounts are distributed amonguttsecured creditors. If the Issuer or a Guarantmwrporated in
Germany (a “German Security Provider”) were to gissturity over its assets to other creditors, sadurity may result
in a preferred treatment of such secured credtbike the remaining assets may not be sufficierdatisfy the claims of
the holders of the Notes under the notes grantethéyssuer and under the Guarantee granted bgtiagantors. In
addition, it may take several years before an irsady dividend, if any, is distributed to unsecuceeditors. A different
distribution of enforcement proceeds can be prapasean insolvency planr{solvenzplapthat can be submitted by the
debtor or the insolvency administrator and requthes consent of the debtor as well as the conseptich class of
creditors in accordance with specific majority aile

Limitation on enforcement

Any security (including a Guarantee) granted byum@ntor incorporated in Germany in the form ofrat/®i
(limited liability company) is subject to certairrguisions of the German Limited Liability CompanyctA(Gesetz
betreffend die Gesellschaften mit beschrankterutaftor “GmbHG”).

Sections 30 and 31 of the GmbHG (“Sections 30 ah Brohibit a GmbH from disbursing its assets t® i
shareholders to the extent that the amount of thekBs net assetd.€., assets less liabilities and liability reserves) i
already less than, or would fall below, the amaoafits stated share capital. The granting of gumies) share pledges
and other security by a GmbH in order to guarantegecure liabilities of a direct or indirect paren sister company
may be considered disbursements under Sections88la Therefore, in order to enable a GmbH toegguarantees or
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create security to secure guarantee liabilitiea direct or indirect parent or sister company withthe risk of violating
Sections 30 and 31, it is standard market pradticsubject such guarantee and security to a sedcélimitation
language.” Pursuant to such limitation language,iteneficiaries of the guarantees and securedepatjree to enforce
the guarantee and security interest against theHGomly to the extent that such enforcement would mresult in
the GmbH's net assets falling below its stated eslcapital or, if the net assets are already belswtated share capital,
does not further reduce such amount. Accordindilg, documentation in relation to the guaranteessaedrity, to the
extent they concern a German Guarantor, contaih §odtation language and, hence, such guarantedssacurity
interests are limited in the manner described.

The court decisions of the German Federal Supreowet@undesgerichtshpfegarding so-called “destructive
interference” éxistenzvernichtender Eingiffi.e., a situation where a shareholder depriv&mioH of the liquidity
necessary for it to meet its own payment obligajomay be applied by courts to the enforcementuafrgntees and
security interests granted by the German Guarantarsuch case, the amount of proceeds to be eehlia an
enforcement process may be reduced. German coastsapply this case law to the granting of guarante® security
interests by the German Guarantors.

German capital maintenance and liquidity protectioles are subject to ongoing court decisions. \@enot
assure you that future court rulings may not furtlimit the access to any security granted by anter Guarantor
incorporated in the form of a GmbH, which can nagdy affect the ability of the Issuer to make pamhon the Notes,
of the secured parties to enforce the Collateralf éhe beneficiaries of the Guarantees to enftreeGuarantees.

In Germany, the security over the collateral thdt eonstitute security for the obligations of th&suer under
the Notes and the Indenture and of the Guarantwisruthe Guarantees will not be granted directltho noteholders
but only in favor of the trustee, as beneficiarypafrallel debt obligations (the “Parallel Debt")ndier German law,
“accessory” security interests such as pledgéandrechtg require that the pledgee and the creditor beséimee person;
the holders of interests in the Notes from timeioe will not be party to the security documentbkefiefore, since the
noteholders are not a party to the pledges, thehotders may not, individually or collectively, &any direct action to
enforce any rights under the pledges. The notehwldegy only act to enforce the security through ttiistee. This
Parallel Debt is created to address a requirenmantthe trustee, as grantee of certain types ddteoal, be a creditor of
the relevant security provider. The Parallel Dslihithe same amount and payable at the same $irtee abligations of
the Issuer under the Indenture and the Notes alkdeoGuarantors under the Guarantees (the “Prin€iphagations”).
Any payment in respect of the Principal Obligatiehsil discharge the corresponding Parallel Debitaary payment in
respect of the Parallel Debt shall discharge theesponding Principal Obligations. Although thestae will have,
pursuant to the Parallel Debt, a claim against ghwviders of security for the full principal amouaot the Notes,
noteholders bear some risks associated with algesasolvency or bankruptcy of the security trest€he Parallel Debt
obligations referred to above are contained inltiteenture, which are governed by New York law. tidision to the
specific risks described above, there is no assarganerally that such a structure will be effectrefore German courts
as there is no judicial or other guidance as teffisacy, and therefore the ability of the trusteeenforce the collateral
may be restricted.

Hardening periods and fraudulent transfer

In the event of insolvency proceedings with respe@ German Security Provider are opened in Geynemy
Guarantee and other security provided by that yertduld be subject to potential challenges by asolirency
administrator Ifpsolvenzverwaltgr under the rules of avoidance as set out in them@e Insolvency Code
(Insolvenzordnunyg

Based on these rules, an insolvency administragyr challenge transactions that are deemed detraienthe
insolvent debtor’s creditors as a whole and wefecefd prior to the commencement of insolvency eedings. Such
transactions may include the payment of any amatentse holders of the Notes as well as grantimgrttany security
interest or guarantee, such as the Guarantee amditgegranted in connection with the issuance hif Notes. An
administrator’s right to challenge transactions m@gpending on the circumstances, extend to tréinsacthat have
occurred up to ten years prior to the filing of getition for commencement of insolvency proceesliig the event such
a transaction is successfully challenged, the msldé the Notes would be under an obligation tcayefhe amounts
received to the insolvency estate or to forfeitdbeurity interest or Guarantee.

In particular, an actRechtshandlurjgor a transactionRechtsgeschftwhich term includes the issuance of
guarantees and granting of security as well asghayment of debt) may be challenged in the folimndases:

* any act granting an insolvency creditor, or eimgbhn insolvency creditor to obtain, security [itting a
guarantee) or satisfaction (i) if such act wasgrened during the last three months prior to thadilof the
petition for the commencement of the insolvencycpealings and the debtor was illiquichilungsunféahig
at the time when such act was taken and the crdutim knowledge of such illiquidity (or of circurastces
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that imperatively suggest that the debtor wastiitij] at such time, or (i) if such act was perfochefter

the filing of the petition for the commencement tbe insolvency proceedings and the creditor had
knowledge of the illiquidity of the debtor or thiéirfg of such petition (or of circumstances imparely
suggesting such illiquidity or filing);

* any act granting an insolvency creditor, or eimgbhn insolvency creditor to obtain, security (itting a
guarantee) or satisfaction to which such creditas wot entitled or which was granted or obtained in
form or at a time to which or at which such creditzas not entitled to such security or satisfaction
(i) such act was performed during the last montbrgo the filing of the petition for the commencent of
the insolvency proceedings or after such filing) quch act was performed during the second od thir
month prior to the filing of the petition and theldor was illiquid at such time, or (iii) such agts
performed during the second or third month prioth filing of the petition for the commencementtiod
insolvency proceedings and the creditor knew atithe such act was taken that such act was dettahen
to the other insolvency creditors (or of circumses that imperatively suggest that such act was
detrimental to the other insolvency creditors);

e any transaction by the debtor that is directltrideental to the insolvency creditors or by which a
proprietary claim against a debtor is obtained erdmes enforceable if (i) it was entered into dytime
three months prior to the filing of the petition the commencement of the insolvency proceedings, th
debtor was illiquid at the time of such transactéom the counterparty to such transaction had ledgd
of the illiquidity at such time or (ii) it was emtdl into after such filing and the counterpartystach
transaction had knowledge of either the debtolitguiidity or such filing at the time of the transiao;

* any act whereby a debtor grants security (inclgdjuarantees) for a third party debt, which migét
regarded as having been granted gratuitousigrgtgeltlich), if it was effected in the four years prior t@th
filing of a petition for the commencement of inseey proceedings against the debtor;

e any act performed by the debtor during the temryeprior to the filing of the petition for the
commencement of insolvency proceedings with theninto prejudice the insolvency creditors and the
other party knew of such intention at the time wftsact;

* any act that provides security (including a gontee) or satisfaction for a shareholder loan madéeée
debtor or a similar claim if (i) in the case of th@vision of security, the act occurred during the years
prior to the filing of the petition for the commeaent of the insolvency proceedings or after thegfiof
such petition, or (i), in the case of satisfactitite act occurred during the last year prior ftling of the
petition for the commencement of the insolvencycpaalings or after the filing of such petition; and

* any act whereby the debtor satisfies a loan mneyeay claim or an economically equivalent claim dhiad
party if: (i) the transaction was effected in thstlyear prior to the filing of a petition for cormantement of
insolvency proceedings or thereafter; and (ii) areholder of the debtor had granted security or liahte
as a guarantoB{irge (in which case the shareholder has to comperbatéebtor for the amounts paid
(subject to further conditions)).

Furthermore, even in the absence of an insolvemogeeding, a third party creditor that has obtained
enforcement order but has failed to obtain fulisfattion of its enforceable claims by a levy okeution, has, under
certain circumstances, the right to challenge gertansactions, such as the payment of debt aadgthnting of
guarantees and security interests pursuant to &mng&h Act on the Non-insolvency Avoidance of Tratisas by the
Debtor @nfechtungsgesgtz

In addition, a creditor who obtained security frardebtor may be liable in tort if such creditor veagare of the
debtor’s insolvency at the time security was grdnithe German Federal Supreme CoBur({desgerichtshpheld that
this could be the case if, for example, the creditas to act with the intention of detrimentallyliencing the position
of the other creditors of the debtor in violatiohtlee legal principle of bonos moreSiftenwidrigkeit. Such intention
could be present if the beneficiary of the transactvas aware of any circumstances indicating dieastor as the grantor
of the guarantee or security is close to finanocidlapse Zusammenbrughor had reason to enquire further with respect
thereto.
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BOOK-ENTRY; DELIVERY AND FORM
General

The Notes sold to QIBs in reliance on Rule 144Aremresented by one or more global notes in regidtorm
without interest coupons attached (the “Rule 1448b@l Notes”). The Notes sold to persons outsi@elthited States in
reliance on Regulation S are represented by ongooe global notes in registered form without ins¢@upons attached
(the “Regulation S Global Notes”). The Rule 14404l Notes and the Regulation S Global Notes aledively
referred to as the “Global Notes.” The Rule 144/lzl Notes and the Regulation S Global Notes haen ldeposited
with a common depositary and registered in the nafriéhe nominee of the common depositary for theoants of
Euroclear and Clearstream Banking.

Ownership of interests in the Rule 144A Global Ndt®ule 144A Book-Entry Interests”) and in the
Regulation S Global Note (the “Regulation S BookrErninterests” and, together with the Rule 144A Bdmtry
Interests, the “Book-Entry Interests”) is limited persons that have accounts with Euroclear an@learstream
Banking, or persons that hold interests througt qacticipants. Euroclear and Clearstream Bankoid imterests in the
Global Notes on behalf of their participants throwgistomers’ securities accounts in their respeataimes on the books
of their respective depositaries. Except undetithiged circumstances described below, Book-Entrtgtests will not be
held in definitive certificated form.

Book-Entry Interests are shown on, and transfezsethf will be done only through, records maintainedhe
book-entry form by Euroclear and Clearstream Bamldnd their participants. The laws of some jurigdits, including
certain states of the United States, may requia¢ tertain purchasers of securities take physietivety of such
securities in definitive certificated form. The égioing limitations may impair the ability to owmansfer or pledge
Book-Entry Interests. In addition, while the Notase in global form, holders of Book-Entry Interest#l not be
considered the owners or “holders” of Notes for poypose.

So long as the Notes are held in global form, Hearcand/or Clearstream Banking, as applicabletieir
respective nominees), will be considered the saoleleérs of Global Notes for all purposes under thdehture. In
addition, participants must rely on the procedwe&uroclear and/or Clearstream Banking, and imdigarticipants
must rely on the procedures of Euroclear, CleastrBanking and the participants through which tvey Book-Entry
Interests, to transfer their interests or to exsereiny rights of holders under the Indenture.

Neither we nor the trustee do not have any respiitgi or be liable, for any aspect of the recordtating to
the Book-Entry Interests.

Redemption of the Global Notes

In the event any Global Note (or any portion théré® redeemed, Euroclear and/or Clearstream Banlis
applicable, will redeem an equal amount of the BEokry Interests in such Global Note from the anmaeceived by it
in respect of the redemption of such Global Notee Tedemption price payable in connection with régemption of
such Book-Entry Interests will be equal to the antaeceived by Euroclear and Clearstream Bankiagpplicable, in
connection with the redemption of such Global Ng@ie any portion thereof). We understand that, urttierexisting
practices of Euroclear and Clearstream Bankinfgwfer than all of the Notes are to be redeemedatime, Euroclear
and Clearstream Banking will credit their respeefparticipants’ accounts on a proportionate bagith (@djustments to
prevent fractions), by lot or on such other basithey deem fair and appropriapeovided howevey that no Book-Entry
Interest of €100,000 principal amount or less maydzleemed in part.

Payments on Global Notes

We will make payments of any amounts owing in resjpé the Global Notes (including principal, premmipif
any, and interest) to the paying agent, which pélés the funds to the common depositary or its neenfor Euroclear
and Clearstream Banking, which will distribute syséyments to participants in accordance with tleeistomary
procedures. We will make payments of all such art®without deduction or withholding for, or on acot of, any
present or future taxes, duties, assessments @rmgoental charges of whatever nature, except ashmagquired by
law and as described under “Description of the BletAdditional Amounts.” If any such deduction or kiiblding is
required to be made, then, to the extent describeér “Description of the Notes—Additional Amounttjove, we will
pay additional amounts as may be necessary in tidethe net amounts received by any holder of2todbal Notes or
owner of Book-Entry Interests after such deductionvithholding will equal the net amounts that sinchder or owner
would have otherwise received in respect of suatb&@lINote or Book-Entry Interest, as the case mgyabsent such
withholding or deduction. We expect that standingtomer instructions and customary practices vallegn payments
by participants to owners of Book-Entry Interestédhithrough such participants.
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Under the terms of the Indenture, the Issuer, thetde, the paying agent and the transfer ageat the
registered holder of the Global Notesg, Euroclear or Clearstream Banking (or their reBpecnominees)) as the
owner thereof for the purpose of receiving paymants for all other purposes. Consequently, nongspthe trustee, the
paying agent, the transfer agent or any of outsoreispective agent has or will have any respditgibr liability for:

» any aspect of the records of Euroclear, Cleasir®anking or any participant or indirect participa
relating to, or payments made on account of, a Heaky Interest or for maintaining, supervising or
reviewing the records of Euroclear, ClearstreamkBanor any participant or indirect participantathg
to, or payments made on account of, a Book-Entigrést, or

» Euroclear, Clearstream Banking or any particigarndirect participant.
Currency of Payment for the Global Notes

The principal of, premium, if any, and interest and all other amounts payable in respect of, tleb&@ Notes
will be paid in euro.

Action by Owners of Book-Entry Interests

Euroclear and Clearstream Banking have advisedstheer that they will take any action permittecbtotaken
by a holder of Notes (including the presentatiodNofes for exchange as described above) only aiteetion of one or
more participants to whose account the Book-Enttgrests in the Global Notes are credited and ionigspect of such
portion of the aggregate principal amount of Naiego which such participant or participants habawe given such
direction. Euroclear and Clearstream Banking wall exercise any discretion in the granting of coitsewaivers or the
taking of any other action in respect of the GloRates. However, if there is an Event of Defaultd@nthe Indenture,
each of Euroclear and Clearstream Banking reseheesght to exchange the Global Notes for defieitiegistered notes
in certificated form (“Definitive Registered Notgsind to distribute Definitive Registered Notestsgparticipants.

Transfers

Transfers between participants in Euroclear andarGteeam Banking will be affected in accordancehwit
Euroclear and Clearstream Banking rules and wikdttied in immediately available funds. If a holdequires physical
delivery of Definitive Registered Notes for anyses, including to sell Notes to persons in stateElvrequire physical
delivery of securities or to pledge such securitisch holder must transfer its interests in theb@l Notes in
accordance with the normal procedures of Euro@dedrClearstream Banking and in accordance witlptbeedures set
forth in the Indenture.

The Global Note for Rule 144A Book-Entry Intereb@ve a legend to the effect set forth under “Notize
Investors.” Book-Entry Interests in the Global Notare subject to the restrictions on transfers eedification
requirements discussed under “Notice to Investors.”

Rule 144A Book-Entry Interests may be transferced person who takes delivery in the form of a Ratgan S
Book-Entry Interest only upon delivery by the trimer of a written certification (in the form praled in the Indenture)
to the effect that such transfer is being madecooalance with Regulation S or Rule 144 under #muBties Act or any
other exemption (if available under the Securifies.

In connection with transfers involving an exchargfea Regulation S Book-Entry Interest for a RuldA4
Book-Entry Interest, appropriate adjustments widl nmade to reflect a decrease in the principal amadnthe
Regulation S Global Note and a corresponding irsgréathe principal amount of the Rule 144A GloKate.

Any Book-Entry Interest in one of the Global Notésat is transferred to a person who takes deliverghe
form of a Book-Entry Interest in any other GlobabtBl will, upon transfer, cease to be a Book-Entgrest in the
first-mentioned Global Note and become a Book-Ehttgrest in such other Global Note, and accordingll thereafter
be subject to all transfer restrictions, if anyd ather procedures applicable to Book-Entry Intesr@s such other Global
Note for as long as it remains such a Book-Enttgrbst.

Definitive Registered Notes
Under the terms of the Indenture, owners of thekBBotry Interests will receive Definitive Registdrblotes:

» if Euroclear or Clearstream Banking notifies liattit is unwilling or unable to continue to actdepositary
and a successor depositary is not appointed byithewt 20 days; or
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« if the owner of a Book-Entry Interest requestshsaxchange in writing delivered through either delgar
or Clearstream Banking following an Event of Defawider the Indenture.

In the case of the issuance of Definitive Registekotes, the holder of a Definitive Registered Notay
transfer such note by surrendering it to the Remisir a Transfer Agent. In the event of a pattiahsfer or a partial
redemption of a holding of Definitive Registeredték represented by one Definitive Registered Nat®efinitive
Registered Note will be issued to the transferemspect of the part transferred and a new DefmiRegistered Note in
respect of the balance of the holding not transteror redeemed will be issued to the transferother holder, as
applicable; provided that no Definitive Registefddte in a denomination less than €100,000, as cgdgk, will be
issued. We will bear the cost of preparing, prigitipackaging and delivering the Definitive RegisteNotes.

We are not be required to register the transfeexahange of Definitive Registered Notes for a gkid 15
calendar days preceding (i) the record date forgayment of interest on the Notes, (ii) any datedifor redemption of
the Notes or (iii) the date fixed for selectiontloé Notes to be redeemed in part. Also, we areetptired to register the
transfer or exchange of any Notes selected formetien. In the event of the transfer of any DefigtRegistered Note,
the trustee may require a holder, among other $hitg furnish appropriate endorsements and tramkfeuments as
described in the Indenture. We may require a haidgray any taxes and fees required by law and iftedrby the
Indenture and the Notes.

If Definitive Registered Notes are issued and aléothereof claims that such Definitive RegistelExte has
been lost, destroyed or wrongfully taken, or if lsuRefinitive Registered Note is mutilated and isrendered to the
registrar or at the office of the transfer ageng, will issue and the trustee will authenticate plaeement Definitive
Registered Note if the trustee’s and our requirdmeme met. We or the trustee may require a haldquesting
replacement of a Definitive Registered Note to ifsliran indemnity bond sufficient in the judgmentboith to protect
ourselves, the trustee or the paying agent apmbiptesuant to the Indenture from any loss which ahyhem may
suffer if a Definitive Registered Note is replacétle may charge for any expenses incurred by usepfacing a
Definitive Registered Note.

In case any such mutilated, destroyed, lost orest@efinitive Registered Note has become or is albou
become due and payable, or is about to be redeemmarchased by us pursuant to the provisions eiitdenture, we,
in our discretion, may, instead of issuing a newiriXve Registered Note, pay, redeem or purchaseh Definitive
Registered Note, as the case may be.

Definitive Registered Notes may be transferred erchanged only after the transferor first delivershe
trustee a written certification (in the form progitlin the Indenture) to the effect that such tramsfill comply with the
transfer restrictions applicable to such notes."Ske¢ice to Investors.”

So long as the Notes are listed on the Officiat bisthe Luxembourg Stock Exchange, we will publishotice
of any issuance of Definitive Registered Notes ineavspaper having general circulation in Luxembofwhich we
expect to be theuxemburger Wojtor, to the extent and in the manner permittedgigh rules, posted on the official
website of the Luxembourg Stock Exchangeviv.bourse.liu Payment of principal, any repurchase price, juemand
interest on Definitive Registered Notes will be @bl at the office of our paying agent in Officiaist of the
Luxembourg so long as the Notes are listed on theeinbourg Stock Exchange.

Information Concerning Euroclear and Clearstream Biking

We understand as follows with respect to Eurocksad Clearstream Banking. Euroclear and Clearstream
Banking hold securities for participating organiaas. They also facilitate the clearance and se#l# of securities
transactions between their respective participdmtaugh electronic book-entry changes in accouhtsioch participants.
Euroclear and Clearstream Banking provide varioesvises to their participants, including the safgkag,
administration, clearance, settlement, lending dmirowing of internationally traded securities. &tlear and
Clearstream Banking interface with domestic sei@srimarkets. Euroclear and Clearstream Bankingczatts are
financial institutions such as underwriters, se@sgi brokers and dealers, banks, trust companidscartain other
organizations. Indirect access to Euroclear ané@r8leeam Banking is also available to others sichamks, brokers,
dealers and trust companies that clear through aintain a custodian relationship with a EuroclearCtearstream
Banking participant, either directly or indirectly.
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TAXATION CONSIDERATIONS

The following is a summary of certain German an&.UJederal income tax considerations for the probpe
purchasers of the Notes. This discussion is limitegersons who purchase the Notes at originakissul at their “issue
price” (the first price at which a substantial paftthe Notes are sold to investors for cash, elio sales to bond
houses, brokers or similar persons or organizatiaciing in the capacity of underwriters, placemagents or
wholesalers) and, in the case of a U.S. Holdedéimed below) that hold the Notes as capital asaetl use the U.S.
dollar as their functional currency, and in theeca German-resident noteholders that use the &sitheir functional
currency. The discussion does not consider theristances of particular purchasers subject to apioi regimes, such
as banks, insurance companies, dealers, tax exergahizations or persons holding the Notes as @ad hedge,
straddle, conversion, integrated or constructite sansaction. This summary is based upon thealsn effect and as
applied on the date of this offering memorandum &nsgubject to any change in law, court rulingsadministrative
practice that may take effect after such date evitimretrospective effect. The discussion is a gelneummary only and
is not a substitute for tax advice.

EACH PROSPECTIVE PURCHASER SHOULD SEEK ADVICE FROM AN INDEPENDENT TAX
ADVISOR ABOUT THE TAX CONSEQUENCES UNDER ITS OWN PARTICULAR CIRCUMSTANCES OF
INVESTING IN OFFERED SECURITIES UNDER THE LAWS OF G ERMANY, THE UNITED STATES AND
ITS CONSTITUENT JURISDICTIONS AND ANY OTHER JURISDI CTION WHERE THE PURCHASER
MAY BE SUBJECT TO TAXATION.

As used herein, “noteholder” means a beneficialevai a Note.
German Income Tax Considerations

Investors are advised to consult their own tax saivior the tax consequences of the purchase,viinership
and the disposition of Notes, including the effetcany state or local taxes under the tax law$efRederal Republic of
Germany as well as of any other country of whiaythre residents.

German Tax Resident Private Noteholders
General

Interest, including any Additional Amounts, recalvby German resident private noteholdeirs., (private
individuals whose residence or habitual abodedatkd in Germany), is generally subject to incomedt a flat rate of
25% (plus 5.5% solidarity surcharge thereon andpflicable, church tax).

The flat tax regime also applies to capital gainsluding any Additional Amounts, from the saleredemption
of the Notes held by German resident private ndtirs. Losses from the sale or redemption of theedloan only be
offset against other investment income within theaning of the flat tax regime. In the event thatadiiset is not
possible in the assessment period in which theestohave been realized, such losses will be cafoi®eard into future
assessment periods only and can, subject to cedstirictions, be offset against investment incajeeerated in future
assessment periods.

Capital gains and losses are determined by therdiite between the sales/redemption proceeds théter
deduction of expenses directly connected to the/rsalemption and the acquisition costs of the Notes

Withholding Tax

For German resident private noteholders, the #atdn interest on the Notes is generally leviedway of
withholding tax, provided that the Notes are held¢ustody with a German branch of a German or nen¥@n bank or
financial services institution or with a securitigading company or securities trading bank in Feeleral Republic of
Germany (“Disbursing Agent”).

The applicable withholding tax rate is 25% (pluS%.solidarity surcharge thereon and, if applicableyrch
tax).

The withholding tax regime should also apply to gans from the sale or redemption of Notes redlizg
German resident private noteholders holding theeBlin custody with a Disbursing Agent. Howeverthe extent the
Notes have not been held in custody with the sambupsing Agent since their time of acquisitionthkiolding tax is
levied on 30% of the proceeds from the disposakdemption unless the current Disbursing Agenthbeen provided
with evidence of the actual acquisition costs ef Notes by the previous Disbursing Agent or byagesbent of a bank or
financial services institution within another Meml&tate of the European Union, within the EuropEaonomic Area
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or certain other countries in accordance with Ait.para. 2 subpara. i of the EU Council Directi@®2/48/EC dated
June 3, 2003, on the Taxation of Savings Inconthar-orm of Interest Payments (“EU Savings Tax Qive").

For German resident private noteholders, the withihg tax is generally definitivei.g., in principle there will
be no further income tax liability on investmentame from which withholding tax was deducted arelribteholder is
not required to declare such income in his/herr&urn). In the case of investment income whichds subject to the
withholding tax regime, a special flat tax assesgmeocedure appliegge., the noteholder has to declare the income in
his or her tax return and is taxed at the flatret® in accordance with the flat tax principleslioet above. This applies
mutatis mutandisn the case that church tax (although due) islexied by way of the withholding tax. Finally, the
special flat tax assessment procedure applies tgzprest of the noteholder, provided that furtherq@guisites are met.
German resident private noteholders having a Igvegsonal income tax rate may, upon applicatiory aislude the
investment income in their general income tax retarachieve a lower tax rate. Taxes withheld icess of the assessed
tax liability will be refunded.

German resident private noteholders are entitle@ fomp-sum deduction from investment income in the
amount of €801 (€1,602 for married couples filimx returns jointly)per annum whereby higher expenses directly
attributable to a capital investment are not dablect The Disbursing Agent will take into accouhbse lump-sum
deductions upon filing of an exemption certificdkeistellungsauftraly No withholding tax will be deducted if the
noteholder has submitted to the Disbursing Agecerdificate of non-assessmemi¢htveranlagungs—Bescheiniggng
issued by the competent local tax office.

German Tax Resident Business Noteholders

Interest, including any Additional Amounts, recalvey German resident business noteholdiees {ndividual
or corporate noteholder that hold the Notes asnessi assets—including via a partnership, as the may be—whose
residence, habitual abode, statutory seat or piheéfective management is located in Germany) @aqultal gains from
the sale or redemption of the Notes are subje@tdome tax or corporate income tax, as the case bbvayas well as
solidarity surcharge (and in the case of individual applicable, church tax); gains derived from ariginal issue
discount, if any, are, in principle, treated asetiefd income which is realizguto rata temporisin addition, trade tax is
levied to such income, if the Notes are held agtassf a German trade or business. Losses shouddrake be tax
deductible.

The withholding tax regime outlined above shoullgpmutatis mutandisto German resident business
noteholders. However, German corporate noteholdedsother noteholders holding the Notes as as$edasGerman
trade or business should in essence not be sujebe withholding tax on gains from the sale atemaption of the
Notes (.e., for these noteholders only interest, including additional Amounts, but not gains from the sale o
redemption of the Notes are subject to the withingldax regime, if, in case of certain corporatéeholders, the
corporate status is evidenced by a certificatdhefdompetent tax office and, in the case the nutésas business assets
by individuals or partnerships, upon applicatiofe noteholder is obliged to include the respedtie®me and related
(business) expenses in the annual income tax return

Any withholding tax imposed is credited against Berman resident business noteholder’s (corporate o
individual) income tax liability (and the solidarisurcharge as well as, if applicable, church taxhe course of the tax
assessment proceduieg., the withholding tax is not definitive. Any potédtsurplus of the withholding tax will be
refunded.

The trade tax liability depends on the trade taxdiadetermined by the municipality where the Germesident
business noteholder maintains his/her permaneablegiment.

Foreign Tax Resident Noteholders

Foreign resident noteholderise(, individual or corporate noteholder whose resigemabitual abode, statutory
seat or place of effective management is not lacaieGermany) should generally not be taxable imntaay with
interest, including any Additional Amounts, on ahd gains from the sale or redemption of the Nates in general, no
German withholding tax should be withheld from susbome. This should hold true, even if the Notes laeld in
custody with a Disbursing Agent. Exceptions appheve the Notes are held as business assets ofnaaGgermanent
establishment or the income otherwise qualifiesi@sme from German sources for tax purposes.

Other Taxes

No stamp, issue, registration or similar taxes otied will be payable in Germany in connection wilie
issuance, delivery or execution of the Notes. Guilyenet assets ta¥érmogensteugis not levied in Germany.
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EU Savings Tax Directive

Under the EU Savings Tax Directive, each MembeteStarequired to provide the tax authorities obther
Member State with details of interest payments tbeiosimilar income paid by a person within itsigdiction to, or
collected by such a person for, an individual restdn that other Member State. Austria and Luxeunponay instead
apply a withholding system for a transitional pdrio relation to such payments, deducting tax egsraising over time
to 35%. The transitional period is to terminateéhat end of the first full fiscal year following agment by certain non-
EU countries to the exchange of information resonch payments. The directive has been implemeént&grmany by
the decree on the taxation of interest inco#iaginformationsverordnugwhich has applied since July 1, 2005.

A number of non-EU countries and certain dependerdassociated territories of certain Member Stateeh
adopted similar measures (either provision of im@tion or transitional withholding) in relation payments made by a
person within its jurisdiction to, or collected bych a person for, an individual resident in a Menthtate. In addition,
the Member States have entered into reciprocaligiosv of information or transitional withholdingrangements with
certain of those dependent or associated territonieelation to payments made by a person in a bégnstate to, or
collected by such a person for, an individual restdn one those territories.

U.S. Federal Income Tax Considerations
General

UNITED STATES IRS CIRCULAR 230: To ensure compliane with Internal Revenue Service (“IRS")
Circular 230, you are hereby notified that: (i) any discussion of U.S. federal tax issues in this offieg
memorandum is not intended or written to be reliedupon, and cannot be relied upon, for the purpose cvoiding
penalties that may be imposed under the Internal Reenue Code of 1986, as amended (the “Code”); (iiish
discussion is written in connection with the promadbn or marketing of the transactions or matters addessed
herein; and (iii) Holders should seek advice basedn their particular circumstances from an independat tax
advisor.

The following summary describes certain U.S. fed@raome tax consequences that may be relevant with
respect to the acquisition, ownership and dispositif Notes by U.S. Holders (as defined below) whochase Notes in
this offering at their “issue price’i.é., the first price at which a substantial amountNuftes is sold for money to
investors (not including bond houses, brokers milar persons or organizations acting in the capasfi underwriters,
placement agents or wholesalers)). This summary adadiresses U.S. federal income tax consideratibsS. Holders
that will hold the Notes as capital assets. It does purport to be a comprehensive description lbftte tax
considerations that may be relevant to a decigiquutchase the Notes. In particular, this summalschot address tax
considerations applicable to U.S. Holders that rhaysubject to special tax rules including, withdéiotitation, the
following: (i) financial institutions; (ii) insurase companies; (iii) dealers or traders in securitie currencies; (iv) tax-
exempt entities; (v) persons that will hold Notespart of a “hedging” or “conversion” transactionas a position in a
“straddle” or as part of a “synthetic security” other integrated transaction for U.S. federal ineotax purposes;
(vi) persons that have a “functional currency” othtban the U.S. dollar; (vii) regulated investmerimpanies;
(vii) partnerships or other pass-through entibesnvestors in such entities; and (ix) persons tizave ceased to be U.S.
citizens or lawful permanent residents of the Uhitates. Further, this summary does not addresmative minimum
tax consequences or U.S. federal Medicare-relateddnsequences and estate and gift tax conseguence

This summary is based on the Code and U.S. Treasguations and judicial and administrative intetptions
thereof, as of the date of this offering memorandiéth of the foregoing are subject to change, whattange could
apply retroactively and could affect the tax consmages described below.

For purposes of this summary, a “U.S. Holder” isemeficial owner of a Note that is, for U.S. fedénaome
tax purposes: (i) an individual who is a citizerresident of the United States; (ii) a corporatimnother entity treated as
a corporation, created or organized in or underl#ives of the United States, any state thereof,her District of
Columbia; (iii) an estate the income of which ibjset to U.S. federal income taxation regardlessgso$ource; or (iv) a
trust if (1) a court within the United States ideatn exercise primary supervision over the adriai®n of the trust and
one or more U.S. persons have the authority torcball substantial decisions of the trust or (& ttrust was in
existence on August 20, 1996 and has properlyedect continue to be treated as a U.S. person.

If any entity treated as a partnership or otheisghsough entity for U.S. federal income tax pugsbolds
Notes, the tax treatment of a partner in or owrfethe partnership or other pass through entity géherally depend
upon the status of the partner or owner and thwitkes of the entity. Holders that are a partneror owner of a
partnership or other pass through entity that issiiering holding Notes should consult their ownaddvisors.
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Each prospective investor should consult its owratdvisor with respect to the U.S. federal (inchgdincome,
estate and gift), state, local and foreign tax egasnces of acquiring, owning and disposing of Blot¢S. Holders
should also review the discussion under “—Germaonme Tax Considerations” for the German tax consecgs to a
U.S. Holder of the ownership of Notes.

Payments of Stated Interest

Stated interest paid on a Note will be taxable t0.8. Holder as ordinary interest income at theetiinis
received or accrued, depending on the U.S. Holdrethod of accounting for U.S. federal income taxppses.

A U.S. Holder who uses the cash method of accograimd who receives a payment of stated interesiu@ing
a payment attributable to accrued but unpaid stattest upon the sale, exchange, redemptionmenegint or other
disposition of a Note) will be required to include income the U.S. dollar value of the euro paymeteived
(determined based on the spot rate on the datpapeent is received), regardless of whether theneay is in fact
converted to U.S. dollars at that time. A cashdbkE. Holder will not realize foreign currency baage gain or loss on
the receipt of stated interest income but may reizegexchange gain or loss upon the actual digpositf the euros
received.

A U.S. Holder who uses the accrual method of actiogrwill accrue stated interest income in euro,antdess
a special election is made, translate that amauatU.S. dollars based on the average spot rageafange in effect for
the accrual period (or, with respect to an accpglod that spans two taxable years, at the avespgerate for the
partial period within the applicable taxable yeaklternatively, an accrual method U.S. Holder mésceto translate
stated interest income into U.S. dollars at the sat® on the last day of the interest accrualqgoe(or, in the case of a
partial accrual period, the spot rate on the last af such partial accrual period) or, if the dateeceipt is within five
business days of the last day of the interest atgeriod, the spot rate on the date of receiptl.8. Holder that makes
this election must apply it consistently to all taistruments from year to year and cannot chahgeetection without
the consent of the IRS. A U.S. Holder that usesate@ual method will recognize foreign currencyngar loss with
respect to accrued stated interest income on the & interest payment (or proceeds from the sehange,
redemption, retirement or other disposition attidale to accrued stated interest) is actually xexki The amount of
foreign currency gain or loss recognized will eqtied difference between the U.S. dollar value @f ¢ro payment
received (determined based on the spot rate odateethe payment is received) in respect of theuatperiod and the
U.S. dollar value of stated interest income that &iecrued during the accrual period (as deternabede), regardless of
whether the payment is in fact converted to U.Hlada This foreign currency gain or loss generaliil be treated, for
U.S. foreign tax credit purposes, as U.S. souraknary income or loss, and generally will not beated as an
adjustment to interest income or expense.

Stated interest received by a U.S. Holder will lmated as foreign source income for purposes aitzing
that holder’s foreign tax credit limitation. Thamiitation on foreign taxes eligible for the U.S. dgn tax credit is
calculated separately with respect to specificsdaof income. The rules governing foreign tax itseate complex and,
therefore, U.S. Holders should consult their owx advisors regarding the availability of foreign teredits in their
particular circumstances.

Original Issue Discount

If the Notes are issued at an issue price lessttigin stated principal amount they will be consetkto have
been issued with original issue discount (“OID”y 1d.S. federal income tax purposes unless the Gl@dgs than a de
minimis threshold (generall/, of 1% of the Notes’ stated principal amount miikig by the rounded down number of
years to maturity from its issue date).

Payments of stated interest will be taxable asridesst under “—Payments of Stated Interest.”

A U.S. Holder of a Note treated as issued with @lst include the OID in income as ordinary incomey.S.
federal income tax purposes as it accrues undematant yield method in advance of receipt of thehcpayments
attributable to such income, regardless of such Hdder’s regular method of tax accounting. Ingyah the amount of
OID included in income by the U.S. Holder of a N&@he sum of the daily portions of OID with respto such Note
for each day during the taxable year (or portiorthef taxable year) on which the U.S. Holder hekl Mote. The daily
portion of OID on any Note is determined by all@cgtto each day in any accrual period a ratableigroiof the OID
allocable to that accrual period. An accrual penualy be of any length and the accrual periods naaty \n length over
the term of the Note, provided that each accruailogdeis no longer than one year and each schedudgthent of
principal or interest occurs either on the firsy da final day of an accrual period. The amoun©OdD allocable to each
accrual period is generally equal to the exceg§ tifie product of the Note’s “adjusted issue pri@es defined below) at
the beginning of such accrual period and its ytelanaturity (determined on the basis of compoundihthe close of
each accrual period and appropriately adjustedhke into account the length of the particular aalcperiod) over
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(ii) the amount of any qualified stated interesympants allocable to such accrual period. The “@dglisssue price” of a
Note at the beginning of any accrual period isshen of the issue price of the Note plus the amo@ID allocable to
all prior accrual periods. All stated interest ¢ tNotes is qualified stated interest. Under thedes, U.S. Holders
generally will have to include in taxable incomergasingly greater amounts of OID in successiveuat@eriods. The
amount of OID included in gross income increaseddts. Holder's adjusted tax basis in the Note.

Regardless of the U.S. Holder’s regular methodcobanting, any U.S. Holder of Notes treated aseidswith
OID must (i) determine OID allocable to each actpexiod in euro using the constant yield methodcdbed above,
and (i) translate the amount of OID into U.S. dodl and recognize foreign currency gain or loghénsame manner as
described above for stated interest accrued bycerual basis U.S. Holder. U.S. Holders should ribt¢ because the
cash payment in respect of accrued OID on a Nollenat be made until maturity or other dispositiohthe Note, a
greater possibility exists for fluctuations in faye currency exchange rates (and the required rethog of exchange
gain or loss) than is the case for foreign curransyruments issued without OID. U.S. Holders aiged to consult their
tax advisors regarding the interplay between th@ieation of the OID and foreign currency exchaggén or loss rules.

If Notes are issued with OID, U.S. Holders may obiaformation regarding the amount of OID, theuiss
price, the issue date and the yield to maturitgthey) to a Note by contacting the financial coritnoat Heckler & Koch-
Strasse 1, 78727 Oberndorf am Neckar, Germany.

The rules governing OID instruments are complex, aedordingly, prospective investors should conthéir
own tax advisors concerning the application of sudés to the Notes.

Disposition of a Note

Upon the sale, exchange, redemption, retirementtar taxable disposition of a Note, a U.S. Holgiemerally
will recognize taxable gain or loss equal to thiéedénce between the amount realized on such dispogexcept to the
extent any amount realized is attributable to a@drout unpaid stated interest, which is taxed dmary income to the
extent not previously so taxed) and the U.S. Hdddadjusted tax basis in the Note. A U.S. Holdedjusted tax basis
will generally be the U.S. dollar value of the epaad for the Note, determined on the date of pagsehincreased by any
OID previously included in income. If the Note iaded on an established securities market, a csh taxpayer (and if
it elects, an accrual basis taxpayer) will detearmine U.S. dollar value of the euro amount paidtfier Note on the
settlement date of the purchase. The amount rélatimehe sale, exchange, redemption, retiremeother disposition of
a Note for an amount of foreign currency will gaailsr be the U.S. dollar value of such foreign coog based on the
spot exchange rate on the date payment is receivélde Note is disposed gfrovided, howeverthat if the Note is
traded on an established securities market, alzasih taxpayer (and if it elects, an accrual hasigayer) will determine
the U.S. dollar value of such foreign currency ba settlement date of the disposition. If an adcnuethod taxpayer
makes the election described above, such electiuast fve applied consistently to all determinatiohsaa basis and
amount realized with respect to all debt instruradram year to year and cannot be changed withmutbnsent of the
IRS.

Except as discussed below with respect to foreigmeacy gain or loss, any gain or loss realizedaby.S.
Holder on the disposition of a Note will be capigalin or loss and will be treated as long-term tedygiain or loss if the
Note has been held for more than one year at the ¢if the disposition of the Note. For certain monporate holders
(including individuals), any such long-term capitgin is currently subject to U.S. federal incorag &t preferential
rates. The deductibility of capital losses is sabje limitations.

Gain or loss realized upon the sale, exchangeenetint, redemption or other taxable dispositioa dfote that
is attributable to fluctuations in currency exchangtes will be ordinary income or loss which witit be treated as
interest income or expense. Payments received spamna disposition that are attributable to accsiated interest will
be treated in accordance with the rules applicabfimyments of stated interest described abovéhé&umore, the gain or
loss attributable to fluctuations in currency exudparates will include the difference betweenh@ U.S. dollar value of
your purchase price for the Note, determined ondtite the Note is retired or disposed of, andt{#)U.S. dollar value
of your purchase price for the Note, determinedhendate you acquired the Note (or, in each castermiined on the
settlement date if the Notes are traded on an ledted securities market and the holder is eitheash basis or an
electing accrual basis holder). If a Note is natled on an established securities market (orNib& is so traded, but a
U.S. Holder is an accrual basis taxpayer that lismade the settlement date election), a U.S. Hokdke recognize
foreign currency exchange gain or loss to the exttet the U.S. dollar value of the foreign currgneceived (based on
the spot rate on the settlement date) differs ftbenU.S. dollar value of the amount realized. Idi&on, as discussed
above, if Notes are treated as issued with OID,% Holder will recognize foreign currency gainlass with respect to
amounts of previously accrued OID based upon tfferdince, if any, between the rate of exchangetdtiwthe OID
was included in income in each accrual period wihiieNote was held by the holder and the applicedike of exchange
at which the holder is required to translate fanaigrrency at the time the Note matures or is etiser disposed of. The
foreign currency gain or loss arising from the disifion of a Note will be recognized only to thdesx of the total gain
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or loss realized by the U.S. Holder on the sale&harge, retirement, redemption or other dispositibrihe Note.
Generally, the foreign currency gain or loss will b.S. source ordinary income or loss for U.S. ifpregax credit
purposes.

Exchange of Foreign Currencies

A U.S. Holder that purchases a Note with foreigrrency will generally recognize exchange gain aslequal
to the difference, if any, between the tax basisuoh foreign currency in U.S. dollars and the faarket value of the
foreign currency in U.S. dollars on the date of papt of the foreign currency. Such gain or lossegeaity will be
ordinary income or loss and generally will be Us&urce income or loss for U.S. foreign tax credifoses.

A U.S. Holder’s tax basis in the euros receiveéhterest on a Note will be the U.S. dollar valuertof at the
spot rate in effect on the date the euros are dhiigle in income. A U.S. Holder's tax basis in eureseived on the sale,
exchange, redemption or retirement of a Note valklgual to the U.S. dollar value of the euros detezd at the time of
the euros are paid to such U.S. Holder. Any gaitioes recognized by a U.S. Holder on a sale, exgdhar other
disposition of the euros will be ordinary incomelass and generally will be U.S. source incomeoss Ifor U.S. foreign
tax credit purposes.

Tax Return Disclosure Requirements

Certain U.S. Treasury regulations require the ripgrof transactions generally not regarded asstzlters,
including certain foreign currency transactionsmgprise to losses in excess of a certain minimomunt €.g, $50,000
in the case of an individual or trust), such asréweipt or accrual of interest or a sale, exchangf@ement or other
taxable disposition of a foreign currency notearefgn currency received in respect of a foreignency note. Persons
considering the purchase of Notes should consuh trieir own tax advisors to determine the tax metdisclosure
obligations, if any, with respect to an investminthe Notes or the disposition of euros, includamy requirement to
file IRS Form 8886 (Reportable Transaction Stateinen

Backup Withholding and Information Reporting

Backup withholding and information reporting reguitents may apply to certain payments to U.S. Heldér
interest on the Notes and to the proceeds of a eatdhange or other disposition (including a reteat or redemption)
of a Note. Backup withholding (currently at a rafe28%) may be required if the U.S. Holder failst@ furnish the U.S.
Holder’'s taxpayer identification number, (i) tortify that such U.S. Holder is not subject to bgzkwithholding or
(i) to otherwise comply with the applicable repments of the backup withholding rules. Certair5.UHolders
(including, among others, corporations) are notjesttbto the backup withholding and information repw
requirements. Backup withholding is not an addaioiax. Any amounts withheld under the backup witbing rules
from a payment to a U.S. Holder generally may béwtd as a credit against such U.S. Holder’s We@erfal income tax
liability and may entitle you to a refund, providixt the required information is timely furnishtedthe IRS.
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PLAN OF DISTRIBUTION

Subject to the terms and conditions stated in tiveh@ase agreement dated May 6, 2011, the initiedh@sers
have agreed to purchase, and we have agreed to #igdim, €295 million aggregate principal amouithe Notes.

The purchase agreement provides that the obligafidine initial purchasers to purchase the Notesuigect to
approval of legal matters by counsel and to otbadiions. The initial purchasers must purchasefahe Notes if they
purchase any of the Notes.

The Notes and the Guarantees have not been andowlitle registered under the U.S. Securities Aguatified
for sale under the securities laws of any statpigsdiction outside the United States and maybwbffered to, or for
the account or benefit of, persons in the UnitexteStexcept in transactions exempt from the registr requirements of
the U.S. Securities Act. See “Notice to Investors.”

The initial purchasers may make offers and salethén United States through their affiliates. Thdiah
purchasers may use affiliates or other appropyidietnsed entities for sales of the Notes in plidgons in which they
are otherwise not permitted.

We have been advised that the initial purchaseyggse to resell the Notes at the offering pricdath on the
cover page of this offering memorandum within thaeited States to qualified institutional buyers @efined in
Rule 144A) in reliance on Rule 144A and outside Wmited States in offshore transactions in relianceRegulation S.
The price at which the Notes are offered may beged at any time without notice.

In addition, until 40 days after the commencemdrthis offering, an offer or sale of Notes withimet United
States by a dealer that is not participating is tiffering may violate the registration requirenseoit the U.S. Securities
Act if that offer or sale is made otherwise thamatordance with Rule 144A.

Each initial purchaser represents and warrants that

0] they have only communicated or caused to bensonicated and will only communicate or cause to be
communicated an invitation or inducement to engagivestment activity (within the meaning of
Section 21 of the FSMA) received by them in coniegctvith the issuance or sale of the Notes in
circumstances in which Section 21(1) of the FSMAsInot apply to the Issuer or any Guarantor; and

(i) they have complied and will comply with all giEcable provisions of the FSMA with respect to
anything done by them in relation to the Notedrom or otherwise involving the United Kingdom.

Application has been made for the Notes to bediste the Official List of the Luxembourg Stock Exclge
and for trading on the Euro MTF market. We canrssiige you that the prices at which the Notes willisa the market
after this offering will not be lower than the iait offering price or that an active trading market the Notes will
continue after this offering.

In connection with this offering, the initial pu@$ers did not acting for anyone other than us aad: wot
responsible to anyone other than us for providimg protections afforded to their clients or for \pding advice in
relation to this offering.

Buyers of the Notes sold by the initial purchasm®y be required to pay stamp taxes and other change
accordance with the laws and practice of the cguritpurchase in addition to the initial offeringqe set forth on the
cover of this offering memorandum.

In connection with the issue of the Notes, the Bty Manager or persons acting on its behalf roagr-allot
the Notes or effect transactions with a view topgrfing the market price of the Notes at a levghkr than that which
might otherwise prevail. However, there is no assoe that the Stabilizing Manager or persons adimgs behalf will
undertake stabilization action. Any stabilizatioatian may begin on or after the date on which adégypublic
disclosure of the terms of the offer of Notes isdmand, if begun, may be ended at any time, buugt end no later
than the earlier of 30 days after the issue datheNotes and 60 days after the date of the adiotrof the Notes. See
“Stabilization.”

We have agreed to indemnify the initial purchaseainst certain liabilities, including liabilitiasider the U.S.
Securities Act.

The initial purchasers and their affiliates perfonarious financial advisory, investment banking and
commercial banking services from time to time feramd our affiliates.
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NOTICE TO INVESTORS

You are advised to consult legal counsel prior aiking any offer, resale, pledge or other transfeany of the
Notes offered hereby.

The Notes and the Guarantees have not been andatibbe registered under the Securities Act, or staye
securities laws, and, unless so registered, maybeatffered or sold except pursuant to an exemgdtiom, or in a
transaction not subject to, the registration rezaints of the Securities Act and state or othelicgipe securities laws.
Accordingly, the Notes offered hereby are being@fl and sold only to qualified institutional bug/€as defined in
Rule 144A under the Securities Act) in relianceRule 144A under the Securities Act and in offshivamsactions in
reliance on Regulation S under the Securities Act.

We use the terms “offshore transaction,” “U.S. pafsand “United States” with the meanings giveritem in

Regulation S.

Each purchaser of Notes, by its acceptance thenabhe deemed to have acknowledged, represemtethd
agreed with the Issuer, each Guarantor and thalipitirchasers as follows:

1)

(@)

(3)

(4)

(%)

You understand and acknowledge that the Natdglee Guarantees have not been registered urgler th
Securities Act or any other applicable securitgd and that the Notes are being offered for ragale
transactions not requiring registration under tleeusities Act or any other securities laws, inchgdi
sales pursuant to Rule 144A under the Securitigs &wl, unless so registered, may not be offered,
sold or otherwise transferred except in complianité the registration requirements of the Secsitie
Act or any other applicable securities laws, punsua an exemption therefrom or in any transaction
not subject thereto and in each case in compliamitle the conditions for transfer set forth in
paragraphs (4) and (5) below.

You are not our “affiliate” (as defined in Ruld4 under the Securities Act), you are not actingpur
behalf and you are either:

€) a person in the United States or a U.S. pendunis a QIB, within the meaning of Rule 144A
under the Securities Act and are aware that argy slathese Notes to you will be made in
reliance on Rule 144A under the Securities Act, anch acquisition will be for your own
account or for the account of another QIB; or

(b) you are not a U.S. person and you are purchasia Notes in an offshore transaction in
accordance with Regulation S under the Securitigs A

You acknowledge that none of the Issuer, thar@utors, or the initial purchasers, nor any person
representing any of them, has made any represamtatiyou with respect to us or the offer or sdle o
any of the Notes, other than the information comgdiin this offering memorandum, which offering
memorandum has been delivered to you and upon witahare relying in making your investment
decision with respect to the Notes. You acknowletthge neither the initial purchasers nor any person
representing the initial purchasers make any reptason or warranty as to the accuracy or
completeness of this offering memorandum. You hhee access to such financial and other
information concerning us and the Notes as you ldeemed necessary in connection with your
decision to purchase any of the Notes, includingopportunity to ask questions of, and request
information from, the Issuer and the initial pursées.

You are purchasing the Notes for your own aotoar for one or more investor accounts for which
you are acting as a fiduciary or agent, in eacle éasinvestment, and not with a view to, or fofeof
or sale in connection with, any distribution thdréo violation of the Securities Act or any state o
other securities laws, subject to any requiremériaw that the disposition of your property or the
property of such investor account or accounts balatmes within its or their control and subjdot
your or their ability to resell such Notes pursudaot Rule 144A or any other exemption from
registration available under the Securities Actinaany transaction not subject to the Securities A

You agree on your own behalf and on behalfrgf imvestor account for which you are purchasirgy th
Notes, and each subsequent holder of the Notetstacteptance thereof will be deemed to agree, to
offer, sell or otherwise transfer such Notes ptiothe date (the “Resale Restriction TerminatioteDa
that is one year (in the case of Rule 144A Notesjdays (in the case of Regulation S Notes) after
the later of the date of the original issue andlaisé date on which we or any of our affiliates evéte
owner of such Notes (or any predecessor theretg)(Qrto us, (ii) pursuant to a registration stagnt
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that has been declared effective under the Sexsiitct, (iii) for so long as the Notes are eligifide
resale pursuant to Rule 144A under the SecuritistA a person you reasonably believe is a QIB tha
purchases for its own account or for the accours @B to whom notice is given that the transfer is
being made in reliance on Rule 144A under the S@esirAct, (iv) pursuant to offers and sales that
occur outside the United States in compliance wRbgulation S under the Securities Act or
(v) pursuant to any other available exemption fithin registration requirements of the Securities Act
subject in each of the foregoing cases to any remént of law that the disposition of its propesty
the property of such investor account or accouetsaball times within its or their control and to
compliance with any applicable state securities|aamd any applicable local laws and regulationd, a
further subject to our and the trustee’s right®mptdo any such offer, sale or transfer (I) pursu@ant
clause (v) to require the delivery of an opinion aafunsel, certification and/or other information
satisfactory to each of them and (Il) in each & fbregoing cases, to require that a certificate of
transfer in the form appearing on the reverse ef shcurity is completed and delivered by the
transferor to the trustee. The foregoing restrition resale will not apply subsequent to the Resal
Restriction Termination Date.

Each purchaser acknowledges that each Note wiltagora legend substantially to the
following effect:

THIS SECURITY HAS NOT BEEN AND WILL NOT BE REGISTHED UNDER THE
U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “U.SECURITIES ACT”) OR THE
SECURITIES LAWS OF ANY STATE OR OTHER JURISDICTIONEITHER THIS SECURITY
NOR ANY INTEREST OR PARTICIPATION HEREIN MAY BE ORERED, SOLD, ASSIGNED,
TRANSFERRED, PLEDGED, ENCUMBERED OR OTHERWISE DISEED OF IN THE
ABSENCE OF SUCH REGISTRATION OR UNLESS SUCH TRANSHON IS EXEMPT FROM,
OR NOT SUBJECT TO, THE REGISTRATION REQUIREMENTS OMHE U.S. SECURITIES
ACT.

THE HOLDER OF THIS SECURITY BY ITS ACCEPTANCE HEREQ1) REPRESENTS
THAT (A) IT IS A “QUALIFIED INSTITUTIONAL BUYER” (A'S DEFINED IN RULE 144A
UNDER THE U.S. SECURITIES ACT) OR (B) IT IS NOT A.8. PERSON ACQUIRING THIS
NOTE IN AN “OFFSHORE TRANSACTION” PURSUANT TO RULE44A OR RULE 904 OF
REGULATION S UNDER THE U.S. SECURITIES ACT, (2) AGEES ON ITS OWN BEHALF
AND ON BEHALF OF ANY INVESTOR FOR WHICH IT HAS PURBASED SECURITIES TO
OFFER, SELL OR OTHERWISE TRANSFER SUCH SECURITY,IBR TO THE DATE (THE
“RESALE RESTRICTION TERMINATION DATE”) WHICH IS [INTHE CASE OF RULE 144A
NOTES: ONE YEAR AFTER THE LATER OF THE ORIGINAL IS8 DATE HEREOF AND THE
LAST DATE ON WHICH THE ISSUER OR ANY AFFILIATE OF HME ISSUER WAS THE
OWNER OF THIS SECURITY (OR ANY PREDECESSOR OF THBECURITY)] [IN THE CASE
OF REGULATION S NOTES: 40 DAYS AFTER THE LATER OFHE DATE WHEN THE
SECURITIES WERE FIRST OFFERED TO PERSONS OTHER THANSTRIBUTORS IN
RELIANCE ON REGULATION S AND THE DATE OF THE COMPLHON OF THE
DISTRIBUTION] ONLY (A) TO THE ISSUER, (B) PURSUANTTO A REGISTRATION
STATEMENT WHICH HAS BEEN DECLARED EFFECTIVE UNDERHE U.S. SECURITIES
ACT, (C) FOR SO LONG AS THE SECURITIES ARE ELIGIBUEOR RESALE PURSUANT TO
RULE 144A, TO A PERSON IT REASONABLY BELIEVES IS QUALIFIED INSTITUTIONAL
BUYER” AS DEFINED IN RULE 144A THAT PURCHASES FOR'§ OWN ACCOUNT OR FOR
THE ACCOUNT OF A QUALIFIED INSTITUTIONAL BUYER TO WHOM NOTICE IS GIVEN
THAT THE TRANSFER IS BEING MADE IN RELIANCE ON RULEL44A, (D) PURSUANT TO
OFFERS AND SALES THAT OCCUR OUTSIDE THE UNITED STEB IN COMPLIANCE WITH
REGULATION S UNDER THE U.S. SECURITIES ACT OR (EYRSUANT TO ANY OTHER
AVAILABLE EXEMPTION FROM THE REGISTRATION REQUIREMETS OF THE U.S.
SECURITIES ACT, SUBJECT IN EACH OF THE FOREGOING SBS TO ANY REQUIREMENT
OF LAW THAT THE DISPOSITION OF ITS PROPERTY OR THEROPERTY OF SUCH
INVESTOR ACCOUNT OR ACCOUNTS BE AT ALL TIMES WITHINTS OR THEIR CONTROL
AND IN COMPLIANCE WITH ANY APPLICABLE STATE SECURITES LAWS AND ANY
APPLICABLE LOCAL LAWS AND REGULATIONS AND FURTHER ®BJECT TO THE
ISSUER'S AND THE TRUSTEE'S RIGHTS PRIOR TO ANY SUCKFFER, SALE OR
TRANSFER (I) PURSUANT TO CLAUSE (E) TO REQUIRE THEELIVERY OF AN OPINION
OF COUNSEL, CERTIFICATION AND/OR OTHER INFORMATIOISATISFACTORY TO EACH
OF THEM AND (II)IN EACH OF THE FOREGOING CASES, TAREQUIRE THAT A
CERTIFICATE OF TRANSFER IN THE FORM APPEARING ON BHAOTHER SIDE OF THIS
SECURITY IS COMPLETED AND DELIVERED BY THE TRANSFEBR TO THE TRUSTEE
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(6)

(7)

(8)

(9)

AND (3) AGREES THAT IT WILL GIVE TO EACH PERSON TQ/HOM THIS SECURITY IS
TRANSFERRED A NOTICE SUBSTANTIALLY TO THE EFFECT OFHIS LEGEND.

If you purchase Notes, you will also be deemedctmawledge that the foregoing restrictions
apply to holders of beneficial interests in theseds as well as to holders of these Notes.

You agree that you will give to each persomtem you transfer the Notes notice of any restidi
on the transfer of such Notes.

You acknowledge that the Registrar will notrbquired to accept for registration or transfer Bioyes
acquired by you except upon presentation of evideatisfactory to the Issuer and the Trustee Heat t
restrictions set forth therein have been compligt.w

You acknowledge that the Issuer, the initialghasers and others will rely upon the truth arcieacy

of your acknowledgements, representations, wagardnd agreements and agree that if any of the
acknowledgements, representations, warranties gretments deemed to have been made by your
purchase of the Notes are no longer accurate, lyallmomptly notify the initial purchasers. If yaue
acquiring any Notes as a fiduciary or agent for onenore investor accounts, you represent that you
have sole investment discretion with respect ttheach investor account and that you have full powe
to make the foregoing acknowledgements, representaind agreements on behalf of each such
investor account.

You understand that no action has been takemynjurisdiction (including the United States) tine
Issuer or the initial purchasers that would regula public offering of the Notes or the possession
circulation or distribution of this offering mema@um or any other material relating to us or theéedo
in any jurisdiction where action for such purposeeiquired.
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LEGAL MATTERS

Certain legal matters in connection with the offgriof the Notes will be passed upon for the Isduer
Shearman & Sterling LLP, counsel to the Issuercamatters of United States, United Kingdom, Gerraad French
law. Certain legal matters in connection with tbigering of the Notes will be passed upon for thigial purchasers by
Cabhill Gordon ReindelLpr as to matters of United States law.

INDEPENDENT AUDITORS

The consolidated financial statements of the Graspof and for the years ended December 31, 2@@% and
2010 included in the offering memorandum, have beedited by KPMG AG Wirtschaftsprufungsgesellschaft
("KPMG"), German independent auditors, as statedthiair reports appearing herein. The address of &Plg
Theodor-Heuss-Stral3e 5, 70174 Stuttgart, Germany.

WHERE YOU CAN FIND MORE INFORMATION

We are not currently subject to the periodic reipgrand other information requirements of the &8curities
Exchange Act of 1934, as amended (the “Exchang®.Act

Each purchaser of the Notes from the initial puseha will be furnished with a copy of this offering
memorandum and, to the extent provided to theaingiurchasers by us for such purpose, any relatsehdments or
supplements to this offering memorandum. Each persxeiving this offering memorandum and any relate
amendments or supplements to the offering memoraratiknowledges that:

(1) such person has been afforded an opportunitgdoest from us, and to review and has receivéd, a
additional information considered by it to be neegyg to verify the accuracy and completeness of the
information herein;

(2) such person has not relied on the initial pasehs or any person affiliated with the initial ghasers in
connection with its investigation of the accuraégach information or its investment decision; and

3) except as provided pursuant to (1) above, megmehas been authorized to give any informatiotoor
make any representation concerning the Notes affeeeeby other than those contained herein and, if
given or made, such other information or repres@mashould not be relied upon as having been
authorized by us or the initial purchasers.

For so long as any of the Notes remain outstandind are “restricted securities” within the meanuiy
Rule 144(a)(3) under the Securities Act, we willyidg any period in which we are not subject tot®acl3 or 15(d)
under the U.S. Exchange Act, nor exempt from répgrthereunder pursuant to Rule 12g3-2(b), makdéabla to any
holder or beneficial holder of a Note, or to anggpective purchaser of a Note designated by sulclehor beneficial
holder, the information specified in, and meetihg tequirements of, Rule 144A(d)(4) under the SgesrAct upon the
written request of any such holder or beneficiahew Any request should be directed to us at He&lKoch-Strasse
1, 78727 Oberndorf am Neckar, Germany, AttentiowelKaltenbach, Fax: +4974 23 79 82252. We have ajseed,
pursuant to the Indenture, to provide to the haladthe Notes certain additional information aedarts.

SERVICE OF PROCESS AND ENFORCEMENT OF CIVIL LIABILI TIES

We are incorporated under the laws of the Fedee@uBlic of Germany, and our advisory board members,
management board members, directors or executirese(tain other persons named in this offering m@amdum) are
not residents of the United States. Furthermomylestantial portion of our assets are located deitdie United States.
As a result, it may not be possible for investoreffect service of process within the United Sfatpon those persons or
us, or to enforce against them judgments of U.8rtsqoredicated upon the civil liability provisioon$ U.S. federal or
state securities laws.

We have been advised by our German counsel theg theloubt as to the enforceability in Germanyiofl
liabilities based on federal or state securitiesslaf the United States, either in an original @ctor in an action to
enforce a judgment obtained in U.S. federal orestaturts. The United States and the Federal RepoblGermany
currently do not have a treaty providing for theipeocal recognition and enforcement of judgmewther than
arbitration awards, in civil and commercial matte€snsequently, a final judgment for payment gilegrany federal or
state court in the United States, whether or netligted solely upon U.S. federal or state secasritievs, would not
automatically be enforceable in Germany. A finadgment by a U.S. federal or state court based wih I@Ebility,
however, may be recognized and enforced in Gerrimaag action before a court of competent jurisdictin accordance
with the proceedings set forth by the German Cold€ivil Procedure Zivilprozessordnung In such an action, a
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German court generally will not reinvestigate therits of the original matter decided by a U.S. toexcept as noted
below. The recognition and enforcement of the Ju8gment by a German court is conditional upon anlmer of
factors, including the following:

 U.S. courts could take jurisdiction of the case dccordance with the principles on jurisdictional
competence according to German law;

» the document introducing the proceedings was dwdgle known to the defendant in a timely mannetr tha
allowed for adequate defense;

» the judgment is not contrary to (i) any prior gmaent which becamees judicatarendered by a German
court or (ii) any prior judgment which becames judicatarendered by a foreign court which is to be
recognized in Germany and the procedure leadinfpg¢arespective judgment is not in contradictiorato
proceeding previously commenced in Germany;

« the judgment is consistent with the procedure ahatter pending before a German court, provided th
such matter was pending before the German couwtdétie procedure on which the U.S. court rendised
judgment commenced;

» the effects of its recognition will not be in dbet with material principles of German law, inding
without limitation, fundamental rights under thenstitution of GermanyGrundrechtg. In this context, it
should be noted that any component of a U.S. féderatate court civil judgment awarding punitive
damages or any other damages which do not sereenpensatory purpose, such as treble damages, will
not be enforced in Germany. They are regarded to benflict with material principles of German law

» the reciprocity of enforcement of judgments isugunteed; and
* the judgment becames judicatain accordance with the law of the place whereaswronounced.

Enforcement and foreclosure based on U.S. judgmaaisbe sought against German defendants aftendpavi
received an enforcement decision from a competentin@n court in accordance with the above princifgebject to the
foregoing, purchasers of securities may be ablertiorce judgments in Germany in civil and comméramatters
obtained from U.S. federal or state courts. We ogrimowever, assure you that those judgments wikkbforceable. In
particular, the obligations need to be of a spedidind and type for which an enforcement procedexists under
German law. Enforcement is also subject to theceffd any applicable bankruptcy, insolvency, reoigation,
liquidation, moratorium as well as other similavtaaffecting creditor’s rights generally.

Furthermore, German civil procedure differs subisatly from U.S. civil procedure. With respect tbet
production of evidence, for example, U.S. federad atate law and the laws of several other jurigzlis based on
common law provide for pre-trial discovery, a pree®y which parties to the proceedings may, padrial, compel the
production of documents by adverse or third paried the deposition of withesses. Evidence obtaingtis manner
may be decisive in the outcome of any proceedimgsith pre-trial discovery process exists undenfaarlaw.

If the party in whose favor such final judgmentasidered brings a new suit in a competent cou@enmany,
such party may submit to the German court the fudgment rendered in the United States. Under sirchmstances, a
judgment by a federal or state court in the Unigdtes will be regarded by a German court onlyvideace of the
outcome of the dispute to which such judgment eslad German court may choose to re-hear the dispntl may
render a judgment not in line with the judgmentdened by a federal or state court in the UnitedeSta

In addition, it is doubtful whether a German cowduld accept jurisdiction and impose civil liabjlitn an
original action predicated solely upon U.S. fedseadurities laws.
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LISTING AND GENERAL INFORMATION
Listing

Application has been made to admit the Notes tmtjson the Official List of the Luxembourg Stockdhange
and to trading on the Euro MTF Market of that exxd@ Notice of any optional redemption, changeftiol or any
change in the rate of interest payable on the Naitsbe published in a leading Luxembourg newspapiegeneral
circulation (which is expected to be thexemburger Wojtor, to the extent and in the manner permittecigh rules,
posted on the official website of the LuxembourgcBtExchange (www.bourse.lu).

For so long as the Notes are admitted to listinghenOfficial List of the Luxembourg Stock Exchangepies
of the following documents may be inspected andiiokd at the specified office of the paying agentiixembourg
during normal business hours on any weekday:

e our organizational documents including the bylaws

e our most recent audited financial statements,amdinterim quarterly financial statements pul@igty us;
and

» the Indenture relating to the Notes (which inésithe Guarantees and the form of the Notes).

The Issuer will maintain a paying and transfer agehuxembourg for as long as any of the Notesaahaitted
to listing on the Official List of the Luxembourgdgk Exchange. The Issuer reserves the right tp siach appointment
and will publish notice of such change of appoiminén a leading newspaper having a general ciriculatn
Luxembourg (which is expected to be thexemburger Wojtor, to the extent and in the manner permittedush rules,
posted on the official website of the LuxembourgcBtExchange (www.bourse.lu).

Pursuant to Chapter 7; 703; Chapter 3, Sectionr@2cl& 19 of the Rules and Regulations of the Lukenrg
Stock Exchange, the Notes are freely transferatilep# as described in “Notice to Investors.”

As of the date of this offering memorandum, the tmesent audited financial statements availableHerlssuer
were as of and for the year ended December 31,.2010

Clearing information

The Regulation S Global Notes and the Rule 144/b@lldNotes have been accepted for clearance thriinggh
facilities of Euroclear and Clearstream. The RuléA Global Notes have a common code number of 08@Bd and an
ISIN of XS0626436769. The Regulation S Global Ndtese a common code number of 062643811 and an ¢&IN
XS0626438112.
Legal information

Issuer Legal Information

The Issuer was incorporated as a limited liabildgmpany organized under the laws of Germany on
December 30, 2003. The Issuer’s share capital st3nsf one share in the nominal amount of €25,000.

The Issuer is registered in the commercial regiateéhe local court in Stuttgart under the regtgiranumber
HRB 481250. Its business address is Heckler & K8tthsse 1, 78727 Obendorf, Germany.

The issuance of the Notes offered pursuant todfiesing memorandum has been authorized by a sbhteh
resolution dated May 6, 2011, by an advisory baasblution dated May 6, 2011 and by managemenidb@aolutions
dated May 6, 2011.

Guarantor Legal Information

The companies that are Guarantors or providerseo€ollateral have the following corporate inforimat

* Suhler USA, Inc.Suhler USA, Inc. is a corporation incorporated unihe laws of Alabama on May 16,
2005. Its business address is 5675 Transport BardeColumbus, Georgia 31907.

136



Heckler & Koch, Inc. Heckler & Koch, Inc. is a corporation incorporatedder the laws of Virginia on
December 24, 1975. Its business address is 56 7sfoa Boulevard, Columbus, Georgia 31907.

Heckler & Koch France SASHeckler & Koch France SAS is a simplified limitednepany incorporated
under the laws of France. Its business addresfise7de la Plaine, 78 860 St Nom La Breteche.

HK Sidearms GmbH.HK Sidearms GmbH is a limited liability company @mporated under the laws of
Germany on May 5, 1991. Its business address i&lete& Koch Strasse 1, 78727 Oberndorf am Neckar,
Germany.

NSAF Limited.NSAF Limited is a private company incorporated unthe laws of England and Wales on
October 31, 2001. Its business address is UnitsseE®ark, Lenton Lane, Nottingham NG7 2PX.

Small Arms Group Holding, IncSmall Arms Group Holding, Inc. is a corporationangorated under the
laws of Virginia on February 25, 2003. Its businesklress is 19980 Highland Vista Drive, Suite 190,
Ashburn, Virginia 20147.

Heckler & Koch Defense, IncHeckler & Koch Defense, Inc. is a corporation inmmated under the laws
of Virginia on February 25, 2003. Its business addris 19980 Highland Vista Drive, Suite 190, Ashbu
Virginia 20147.

Financial Year and Accounts

The Issuer’s financial year begins on January leards of December 31 of each year. The Issuerpvélbare
and publish annual audited financial statementy. #iture published financial statements preparethkyissuer will be
available, during normal office hours, at the exeeuoffice of the Issuer.

General

Except as disclosed in this offering memorandum:

there has been no material adverse change ifinauncial position since December 31, 2010; and
we have not been involved in any litigation, adistrative proceeding or arbitration relating taiols or

amounts which are material in the context of tlsiégsof the Notes, and, so far as we are awareycio s
litigation, administrative proceeding or arbitratis pending or threatened.
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GLOSSARY

Assaultrifle.........ccoeccciiiiiee e, any of the automatic rifles or semi-automatic gfigith large magazines designed
for military use (a translation of the GermadttrmgeweH).

Belt-fed ... a weapon’s design in which ammunition is drawn fr@imelt rather than a
magazine.

Carbine......oooeveiiiee short, light rifle, especially those used by modrgeldiers.

Cost-plus contract .........cccceeeveeeenn.
Data package.........ccccouvvvvrieneennenn.

End-user certificate.......................

Low velocity ammunition................
OffSeL v

Order booK........ccoeeveeeeiiiiiieeeienn,
Performance guarantee ................
Side arms ......ccoeeeeeviiieeeeeeiee e,
Smallarms ......cccoeeevvvviiieeieiiiieeeeee,

Submachine gun..........ccccccvvvveeneen.
Weapons of war ............ccceeeeeene

contracts that earn profit by a margin over proiductosts.

abundle of intellectual property rights given towstomer in connection with a
licensing agreement.

a certificate required by the German governmeritatthg who will receive
firearms and for what purpose.

ammunition at or below the speed of sound.

contractual arrangement by which the customer regquhat a certain part of the
value of a contract remains within the customeo'srdry (typically in form of
sourcing or construction of components).

contractual sales yet to be delivered.

a.guarantee against delay or mistakes in delivery.

pistols and revolvers.

among our weaponry are such diverse elements apaoréable, individual, and
crew-served weapon systems used mainly againstmegsand lightly armored or
unarmored equipment. Small arms include pistolstihg rifles, and fully
automatic weapons.

a.portable, automatic firearm commonly firing lo@lacity ammunition.

characterized as a weapon of war, such as snifes. ri
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AUDITOR’S REPORT

We have audited the consolidated financial statésnerepared by Heckler & Koch GmbH, Oberndorf/Necka
comprising the balance sheet, the income statersitément of comprehensive income, statementafgds in equity,
cash flow statement and the notes to the consetlidfimancial statements, together with the groumagament report
for the business year from 1 January to 31 Dece@®#0. The preparation of the consolidated findratetements and
the group management report in accordance with $~RS adopted by the EU, and the additional reqeinésnof
German commercial law pursuant to § 315a Abs. 1 H&®l supplementary provisions of the shareholdezeanent/
articles of incorporation) are the responsibilifytlee parent company’s management. Our resporigillito express an
opinion on the consolidated financial statements @mthe group management report based on our. dnditidition we
have been instructed to express an opinion as &hehthe consolidated financial statements comjtly full IFRS.

We conducted our audit of the consolidated findnsfatements in accordance with § 317 HGB and Germa
generally accepted standards for the audit of firmrstatements promulgated by the Institut dertSuhaftsprifer
(Institute of Public Auditors in Germany) (IDW). @be standards require that we plan and perfornadldé@ such that
misstatements materially affecting the presentatibthe net assets, financial position and resofiteperations in the
consolidated financial statements in accordancé Wit applicable financial reporting framework andthe group
management report are detected with reasonableaassu Knowledge of the business activities andett@nomic and
legal environment of the Group and expectation® gossible misstatements are taken into accouhiimietermination
of audit procedures. The effectiveness of the autiogrrelated internal control system and the evigesupporting the
disclosures in the consolidated financial statesiamd the group management report are examinedupiyinon a test
basis within the framework of the audit. The aud@ludes assessing the annual financial statenwdrisose entities
included in consolidation, the determination ofiteed to be included in consolidation, the accaumtaind consolidation
principles used and significant estimates made bpagement, as well as evaluating the overall ptasen of the
consolidated financial statements and the groupagement report. We believe that our audit providegasonable
basis for our opinion.

Our audit has not led to any reservations.

In our opinion, based on the findings of our autlie consolidated financial statements comply WHRSs as
adopted by the EU, the additional requirements efn@&n commercial law pursuant to section 315a @GBHnd give a
true and fair view of the net assets, financialiffms and results of operations of the Group incadance with these
requirements. The group management report is densisvith the consolidated financial statements asda whole
provides a suitable view of the Group’s positiod aaitably presents the opportunities and riskisinire development.”

Stuttgart, 31 March 2011

KPMG AG
Wirtschaftsprifungsgesellschaft (Audit Firm)

Dr. Kursatz Feller
Wirtschaftsprifer Wirtschaftsprufer
(Auditor) (Auditor)
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS OF
Note 31.12.10 31.12.09
EUR "000

Assets

Property, plant & @qQUIPMENT..........coii i eeeee e 17 53,065 54,219
Intangible assets—goodwill..............cceeeee i 16 60,365 60,365
INtangible aSSEtS—OthEr.........uuuuiiiiiii e 16 42,400 41,190
Other INVESIMENTS ..o et e s e e et e e e e e e e 18 0 1
Deferred taX ASSELS ..uuuuui it 15 11,094 6,779
TOtal NON-CUIENT @SSELS. .. .ot i i it e e e e e e e e e e e e e b e as 166,924 162,553
10 Y7=T (0] 1= PP PERPR 19 73,184 71,806
Prepayments fOr INVENTOTIES ............uwew e ceeeeeeereeeeeaaeeaessssesssssssnsresenerreeeaaaaees 3,727 5,843
Prepayments for other CUIMTeNt aSSELS .....cceeeecccveeeeeeeee e e e 1,823 1,234
Other loans, iINVEStMENtS & EIVALIVES ... e eeiiriiiiiieeeiiiiiiie et sreee e 18,36 6,096 5,762
CUIMENT TAX BSSEES ...tteiiiieiii ettt ee et ettt e e e e e e s s e s s sennereees 523 220
Trade and other receivabIes ............oo i ceeeeeeiiee e 20,36 50,402 41,911
Cash & cash QUIVAIENES ........cevviiiiiii e 21 54,883 52,133
TOtAl CUIMTENE @SSELS. .. it e e e e e e e e e e e e 190,637 178,910
TOtAl ASSEIS . .iiiieiitttiiee ettt e e e e e e e e e e e e e e e e e et e e e rrr e —————— 357,561 341,463
Equity

Share Capital ......coooiee e 25 25
Additional paid iN Capital..............uuuwrmmmmmeeeierieeeere e e e e e 13,695 13,695
ST V=3 TR 82,687 63,867
TOAI EQUILY et e e s st e e e st e e e e n e s 22 96,407 77,587
Liabilities

Loans & borrowings due to third Parties ..o 25 119,207 117,851
Employee defined benefit obligations ... 23 52,594 48,470
L (0113 o] o L ST PRPR 24 13,493 12,432
Trade and other Payables .............oo oo 26 111 167
Deferred tax abilitieS .......ccoiiii oo 15 21,287 21,275
Total non-current iabilities ...........oovviiiiii e 206,692 200,196
Trade and other payabIles ... 26,36 33,689 33,422
Advanced & stage payments reCeiVed ........ i 9,275 16,224
DEferred INCOIME .......eeiiiiei ittt et e st e e e s ananreeeas 92 292
Finance lease obligations .............ooo i eeeeeeiiece e 25 0 86
DEIIVALIVES ...ttt e e e ettt e e e e ettt e e e s e ae e e e e e nbbr e e e e e e nraes 29 40 828
Current income tax payable ................. e e e 6,594 8,874
ProvisSions & @CCIUAIS ..........ouuuiuiii it e 24 4,772 3,956
Total current lIabIlitIeS .........ovviiiiiiii e e 54,461 63,680
TOtal IADINIES ..vvviiieiiiieiee e e e e e e s erreeeaeean 261,154 263,876
Total equity & lIabIlItIES .......oooii e 357,561 341,463
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CONSOLIDATED INCOME STATEMENT

FOR THE YEAR TO DECEMBER 31

Note 2010 2009
EUR '000
REVENUE ...ttt et e e e e e e e e e s et eeeee e e 6 247,244 234,748
COSE O SAIBS ...t 7 (144,067) (153,563)
GrOSS PrOFit ..ttt ettt e e et e e e e e e e e e e e e e e e e e e e aaaaaaaeas 103,178 81,185
Research & deVEIOPMENT........uuuiiiiiiii e a e e 8 (4,112) (3,051)
Sales, marketing & distribUtioN .............eemmmeeeiiiiiirieee e 9 (31,752) (24,714)
Yo [ 4111 =0 o PR 10 (14,758)  (14,224)
Other Operating INCOME .........uuuiiiiiiiiiieeeeere e er e e e e e eee e e e e e e e e st s s s s rearrrrreaeaaaaees 11 6,512 6,344
Other OPErating EXPENSES ....cccuiiiiee e s e eeeetaaaaaaaaaaaaeasaaaaaaanaenreeraaeeaaaaaaaaans 12 (7,289) (6,132)
Results from operating activities. 13 51,777 39,408
Financial income...........c.cccccevueee. 5,141 2,500
Financial expense..........cccccccvuuneee (16,347) (17,684)
Net fINANCIAI FTESUIL.......oi i 14 (11,206) (15,184)
Profit Defore iINCOME TaX.......uiiii i 40,571 24,224
INCOME tAX EXPEINSE ...ttt ettt ettt e e et e e e aeaaeeaeaeesaaaresbeeneeeeeeens 15 (10,170) (7,270)
Profit for the Period ...........ee e 30,402 16,954
Attributable to the shareholders of Heckler & KochGmbH % .............ccccceeenee 30,402 16,954
EarningS PEI SNATE.....cooi it e e e e e e e e e as 22 N/A N/A
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR TO

Forex translation differences for foreign operagion.............

Hedging gains/(I0SSES) ......ccoeiiee i o s e veeveeaeeeeees
DBO actuarial gains/(losses)

Deferred taX .......eveieiiiiiiee et e
Other comprehensive iNCOME...........cccuveiiiiiiiiiiiiiaaeeeeee,

Profit for the period ..........cccvvviieeiiiii

Total comprehensive income for the period.......................

Attributable to the shareholders of Heckler & Koch GmbH
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DECEMBER 31

Note

2010

2009

EUR
(381)
788
(3,694)
806

'000

690
(828)
(3,719)
1,260

(2,481)

(2,596)

30,402

16,954

27,920

14,358

27,920

14,358




CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR DECEMBER 31, 2008 TO DECEMBER 31, 2010

Additional Reserve for Consolidated
Share Paid in Translation Defined Benefit  Hedging Retained Shareholder
Note 22 Capital Capital Reserve Obligations Reserve Earnings Equity
EUR '000

As of 31.12.2008.............. 25 79,695 (521) 3,662 — (9,482) 73,379
Reclassification of

FESEIVES ....uvvvviiieeeeeeeaann (66,000) — — — 66,000 —
Total recognised

income & expense........ — 690 (2,688) (598) 16,954 14,358
Dividends declared .......... — — — — (10,150) (10,150)
As of 31.12.20009.............. 25 13,695 169 974  (598) 63,322 77,587
Total recognised

income & expense........ — (381) (2,670) 569 30,402 27,920
Dividends declared .......... — — — — (9,100) (9,100)
As of 31.12.2010.............. 25 13,695 (212) (1,695) (29) 84,623 96,407
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CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR TO DECEMBER 31

Note 2010 2009
EUR ’000

Cash flows from operating activities
Profit for the PEriOd ... a e 30,402 16,954
Adjustments for:
[ =T 0] (Yo = L1 o P EEREEERR 8,131 8,636
Amortisation of iINtangible aSSEtS..........vvvvviiiiiiiic e ———— 16 1,286 1,291
Retirement losses on intangible asSetsS ..o 1,229 1,133
NEL INTEIESE EXPEINSE ...t ettt e e e e e e e e e e e e e e e e aaanns 14 13,628 14,343
Gain/loss on disposal of property, plant & equipten.............ccccvveiiiieiniiiinneeeenn. 1,390 310
Gain/loss on disposal of INVESIMENTS ...t 14 0 1
INCOME tAX EXPENSE ...eeitiiieiiee i e e e e e e et s e e e e e e e e e eeete s e e e e e e e eeeeeeeeeeraannnsnsnnanaeeeeeeees 15 10,170 7,270

66,235 49,938
Change IN INVENTOTIES ......ooiiiii ettt e e e e e e e e e e e eeeeee e 129 (667)
Change in trade & other receivables ... 3,684 21,767
Change IN PrePayMENES........ii ittt ereeeea e e e e e e e e e 1,585 (5,691)
Change in trade & other payables......... . (11,943) (56)
Change in provisions & employees’ DeNEfitS ..o .eeeiiiiiiiiiiiieeeeeeeee, 23,24 170 (2,824)

59,859 62,467
TaToTo] ga[c T r= D o T= 1o P PPUTURPRRPR (16,410) (5,107)
Net cash from/(used in) operating actiVities............ccoooiiiiiiiiiiiiiee e 43,449 57,361
Cash flows from investing activities
INEErESE FECEIVEA ...t 655 976
Proceeds from sale of property, plant & eqUIPMENL............cccoiiiiiiiiiiiiieeeeeeeeeenn 211 138
Proceeds from sale Of INVESIMENLS......... oo ereeiiiiiiiiiieiie e 18 302 292
Acq’n of property, plant, equipment & intangibles..............ccccoooi, 16,17 (8,644) (8,480)
Net INVeStMENt iN [0ANS.........cooiiiii et 18,36 7,162 2,054
Acquisition of subsidiaries & other investments. ..o 18,36 (6,710) (12,316)
Capitalised development eXPenditUre .........ccccceeivreriieeeiniiee e 16 (3,388) (2,676)
Net cash from/(used in) iINvesting actiVities............eeeeiiiiiii e (10,412) (20,012)
Cash flows from financing activities
Proceeds from utilisation of US credit line 25 0 1,264
Repayment of US Credit lIN€........ceueviiiiiiiiiieeeeee e 25 0 (4,674)
T (=T LTSy A o= Vo TP PPPPUPRTT (11,523) (11,654)
Payment of finance lease liabilitiesS. ... 25 (88) (139)
[ 1170 1= T o FS3N 0T- [ SRR (19,250) 0
Net cash from/(used in) financing actiVitieS............eeeiiiiiiiii e (30,861) (15,204)
Net inc./(dec.) in cash & cash equIValeNtS.........cccvvvviieeeeee e 2,176 22,145
Cash & cash equivalents at 1St JANUAIY........coooeiiiiiiiiiiiie e 52,134 29,762
Effect of exchange rate fluctuations on cash held.................ccccooiiiiiieeceeeeen, 574 227
Cash & cash equivalents at 315t DECEMDEL...........uuuiiiiiiiiiiiiiaaaeee e 21 54,883 52,134
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
General disclosures
(1) Presentation of the consolidated financial statments
Heckler & Koch GmbH, the parent company of the @xois registered under HRB 481250 at the Stuttgart
district court. The company’s registered officeiisOberndorf/Neckar, Germany and the postal addiesteckler &
Koch GmbH, Heckler & Koch-Str. 1, 78727 Oberndodfikar, Germany. The articles of incorporation asenfMay 19,

2004 and the registered name of the company islele&kkoch GmbH. The financial year is the calengear.

The object of Heckler & Koch GmbH and its subsiiar(the “Heckler & Koch Group”) is the development
manufacture and distribution of defence and secpribducts, and the provision of related services.

(2) Executive board approval

The board of directors of Heckler & Koch GmbH fisaed & approved the consolidated financial statemen
March 23, 2011.

(3) Statement of compliance with applicable law antFRS

The consolidated financial statements of Heckldf@&h GmbH as at December 31, 2010, have been mepar
in accordance with the International Financial Répg Standards (IFRS) of the International AccaumtStandards
Board (IASB) as applicable in the EU, together wititerpretations of the International Financial Bejmg
Interpretation Committee (IFRIC) and the suppleragntGerman commercial law regulations pursuant @®il15%a
(1) HGB. All IFRS’s and IFRIC’s which were effecévfor the financial year 2010 have been applied.

For the financial year 2010, the following Standaethd amendments to previous Standards becameieffec

for the first time and affected the Group’s netetssfinancial position, results of operations aslt flows to some
extent:

IFRS 3 Business Combinations (2008)

Revised IFRS 3 has been applied prospectively ffanuary 1, 2010. It incorporates the following demthat
could be relevant to the Group:

» It now also applies to contractual business coatitbns and combinations of mutual companies

* The definition of a business has been broadenkd-possibility of an integrated set of activitiesl assets
being run as a business is sufficient for thigeéte defined as a business.

» Acquisition date fair value of contingent congate®on must be recognised as part of the considerat
transferred.

» There is now a choice of methods for valuing aon-controlling interest. This can be measuredthee
its proportionate interest in the fair values dof itlentifiable assets and liabilities of the aceejror at fair
value.

e Transaction costs will be expensed as incurretb€ransaction costs were expensed instead ofjbein
capitalised).

For the financial year 2010, the following Standaeshd amendments to previous Standards becameiaffec
for the first time and had no material effect or tBroup’s net assets, financial position, resulteperations or cash
flows:

IAS 27 Consolidated and Separate Financial Staten@amended 2008)
The amended IAS 27 requires accounting for chaimgew/nership interests by the Group in a subsidiatyile

maintaining control, to be recognised as an eduitysaction. When the Group loses control of aididry, any interest
retained in the former subsidiary will be measuaethir value with the gain or loss recognisedriofip or loss.
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IAS 39 Financial Instruments: Recognition and Meaments: Eligible Hedged Items (amended)

The amended IAS 39 clarifies the existing prindgplbat determine whether specific risks or portiohgash
flows are eligible for designation in a hedgingt&nship.

IFRIC 12, IFRIC 15, IFRIC 16 and IFRIC 18 were ofdilly effective for financial years beginning on after
January 1, 2009. However on their adoption, the &t different dates for them to become effectivhese
interpretations are effective for consolidated fiicial statements prepared in accordance with §8ilBA for the year to
December 31, 2010 however they have no materigicesffon the Group’s net assets, financial positiesults of
operations or cash flows.

A number of new standards, amendments to standardsinterpretations are effective for annual peviod
beginning after January 1, 2010, and have not bpefied in preparing these consolidated finandetesnents. None of
these is expected to have a significant effecthenconsolidated financial statements of the Grexgept for IFRS 9
Financial Instruments, which becomes mandatorytlier Group’s 2013 consolidated financial statemems could
change the classification and measurement of finhassets. The Group does not plan to adopt taisdard early and
the extent of the impact has not been determined.

The consolidated financial statements have beepaped in euro. Unless otherwise stated, all firgnci
information presented in euro has been shown to¢lagest thousand (€k, EUR’000). As a result, oted in this report
may vary slightly from the exact arithmetic aggmsma of the figures that precede them.

For the income statement, expenses have beenfigldsby function. In order to enhance the clarity o
presentation, various items in the balance shektrathe income statement have been aggregated.

(4) Group entities

Apart from the single entity statements of HeckleKoch GmbH, the consolidated financial statemewits
Heckler & Koch GmbH as at December 31, 2010, ireltite annual financial statements of six (2009 faireign and
one (2009: no) German subsidiaries. Subsidiariesampanies in which the parent enterprise exercis@e than half
the voting rights or is able to control their fircdad and business policy for other reasons (coméfaitionship). Inclusion
commences at the time from which the control retathip exists; it ends when the possibility of cohteases.

The following table shows a list of the seven sdiasies and one joint venture included in the ctidation,
together with their total equity and profit for theear figures from their financial statements, asppred for
consolidation purposes under IFRS, in their fum@lcurrencies:

2010 2009
Functional
Currency % Equity Profit % Equity Profit
Direct holdings
NSAF Limited, Nottingham, England ...... GBP '000 100% 5,453 3,679 100% 5,724 3,894
Heckler & Koch France S.A.S., Paris, , o o
France......cccccooieiee, EUR "000 100% 1,244 569 100% 674 401
. 100%
HKGSelrdne]:rr]ms GmbH, Oberndorf a. N., EUR 000 from 9.278 1141 0% . .
Y ettt 1710
S“:/a: /ﬁg“: Group Holding Inc., Ashburn ;o 4 100% 140 (6) 100% 146 (11)
Sistemas de Armamento Ibericos S.L., , 50% to
Madrid, SPain..........cccevevveeeveeereeeen. EUR 000 _ o T 12.09 25 o
Suhler USA, Inc., AL, USA.........ccccvvvvnnnee USD '000 100% 16,884 (0) 100%PF 16,884 19
Indirect holdings
He\‘;";'ebg EOCh Defense Inc., Ashburn ;o 190 100% (15,843) 8,855 100% (24,698)  (1,512)
Heckler & Koch, Inc., VA & GA, USA .... USD '000 100% 14,120 (472) 100%PF 14,592 1,515

As part of the restructuring undertaken in 2008dparate the civilian and military businesses @eoto reduce
liability risks, Heckler & Koch GmbH (“HKO”) soldt$ civilian business including pistol assembly tecker & Koch
Jagd- & Sportwaffen GmbH. In the USA the civiliansiness of Heckler & Koch, Inc. was also isolat®dth civilian
businesses were sold to a related party. Followiranges to laws in the US this separation was mgelonecessary.

During 2009 HKO acquired HKI and its parent compayhler USA, Inc. (“SUI") in a common control
transaction. Since both groups were ultimately radletd by the same person, figures have been preges if the
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combination had occurred prior to the start ofdhdiest period shown (i.e. as at 31.12.2007). #aitbzl reconciliation is
shown in Note 41 to the 2009 Consolidated Finar&fatements.

The restructuring activities were completed on Jyly2010 with the acquisition of 100% of HK
Sidearms GmbH (“HKS”, formerly Heckler & Koch Jagd-Sportwaffen GmbH. At the date of acquisitionteaf
purchase price allocation, HKS had €8k plant, eopaipt and software, net €281k deferred assets, 4R @&entories,
€1,440k trade receivables (none impaired), €164leroassets and prepayments, € 5,873k net recesvéiiolm the
Group, €261k cash and cash equivalents, €1,432rtasisions, €870k pension and other provisions€2#2Dk payables
due to third parties. The purchase price for HKE 6f4m was paid in full in cash.

HKS purchases parts and assemblies from HKO afgl tbel assembled pistols mainly to HKO and HKI. The
acquisition of HKS on July 1, 2010 therefore redlitee external revenue for the Group by €9.7m aoé, to initial
unrealised profit elimination, also reduced the Wp‘e EBITDA by around €1.0m. If the acquisition hiadten place on
January 1, 2010, Group revenues for the year wbalce been €239.3m and EBITDA would have been amatstd
€60.7m, due to the unrealised profit eliminationsiiny the first year. If the acquisition had takdace several years ago
however, the EBITDA is estimated at around €62.8ith the increase being due to the release of year unrealised
profit eliminations.

The investment in the dormant joint venture, Sisterde Armamento Ibericos S.L., ceased during thed fi
quarter of 2009. Prior to this, it was includedhe consolidated financial statements using thétyequethod described
in IAS 28, as permitted by IAS 31.

(5) Summary of significant accounting policies antbasis of measurement

The consolidated financial statements have beepaped on a historical cost basis; where IFRS requir
recognition at fair value, this has been applied.

The significant accounting policies and measurenegithods applied in preparing the consolidatednfire
statements are described below:

Consolidation methods

The assets and liabilities of the domestic and igorecompanies included in the consolidated findncia
statements are recognised and measured using ¢harding and measurement methods that apply unijofon the
Heckler & Koch Group.

On the acquisition of a company, the assets abditias of the subsidiaries concerned are measateieir fair
value at the time of acquisition. If the acquigitiocosts for the participation exceed the net falue of the identified
assets and debts, the difference is capitalisegbadwill. If the acquisition costs are lower, ttaérfvalue of the assets
and liabilities and the amount of the acquisiti@sts are reassessed. Any remaining negative gdogdiwgky buy) is
recorded immediately in the income statement.

In subsequent periods, the associated fair valjisstdents to assets and liabilities are maintaimgdten off
or released in accordance with the correspondisgtasand liabilities. Capitalised goodwill is nahartised, but is
subject to an annual impairment test in accordavittelFRS 3 instead.

A business combination in which all of the combgientities or businesses ultimately are controbgdhe
same party or parties both before and after thebauation, and that control is not transitory, iasdified as being “under
common control”. Business combinations involvingitees under common control are excluded from theps of
IFRS 3. The Group uses the book values for sucluise) entities and offsets a difference betweenrtée assets
acquired and the consideration paid, if any, initgq&roviding that the entities were under comneontrol during the
comparative periods, the comparatives are restgdtithe combination had been in existence througthe reporting
periods presented.

The financial year of all companies included cqorexls to the financial year of the parent company.

All receivables, liabilities, sales revenues, otiremome and expenses within the scope of consaidare
eliminated. Unrealised profits from intra-group pligs are eliminated from inventories or fixed dsses appropriate.

Currency translation

The Heckler & Koch Group reporting currency is thgo (€).
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Foreign currency transactions are translated innttieidual financial statements of Heckler & Ko@mbH and
its consolidated companies at the rates pertaiairige time of the transactions. As at the balahe®t date, assets and
liabilities in foreign currency are measured at $pet rate on the balance sheet date. Differenigisgon translation
are recorded in the income statement.

The financial statements of the foreign companiegranslated from their functional currencies iatwo. Since
subsidiaries and joint ventures operate their lassirindependently, their functional currency idrtiedividual local
currency. In the consolidated financial statementsgme and expenses from the financial statemsrggbsidiaries that
are prepared in foreign currency are translatethataverage rate for the year calculated from thiéy dates. This
method is used for simplicity since usually thealocurrency income and expenditure involved ardyfaivenly spread
throughout the year and consequently any potevdiahnces are not material. Assets and liabildestranslated at the
spot rate on the balance sheet date. Goodwillesteéd in the same way as an asset or liabilityteantblated at the
balance sheet spot rate. Foreign currency traoslatariances are taken directly to the foreign ency translation
reserve in equity. In the event of the disposalaotonsolidated entity, associated accumulated goreurrency
translation variances are recorded as part of ithit pr loss on disposal.

The rates used for currency translation are shovthd table below:

Rate on Rate on Average Average

balance balance exchange exchange
Currency Abbr. 31.12.2010 31.12.2009 2010 2009
US Dollar (USA) ....eeeeeeeiiiiiiieee e 1.3362 1.4406 1.3282 1.3947
Pound (United Kingdom) 0.8608 0.8881 0.8590 0.8919

Significant accounting policies
Goodwill

Goodwill is an asset representing the future ecandmenefits that cannot be individually identifiedhd
separately recognised from the net assets obt#inedgh a business combination. Goodwill is alledab the following
cash generating units (segments):

2010 2009
EUR 000
Site location: Germany—Defence 59,232 59,232
Site location: France ..........cccocvvevieeeennnnen, 1,133 1,133

TOLAL .. 60,365 60,365

Goodwill is capitalised and subjected to an annogbairment test. If the carrying value is no longer
recoverable, impairment is charged. Otherwise tier gear carrying value is retained. Any impairrheharge against
goodwill is not reversed, even if the valuationends the carrying value.

Heckler & Koch conducts an impairment test of goitidat least annually. The recoverable value of thsh
generating unit is compared with its carrying valliee recoverable value used in the calculaticdhasvalue in use. The
value in use of the cash generating unit is detethby discounting future cash flows. The compatais based on the
following material assumptions:

A detailed plan is made of the cash flows for thshcgenerating unit for the forecast period of five
years. Subsequent periods are accounted for byndntd value determined on the basis of the finahry
adjusted for material one-off events during eagfears and the volume of the current order bookegoudying a
1% growth rate. The key assumptions for the deteation of the value in use are the composition\aide of
sales. These assume that governments will contmmmeodernise their armed forces in the next fewseand
are based on information over future requiremesgsther with past experience. IAS 36.134(f) dogsapply.

The discount rate used for December 31, 2010 isifmrin pre-tax cost of capital of 9.25% (2009:
9.25%); in line with the financing structure, tissimilar to the interest rate on the Notes.

Goodwill from acquisitions prior to January 1, 200&s been capitalised; negative goodwill from asitjons

prior to this transition date has been offset agfaieserves. On divestment of a consolidated coynpay goodwill
relating to it, other than negative goodwill, islided in the computation of the deconsolidaticulte
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Intangible assets

Purchased intangible assets, mainly patents, leeaad software, are capitalised at acquisitioh toernally
generated intangible assets, with the exceptiogoafdwill, are capitalised if it is sufficiently poable that a future
economic benefit will flow from the use of the assed the costs of the asset can be determinedbheli The
manufacturing costs of internally generated inthlegiassets are determined on the basis of direxdthjbutable
individual costs as well as a proportion of dirg@llocated overheads. Financing costs are onlitalmed to the extent
that they are directly attributable to the acqgigsit construction or production of a qualifying eiss

With the exception of goodwill and trademarks,iathngible assets have finite useful lives andarertised
using the straight-line method over this periocdtelnces and software usually have useful lives ofelds. Standard
software usually has a useful life of 4 or 5 ye&@apitalised development costs usually have usieks of 8 years from
the date that sales of the developed product comendhthe expected useful life is materially longe shorter, the
expected useful life is used.

Tangible assets

Tangible assets which will be used in the busifessmore than one year are capitalised and valued a
acquisition or manufacturing costs less depregciat@lculated using the straight-line, use-relatedhod, together with
impairment if appropriate. The manufacturing casdtsternally generated tangible assets are deterundn the basis of
directly attributable individual costs as well apmportion of directly allocated overheads. Firiagccosts are only
capitalised to the extent that they are directiyilaitable to the acquisition, construction or progon of a qualifying
asset. The permitted alternative method of revaoas not applied.

The following useful lives are applied for schediutkepreciation Group-wide:

Category of tangible asset years
2 1011 o 1T TSP 25 -40
Plant and MachiNery ..........oooo oo et 5-10
LKoo 1 o PR 3-5
VENICIES .ttt ettt e et 6
Fixtures, fittings and office eqUIPMENT ... oo 5-10

The useful lives and methods of depreciation aveeveed regularly in order to ensure that theseratime with
the actual expected economic use.

Impairment of tangible assets and of intangible agds other than goodwill

As at each balance sheet date, if there are tifggesvents for impairment, material tangible assatd
intangible assets are submitted to an impairmestineaccordance with IAS 36. If the carrying vabfean asset exceeds
its recoverable amount, an impairment loss is reisegl. The recoverable amount is the higher ofvaline less costs to
sell and value in use. If the recoverable amoungfoindividual asset cannot be determined, amasti is made of the
recoverable amount at the level of next higher ggsterating unit.

If, in the following periods the recoverable amoerteeds the carrying value, reversal of impairnieminly
made for the lower of the amount necessary torifigithe carrying value of the asset to its recalilr amount or (i) to
restore the asset to its pre-impairment carryinguarhless subsequent depreciation or amortisatiatrwvtould have been
recognised.

The impairment and any reversal of impairment ao®rded in the income statement.

Financial instruments

As defined by IAS 32 and used in IAS 39, a finahaiatrument is any contract that gives rise tararicial
asset of one entity and a financial liability ougy instrument of another entity.

Original financial instruments
Financial instruments held by the Group are classids one of the following:
« financial assets at fair value through profitass

* loans and receivables
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* held-to-maturity investments

* available-for-sale financial assets

financial liabilities at fair value through probr loss
» other financial liabilities, valued at amortiseakst using the effective interest method

The classification of a financial instrument isetatined based on the intended principal purpose umigal
recognition. Financial assets include cash and ceaghivalents, trade accounts receivable, loansivaite and
derivatives that are assets held for trading. Fiisdiabilities include trade accounts payable oanmts owed to banks,
derivatives that are liabilities held for tradingdaother financial liabilities.

Trade accounts receivable/payable result from tlwigion/receipt of goods and/or services in thenra
course of business. Securities include financstriiments in the form of shares or participatiofuimds.

An instrument is classified &ir value through profit or loss if it is held for trading or is designated as such
upon initial recognition. For the periods coversdtihese financial statements, the only financiatrimments designated
by the Group as held at “fair value through profitloss” are derivatives that do not meet the megménts for hedge
accounting. Upon initial recognition any attribuakiransaction costs are recognised in profit as.loFinancial
instruments at fair value through profit or loss areasured at fair value, and any changes in thedlae are recognised
in profit or loss.

Financial assets
All regulated market acquisitions and disposalir@ncial assets are recognised on the date ¢éetht.

Financial assets are recognised initially at falue plus, in the case of a financial asset nfgiavalue through
profit or loss, transaction costs that are direattyibutable to the acquisition.

The recoverability of financial assets that are mgltl at fair value through profit or loss is revel regularly.
Objective evidence for an impairment loss are irtipalar the insolvency of contractual partnerstlogir failing to
comply with payment plans. If the carrying valuédnigher than the recoverable amount, impairmergdsgnised via the
income statement. If, in a subsequent period, theuat of the impairment loss decreases and theedsercan be
objectively linked to an event occurring after theairment was recognised, the previously recoghisgairment loss
shall be partially or completely reversed through income statement.

The fair values of financial assets in the balastoeet are usually their market values. If markéiesare not
readily available, the fair values are determinsih@ recognised valuation techniques and curremkebgarameters.
Valuation methods available include using recemb’silength transactions between knowledgeableingillparties,
recent market transactions in similar financialtrimsients, adjusted for factors unique to the imsemt being valued,
discounted cash flow analysis or option pricing eled

A financial asset is derecognised when the contedeights to the cash flows from the financialetssxpire or
are transferred. To qualify for derecognition, ttasfer must transfer the risks and rewards oferslnip of the financial
asset or the contractual rights to receive the tiasls.

Loans and receivablesare financial assets resulting from monetary tatisns, the supply of goods or
services to third parties. Current assets in thiegory are measured at cost and non-current assetieasured at
amortised cost using the effective interest method.

Impairments to doubtful debts are mainly due ténesties and assessments of individual accountsviadei
based on the creditworthiness of individual custemémpairment of accounts receivable is initiaflijown as a
provision for doubtful debts. If a debt is regar@desdrrecoverable, the impaired account receivsbleitten off.

Financial instruments are classed bslfl to maturity” if they are non-derivative financial assets witted or
determinable payments and fixed maturity that theu has the positive intention and ability to htadnaturity.

Available-for-sale financial assets are those non-derivative findrasaets that are designated as available for

sale or are not classified as (a) loans and relokEisa(b) held-to-maturity investments or (c) fineah assets at fair value
through profit or loss.
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Cash and cash equivalentinclude cash balances, cheques, bank balancesrmmtaccounts and short-term
deposits, for which the original term is less thlamee months. These are valued at nominal value.

Financial liabilities
Financial liabilities are mainly trade accounts galg, amounts owed to banks and other liabilities.

Financial liabilities are recognised initially atiff value less, in the case of a financial liapilibt at fair value
through profit or loss, transaction costs thatdirectly attributable to the issue.

A financial liability is derecognised when the @altion specified in the contract is discharged;ancelled, or
expires.

Financial liabilities valued at amortised cost usig the effective interest methodinclude trade accounts
payable and interest-bearing loans. These are datiamortised cost using the effective intereshotw Any profit or
loss is recognised in the income statement wheliabiities are derecognised or settled.

Derivative financial instruments and hedge accauti

A derivative is a financial instrument or other trast with all three of the following characterésti (1) its
value changes in response to a specified foreighamge rate or other variable; (2) it requiresmtal payment or an
initial net investment that is smaller than woutdrequired for other types of contracts that wdaddexpected to have a
similar response to changes in market factors;(@h is settled at a future date.

During the first quarter of 2009, circumstancessarwhich made a hedging transaction for foreigrnamrge
cover for a particular foreign currency contractiadble. In the past, all foreign exchange forwewdtracts were treated
as derivatives held at fair value through profitass.

The Heckler & Koch Group only uses derivative fiomh instruments to manage its exposure to foreign
currency translation risk arising from normal besis operations. In line with IAS 39, all derivas\are measured at fair
value. The fair values of derivatives in the batasbeet are usually their market values. If maviéies are not readily
available, the fair value may be determined usiegognised pricing models or evidenced by bank owmatfions.
Changes in fair value are accounted for as desthbéow:;

Cash flow hedges

Changes in the fair value of the derivative hedgimgirument designated as a cash flow hedge acgmesed
directly in equity to the extent that the hedgeffective. To the extent that the hedge is ineffegichanges in fair value
are recognised in profit or loss.

If the hedging instrument no longer meets the @Gatéor hedge accounting, expires or is sold, teatéd or
exercised, then hedge accounting is discontinuedpgctively. The cumulative gain or loss previouglgognised in
equity remains there until the forecast transactioours. When the hedged item is a non-financis¢taghe amount
recognised in equity is transferred to the carrnangount of the asset when it is recognised. Inrathees the amount
recognised in equity is transferred to profit ®dan the same period that the hedged item affeofit or loss.

Other non-trading derivatives

When a derivative financial instrument is not dasigd in a qualifying hedge relationship, all ches its fair
value are recognised immediately in profit or loss.

Construction work in progress

Construction work in progress represents the tajedss, unbilled amount expected to be collect@mnfr
customers for contract work performed to dates Itneasured at cost plus profit recognised to dage {recognition of
income and expense—construction contracts”, belea$ progress billings and recognised losses. (Dokides all
expenditure related directly to specific projects.

Construction work in progress is presented as phtrade and other receivables in the balance sheet

payments received from customers exceed the incenmgnised, then the difference is presented asnagvpayments
received in the balance sheet.
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Inventories

The inventories are recognised at acquisition anufacturing costs or, if lower, their net realisabblue. Raw
materials, supplies and consumables as well ashamdise are measured at their adjusted averagésticaqucosts. The
manufacturing costs of work in progress and finisheods are determined on the basis of directtipatable individual
costs as well as a proportion of production-relatedrheads. The manufacturing costs do not inchallng expenses,
general and administrative expenses or financirggscd he net realisable value is the estimatedhgefirice less the
estimated cost of completion and the estimatedscostessary to make the sale. Provisions are noadecbgnise
impairment of slow-moving inventories or to reddcaet realisable value.

Non-current assets held for sale
Non-current assets (or disposal groups comprissggta and liabilities) that are expected to be veren

primarily through sale rather than through contiiguuse are classified as held for sale. Thesesaaseheld at the lower
of their carrying values and their fair value lessts to sell. These assets are not depreciated.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(5) Summary of significant accounting policies andbasis of measurement
Provisions for pensions and similar defined benefibbligations

The provisions for defined benefit obligations aremputed using the projected unit credit method in
accordance with IAS 19. Under this method, in addito the pensions and vested rights known atbdlance sheet
date, expected future increases in pensions aadesalwith estimates of the demographic variamcesalso taken into
consideration. The value is obtained from an a@Uezport.

Actuarial gains and losses are recognised outsiofé pr loss, in the period in which they occur,dccordance
with IAS 19.93A-D. These are shown in the statenoérbomprehensive income.

In determining the discount interest rates in adance with 1AS 19.78, the actuaries refer to mayi&ltds on
high quality corporate bonds at the balance shatet d

Other non-current and current provisions

Other general liability provisions are recognisellew a past event gives rise to a present obligatiois
probable that the obligation will be claimed anetkable estimate can be made of the amount obltigation.

The amount recognised as a provision is the béshate of the expenditure required to settle thesent
obligation at the balance sheet date, or if theotfbf the time value of money is material, thespr# value thereof.
Reimbursement claims are recognised separatdlisivirtually certain that reimbursement will beceived if the Group
settles the obligation.

Leases

For leasing agreements under which the Group se&sif the lease transfers substantially all ihkesrand
rewards incidental to ownership of the asset (fiealeases), then the assets are capitalised b@rthg in accordance
with IAS 17. Depreciation methods and useful liees applied in line with similar owned assets. & tommencement
of the lease term, finance leases are recognisedsads and liabilities in the balance sheets auata equal to the fair
value of the leased property or, if lower, the prasvalue of the minimum lease payments, each mi@ted at the
inception of the lease. Any initial direct coststlod lessee are added to the amount recognisatassat.

If the lease does not transfer substantially alribks and rewards incidental to ownership ofasset, then the
assets are capitalised by the lessor (operatigp$gal easing fees for operating leases are resedjrin the income
statement. If material, adjustments are made tugsti-line leasing fees for agreements where payrseimedules are
different.

Recognition of income and expense
Sale of goods and services

Revenues are measured at the fair market valuseafdnsideration received or to be received andsept the
amounts that are to be obtained for goods andcesrvn the normal course of business. The reveargeshown after
subtracting sales deductions, discounts and valdedataxes.

Revenues are recorded when the associated supplieservices have been rendered, the risks anddswé
ownership have transferred to the buyer and theipeof the payment is probable.

Construction contracts

Contract revenue includes the initial amount agilieettie contract plus any variations in contractkyalaims
and incentive payments to the extent that it idpbde that they will result in revenue and can leasared reliably. As
soon as the outcome of a construction contracbeagstimated reliably, contract revenue and expesigerecognised in
profit or loss in proportion to the stage of contigle of the contract. The stage of completion iseased by reference to
surveys of work performed. When the outcome of @straction contract cannot be estimated reliabytract revenue
is recognised only to the extent of contract costarred that are likely to be recoverable. An expd loss on a contract
is recognised immediately in profit or loss.
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Interest and other income

Interest income is accrued based on the loan mdlistg and the applicable interest rate. The apiplécanterest
rate is specified in the loan agreement and digsative estimated future inflows of funds over thet of the financial
asset to the net carrying value.

Other income is recognised in the period to whiaklates, in accordance with the associated ccintra
Other expenses

Other expenses are recognised on the basis oéet dlitk between the costs incurred and the relateoime in
the income statement, either when the benefités ws when the costs are caused.

Expenses for research and development

Research costs are expensed as they are incureegldpment costs are also expensed as they argddcu
unless they satisfy the criteria for recognitioriraernally generated intangible assets according$ 38.57.

Borrowing costs

Borrowing costs as defined in IAS 23 are capitdlise the extent that they are directly attributatiethe
acquisition, construction or production of a qualtify asset; the remaining borrowing costs are neiseg as an expense
in the period in which they are incurred.

Income taxes and deferred taxes
The income tax expense represents the sum of ¢uarerxpense and deferred tax expense.

The current tax expense is determined on the lmsise taxable income for the relevant year. Thaltte
income is different from the net income for the ryshown in the income statement since it excludesemrses and
income which will be tax deductible/taxable in atlyears or which will never be tax deductible otatale. The liability
of the group for current tax expense is computedhenbasis of the valid tax rates or of tax ratdsctv have been
enacted by the balance sheet date.

Deferred taxes are the expected tax charge off mgli®ng from differences between the carryinguesl of
assets and debts in the Group IFRS consolidataddial statements and their values in the tax atsaaf the individual
companies. The balance sheet oriented liabilityhorbis applied. In general, deferred tax liabititare recorded for all
taxable temporary differences, and deferred tagtasse recorded to the extent that it is probtiaetaxable profits will
be available for which the deductible temporaryedédnces can be used. Such assets and liabiligesc recognised if
the temporary difference arises from (i) the ihitiecognition of goodwill or (ii) from the initiafecognition of other
assets and liabilities in a transaction that a#fewtither the accounting profit/(loss) nor taxgtefit/(loss). In addition,
deferred taxes are recognised for the carry forvedrdnused tax losses to the extent that it is @it that it will be
possible to utilise them in the future.

The carrying amount of deferred tax assets is vexieeach year at the balance sheet date and isedfut is
no longer probable that sufficient taxable inconikk e available to allow the benefit of all or paf the deferred tax
asset to be utilised.

Deferred tax assets and liabilities are measuréldeatiax rates that are expected to apply to thiegevhen the
asset is realised or the liability is settled, lbage tax rates and tax laws that have been enactsgbstantively enacted
by the balance sheet date.

The changes in deferred taxes are recognised intwme statement as tax income or expense urtess t
relate to items recognised in other comprehensigeme or directly under equity; in this case théeded taxes are
recognised in other comprehensive income and thecaged equity position.

Contingent liabilities and contingent assets
Contingent liabilities are not recognised. If amg adentified, they are disclosed in the notes ssiléhe

possibility of an outflow of resources embodyingeamic benefits is remote. Contingent assets ateaumgnised.
They are disclosed in the notes, where an infloeaminomic benefits is probable.
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The use of estimates and assumptions

The preparation of the consolidated financial stetets in compliance with the pronouncements ofl &8
requires estimates to be made affecting the valeesgnised in the balance sheet, the nature amahteaf contingent
assets and liabilities identified at the reportifage and the value of income and expenses in fiatieg period. The
main assumptions and estimates for the Heckler & K@roup concern the setting of useful lives, geowerability of
accounts receivable, the valuation of inventoribks, recognition and measurement of provisions &edptobability of
future utilisation of deferred tax assets. Changesstimates are recognised in the income stateprespectively.

Guarantee and warranty obligations can arise fiegallor contractual requirements. Provisions acegeised
for the expected cost of meeting claims under gquaeaor warranty obligations. Claims are partidylédikely if the
warranty period has not yet expired, if warrantgtschave been incurred in the past or if particularranty claims are
known. The evaluation of the risk of warranty claim based on past experience and is used in dategihe level of
provision required.

Provisions for litigation risks are recognised i€@mpany in the Heckler & Koch Group is a defendamd a
judgement against the defendant is more likely thain A provision is made for the amount likelylte incurred by the
company if the judgement is against it. This figimeludes the payments to be made by the companpaiticular
compensation, damages and settlements, as wdikeasxpected legal expenses. If a company in thélele& Koch
Group is a defendant and a judgement for the defgnd more likely than not, or if the companyhe tlaimant, only
litigation fees are provided for.

The use of estimates in other positions in the @roalance sheet and income statement are desdrilibd
accounting policies relating to the individual gimsis. In particular, these relate to: impairmehgjoodwill, impairment
of non-current tangible and intangible assets, igions for doubtful debts and the valuation of defd tax assets and
the pension provision.

Notes on the income statement
(6) Revenue

Net revenue increased by €12,497k to €247,244k aoedpwith revenue of €234,748k in 2009.

The revenue of the Group was made up as follows:

2010 2009
EUR '000
ST 1[0 o[0T T £ SSRR 231,810 228,592
SAlE O SEIVICES ...ttt e e e e e e s e e e e e e e e e e eeeeeseabaaas 7,366 5,387
COoNStruction CONLIACE FTEVENUE .........cvunccceeeri e eeeeeti e e et e e e e e e et eeeeeeeaas 8,856 1,699
GIOSS FEVEINUE. ....ueiiteeeei e e e e et ee e ettt e et e e et e e e et e e et e e et e eetaeeennnaees 248,032 235,678
DISCOUNES, DONUSES, EIC. ..uvuviiiiiiiiiiiiieeeceeeiiiteiee e e e e e e e e e e e eeeee e (788) (931)
NEE FEVENUE. ... .ottt e et e et e e et e e et e e e eneaeen 247,244 234,748

Construction contract revenue is determined byreefee to the stage of completion.

Breakdown by customer location:

2010 2009
EUR "000
DOMESHC (GEIMANY) ..evviiiiiiiiieieee et e e e e e e eeeee e e e e e e e e aeeaeaa e e s e sesnneeenneees 42,999 39,472
Foreign (rest of the WOrld) ............uuuiimme e 205,033 196,206
GIOSS FBVENUE. ... ittt et ettt e e e e e e e e e e s e e e e e ettt e et e e e e e e e e s e s s ae e snnnrenreees 248,032 235,678
DISCOUNES, DONUSES, EIC. ..uvuriiiiiiiiiiiiiececceeiint e e e e e e e e e e e e e e s s eeeee e (788) (931)
L= R V7T 10 [T 247,244 234,748

(7) Cost of sales
The cost of sales decreased by €9,496k to €144,06Tpared with €153,563k cost of sales in 200%4ted).

The cost of sales includes materials and produdgsibour and overhead expenses relating to the uevelithin cost of
sales are €8,856k (2009: €1,699k) expenses relatiognstruction contract revenue.

F-21



(8) Research and development expenses
Research and development expenses comprise thosenpel expenses and depreciation relating to these

activities, together with the costs of test materand tools that do not meet the criteria for taigiation under IAS 38,
together with the amortisation and retirement giitedised development costs.

(9) Sales, marketing & distribution expenses

Sales, marketing & distribution expenses incredsed€7,039k to €31,752k compared with €24,714k i620
The selling expenses mainly comprise personnelresgs material and marketing costs as well as digpign relating
to the sales function and project related costs.

(10) Administration expenses

General administration expenses include personpalrses and office material costs as well as theed@tion
relating to the administration function.

(11) Other operating income

2010 2009
EUR 000
Release and utilisation Of ProViSIONS .......cceeeeiiiiiiiiiaiaii e 2,477 2,097
Income from the provision of administration SENBICE. ...........eeveiiiiiiiieiiiiiii e 691 1,307
Profit on disposal of non-current & held for SasSets ..........coeeeeeevveiiiiicicceeeeee, 92 29
LICENCE fEE INCOME .....cciiiiie et 864 1,080
Fuel Sales t0 EMPIOYEES ....oveiiiiiiiiie e e e e e e e e e e e s s eaeaeees 1,259 1,111
(@101 SO TP 1,129 719
L0 = | OSSP 6,512 6,344

The other operating income includes out-of-periocome of €1,488k (2009: €361k). This is due to imeo
from the release of provisions and accruals €1,128R9: €332Kk), gains on disposals of non-curresets €92k (2009:
€29k) and income from refunds etc. €251k (2009: nil

(12) Other operating expenses

2010 2009
EUR 000

Create provision for doubtful debts & write offlefid debts .............ccccciis (217) (133)
Loss on disposal of NON-CUIMTENt ASSELS. .......uuuuuuiiiiiiiiiiiiieeie e (1,482) (339)
(©14 T=T g r= VT U PUPPRUPRRU (255) (209)
Creation of general liability provisSions.............coooooiiiiiiiiiiieeeee e (2,877) (1,463)
OB e (2,459) (3,987)
LI L2 LU UU PR OUPRPPPRN (7,289) (6,132)

The other operating expenses include out-of-peziqubnses of €1,783k (2009: €583k). These are mdirdyto
losses on the disposal of non-current assets, flbainid bad debts and credit-notes relating torpréars.

(13) Analysis of expenses by nature, showing EBITDA

The income statement shows operating expensessadaly function; the following table shows EBITDAda
operating profit with expenses analysed by nature:

2010 2009
EUR '000

NET SAIES ...eii ettt e 247,244 234,748
Material costs and movement in iINVENLONIES...........ccooevcevvvviiiiieiereeeee e, (106,092) (113,524)
(0= To]1 = 1151 To [T 0 1S3 £ TP PPPURTTUTP 2,511 1,639
Other Operating INCOME ..........uuiiiiiiiiiiceceeeeeii et e e e e e e e e e e e e e e s e e aeenbeeeees 6,512 6,344
L 1Y (o] SRR (46,279) (46,334)
Other Operating EXPENSES ..........ceeee. oo eeereeeeeaaeaaaaaesessessanansanssrennnees (42,703) (33,537)
EBITDA oottt 61,194 49,335
Depreciation and amortiSAtioN ..............eem oot (9,417) (9,927)




Results from operating actiVities.........cccvuvriiiiiiiiiiiieiee e 51,777 39,408

(14) Financial result

2010 2009
EUR 000

Financial income

L1 (] S TP PP PP PPTPTPPPTRR 1,979 1,233
Gains on valuation of derivative financial inStrurte.............ccccccciiinnnnn. 42 —
Gains on translation of foreign currencies 3,120 1,267
Other ... — —
Total finanCial INCOME ........uviiiiii e 5,141 2,500
Financial expenses

L 10T £ APPSR (11,275) (11,194)
Accretion of non-current liabilities ... .o (4,131) (3,923)
Losses on valuation of derivative financial inStRNTS .............ccccccciiiiiiiin, — (946)
Losses on translation of foreign CUrrenCies ..o, (736) (1,159)
(1 =T RS (205) (462)
Total finanCial EXPENSE.......uuiiiiiiiiiiiii e e e e e (16,347) (17,684)
FINANCIAI FESUIL ... (11,206) (15,184)

The interest income includes interest on short-tr@ns and on bank balances and tax refunds. Tine gad
losses on valuation of derivative financial instents relate to forward cover contracts and optiatended to reduce
exposure to currency risk on expected USD cashsflae gains and losses on translation of foreigreacies include
gains and losses on utilisation of forward coventracts, in addition to translation differences iftems not covered by
such arrangements. The accretion of non-currebilitias relates to defined benefit and other Idagn provisions, and
the bond. Other financial expenses relate to gtegeacosts.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010

(15) Income taxes

The income tax expense comprises:

2010 2009
EUR '000
Current tax INCOME/(EXPENSE) ...ccveeeeee e it eeeeeee e a e e e e e (12,383) (9,533)
Deferred tax iINCOME/(EXPENSE) .....ciie ittt e e e e e e e e e e e e e e eaaeees 2,213 2,263
Tax expense in iNCOME StAtEMENT ..........uuuieeeeriiiieiiiiieeirre e e e e e e e e e e e e eneees (10,170) (7,270)

Income taxes include German corporation tax (“Késpkaftsteuer”), trade income tax (“Gewerbesteuant)
associated reunification surcharges (“Solidarit#gshlag”) for the German companies, together withilar income
taxes for the foreign subsidiaries.

The companies in Germany have a calculated stgtttor rate of 27.7% (2009: 27.7%). Foreign taxati®n
calculated at the rates valid in each country;eghesy between 28% and 36% (2009: between 28% &1(J.3

Deferred taxes are calculated on the basis oftetgttax rates, or of tax rates which have beertedbas of the
balance sheet date in each country, that are eeghéxtoe in place on realisation.

The following table shows a reconciliation of thgected tax using the current statutory tax ratete parent
company of 27.7% and the actual income tax showth Group:

2010 2009
EUR "000

Profit/(10SS) DEFOIE taX ...uuuueeieiiiiiiii e 40,571 24,224
Expected tax rate (current German statutory rate)..........ccccceeeeveeieccciivvivinnneeene, 27.7%  27.7%
Expected taX eXPeNnSE/INCOME..........ccceeeimmmmn e e e eeeeeeeeeeeeieeraesreeeeeeeeeeeaaeeeeenaas (11,248) (6,716)
Adjustments to expected tax expense due to:

—change intaxrates .............ccc..ee 11 (207)
—non-tax-deductible expenses (398) (1,183)
—utilisation of tax losses that had not been clipéd ..............c.ccoocviieiiiiiiiiiienns 451 —
—taxes relating to other periods (22) (13)
—differences in foreign tax rates (585) (76)
—change in valuation adjustments for tax l0SSes.C/f.........ccccciiviiiiiiiiiiiiieeeeeee, (15) —
—change in valuation adjustments for temporary. diff.............ccccccviiiiiiiieinnennnn. (100) (236)
—Other EffECES ..o e 1,737 1,162
Actual tax eXPenSE/INCOME .......ccceiiiiii i iceeeee e e e e e e (10,270) (7,270)
EffeCtiVe TaX FAte ... e 25.1%  30.0%

Deferred tax relates to the following positions:

Deferred tax Deferred tax Deferred tax Deferred tax

assets assets liabilities liabilities
Balance Sheet Item 31.12.2010 31.12.2009 31.12.2010 31.12.2009
EUR '000

Intangible non-current assets ..........cccoiccciiiiiiiiiiiiiiieeeee, — — 11,508 11,191
Tangible non-current assets .........ooooiiieeeiveceee, 14 8 4,213 4,969
INVENTOMIES ... e e e e e e e e e e e eeeanaaeas 3,473 1,512 — —
Trade accounts receivable.........cc.coooeeveeecciee e, 16 98 425 444
Other CUIeNt @SSEtS......cccoiiiviiiiieiiiieee e 1,846 73 2,357 4,028
Employee defined benefit obligations ........ccccccevvivveeeen.n. 3,893 2,829 — —
Other non-current ProvisSions .........ceeveeeveeeccceevvenieeieeeeeeens 747 1,563 — —
Non-current financial liabilities ............occceviiiiiiiiniiiiennn, — — 220 596
Other non-current liabilitieS ..., — 251 — —
Current provisions ...........cccccvvvvevveeinn 77 43 25 —
Trade accounts payable................... 1,008 402 — —

Other current financial liabilities



Other current liabilities ..........ccccoovivccmer e 11 — 2,539 47
Carryforward of unused tax I0SSes.........cccceceeivniiiiiiinnenn. 9 (0) — —

TOAl et 11,094 6,779 21,287 21,275

During 2010, an increase in deferred tax asse&ldi24k (2009: €1,031k) was recognised directlgduity
since this increase related to the actuarial gamdefined benefit schemes. A decrease in defeaedssets of €218k
(2009: increase of €229k) was recognised directlgquity since this decrease related to unrealizesks on effective
hedging instruments. Apart from these, all otheandes in deferred tax assets and liabilities weoegnised in the
income statement.

Potential deferred tax assets of €2,254k (20095%) relating to losses carried forward by oneoaf
operations in the US have not been recognised.atlalu adjustments of €2,233k (2009: €2,133k) hagenbmade
against potential deferred tax assets relatingrigpbrary differences arising in this operationhie US.

Notes on the balance sheet

(16) Intangible assets

Trade marks

Patents,
Development licences,
costs Goodwill software
(self-generated) (acquired) (acquired) Total
EUR '000
Net carrying value at 01.01.2009 .............. 7,850 60,365 32,758 100,973
Acquisition/manufacturing costs
Balance at 01.01.2009 ............ccccceeeeeeennee. 11,464 80,384 46,642 138,490
Effect of movement in exchange rates......... — — (18) (18)
AddItioNS ... 2,676 — 337 3,013
Reclassifications ..........cccccceevviviiicceenne. — — — —
Disposals/retirements............ccccvvveesiocmcee (1,133) — (920) (2,053)
Balance at 31.12.2009 ............ccccceveeee e, 13,007 80,384 46,042 139,432
Amortisation & depreciation
Balance at 01.01.2009 ............cccocvveeeeennee. (3,614) (20,019) (13,884) (37,517)
Effect of movement in exchange rates......... — — 10 10
Amortisation for the year.................eeeeeee. (1,032) — (259) (1,291)
Impairment.............coooeeciiiiie e — — — —
Reclassifications ..........cccccceevviiiiiicceennn. — — — —
Disposals/retirements............cccveeveesiccmmee — — 920 920
Balance at 31.12.2009 ............cccceveeeiennee, (4,646) (20,019) (13,213) (37,878)
Net carrying value at 31.12.2009 .............. 8,361 60,365 32,828 101,554
Acquisition/manufacturing costs
Balance at 01.01.2010 ...........cccvvveeeeiennee. 13,007 80,384 46,042 139,432
Effect of movement in exchange rates......... — — 35 35
AddItioNS ... 3,388 — 321 3,709
Reclassifications ..........cccccceevviiviiicceenne. — — 22 22
Disposals/retirements................eeeeeveeeeeee (1,229) — (21) (1,250)
Balance at 31.12.2010 .........oeeeeeeeeeiviinnnn, 15,166 80,384 46,397 141,947
Amortisation & depreciation
Balance at 01.01.2010 .........cccccvveeeeeriennee. (4,646) (20,019) (13,213) (37,878)
Effect of movement in exchange rates......... — — (18) (18)
Amortisation for the year.................ooeeeee. (990) — (296) (1,286)
Impairment.............coooiiiiii e — — — —
Reclassifications ............cccocvvvviiiiiacceenn. — — (22) (22)
Disposals/retirements................eeeeeveeaeee — — 21 21
Balance at 31.12.2010 .........cccccvveeeeerienee. (5,636) (20,019) (13,528) (39,182)
Net carrying value at 31.12.2010 .............. 9,531 60,365 32,869 102,765

As described in Note 5, goodwill and other intahgilassets with indefinite lives are subject to ahnu
impairment testing. Goodwill is allocated to theéiindual companies within the Group, which repreésiie segments
and are the lowest level within the Group at whgoledwill is monitored for internal management paga
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As shown above, aggregate goodwill is unchangenh filee previous year at €60,365k. This is the netkbo
value at which it was held under German GAAP atdéie of transition to IFRS (January 1, 2006). @&ty, the parent
company of the Group was called Heckler & Koch Wettinik Holding GmbH. This company acquired theigles
manufacturing and distribution company, Heckler &K Gesellschaft mit beschrankter Haftung, at titeaf 2003 and
in 2004 the two companies were merged and renaneettlét & Koch GmbH. As a result, the Group has gabtdf
€59,232k allocated to its merged parent compang. Bdlance of €1,133k is allocated to Heckler & Kéechnce SAS
since this relates to its acquisition in 2004. Gueitidelates to the value of the companies in opferaand is therefore
treated as being of indefinite life. On the acdigsi of Heckler & Koch Gesellschaft mit beschramitaftung, at the
end of 2003, the trademark was also recogniseth astangible asset of €31,866k. The Group’s rejutas associated
with this trademark so that, like goodwill, it isa treated as being of indefinite life.

NSAF Ltd was acquired for less than its equity dhd negative goodwill arising from this transactien
included in the Group’s retained earnings. The WUBskliaries Small Arms Group Holding Inc. and Hecld. Koch
Defense Inc. were founded by the Group and havgoodwill allocated to them. The acquisition of th8 subsidiaries
Suhler USA, Inc. and Heckler & Koch, Inc. was aaraction under common control and the Group’s égurave been
restated as if this transaction took place prioth® beginning of the earliest period shown; consatly the difference
between the price paid and the net assets acduiieteen offset against equity rather than beiogstas goodwill.

HK Sidearms GmbH was acquired in July 2010 for €6.4hich was less than its equity and reservesingur
the purchase price allocation, its inventories we@uced to their value to the Group by eliminatthg Heckler &
Koch GmbH profits included in them from before #equisition. The remaining difference was allocatededuce the
Heckler & Koch, Inc. inventories, since these imguHK Sidearms GmbH profits from before the acdjoisi The
intangible non-current assets acquired with HK2§2nd the associated cumulative amortisation (gage shown in
the “reclassifications” rows above.

Since the Group is privately owned, and similar panies have not been bought or sold regularly oactine
market during the past year, it was not possibleste impairment tests on market value. Impairrests were therefore
based on value in use determined by discountingrdutash flows projected based on actual operasisglts and the
first five years of the annual ten year busineasigl

The amortisation and impairment of intangible asgetncluded in the following income statementifioss:

2010 2009
EUR 000
(@0 1S3 0] ST 1= PSSO 81 54
Research and developmeNt ...t 999 1,046
Sales, marketing & diStriDULION ...........uvimccenr e e e e e 1 22
N 41811 = LT o T EEUPRRR 205 169
(0 1 1= =Y o =1 - PR — —
BLI0] =L IF= V0T 15T 1o o 1,286 1,291

As at December 31, 2010 the Group had a balan€B5k (2009: €41k) on order for intangible assets.

(17) Property, plant and equipment

Fixtures,
Land and Plant and fittings and Assets under
buildings machinery other assets construction Total
EUR "000
Net carrying value at 01.01.2009 .................. 25,550 20,303 8,698 695 55,246
Acquisition/manufacturing costs
Balance at 01.01.2009 ........ccccoovvvvereecennnn. 41,661 62,053 41,004 695 145,414
Effect of movement in exchange rates............. (57) (29) 4 — (81)
AddItioNS ... 2,074 3,773 2,159 138 8,143
Reclassifications ............cccccvvviiiiiiecccc e 51 551 93 (695) —
DiSPOSAIS...evviiiiiiiiiieee e (23) (1,929) (3,161) —  (5,114)
Balance at 31.12.2009 ........ccccoovvvverrecennnn. 43,706 64,419 40,100 138 148,362
Amortisation & depreciation
Balance at 01.01.2009 ...........cceccvvvveeemennnn. (16,111) (41,751) (32,306) — (90,168)
Effect of movement in exchange rates............. (5) 6 (5) — (5)
Depreciation for the year ..........cccceevvveeeeens (1,083) (4,745) (2,808) —  (8,636)
Impairment............ooooiiiie e — — — — —
Reclassifications ............cccccvvviiiiiiccccc e — (1) 1 — —
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DiSPOSAIS....ceiiiiiiiiiieieee e 17 1,929 2,720 — 4,666
Balance at 31.12.2009 .........cccoecvveeeiincenn. (17,183) (44,561) (32,399) — (94,143)
Net carrying value at 31.12.2009 .................. 26,523 19,857 7,701 138 54,219
Acquisition/manufacturing costs

Balance at 01.01.2010 .......cccceevvveeeivnamenn. 43,706 64,419 40,100 138 148,362
Effect of movement in exchange rates............. 214 64 81 0) 359
AdItIONS ....eeieiiiiee e 930 4,707 2,418 269 8,324
Reclassifications ............cccocvviiiiiiaecccc e 17 118 84 (135) 84
DiSPOSAIS....cvviiiiiiiiieieeee e (1,668) (4,631) (787) —  (7,086)
Balance at 31.12.2010 ........ccccevvvveervmmcenn. 43,199 64,676 41,896 272 150,043
Amortisation & depreciation

Balance at 01.01.2010 ............cooeeevvvnee. (17,183) (44,561) (32,399) —  (94,143)
Effect of movement in exchange rates............. (45) (13) (56) — (114)
Depreciation for the year ..........cccccevveeeeeees, (1,209) (4,634) (2,388) —  (8,131)
Impairment............o.oooiiii e — — — — —
Reclassifications ............cccccvviiiiiiaecccc e — — (76) — (76)
DiSPOSAIS....cvviiiiiiiiieeeeee e 720 4,036 729 — 5,485
Balance at 31.12.2010 ............cooeeeivvvnee. (17,617) (45,172) (34,189) — (96,978)
Net carrying value at 31.12.2010 .................. 25,582 19,504 7,707 272 53,065

During 2010 there were no reclassifications of ssem property, plant and equipment to held fdes
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(17) Property, plant and equipment

The fixtures, fittings and other assets acquireith WiKS on July 1, 2010 (€84k) and the associatedutative
amortisation (€76k) are shown in the “reclassifmas” rows above.

The fixtures, fittings and other assets includeasetying values of nil (2009: €79k) for certairseis acquired
on finance leases, in particular computer sen@ee Note 25 for details of the lease obligatiort the reconciliation
between the total minimum lease payments at trenbealsheet date and their present values.

As at December 31, 2010 the Group had a balan€d dfl 3k (2009: €655k) on order for tangible nonrent
assets (excluding amounts shown in the above tatuler assets in course of construction).

(18) Investments in equity accounted investees, @hnon-current investments and current loans, invesnents and
derivatives

The Group held a €13k investment in a dormant je@mtture that was consolidated at equity and vepsdated
in 2009. A loss of €1k on liquidation was recogdise other expenses in 2009 and a cash receipt 2 & included in
investment activities in 2010.

The other non-current investments relate to theaneimg balance not yet due on long-term loans.

The Group shows certain securities within othenfanvestments and derivatives (2010: €933k, 26622k).
This investment is required by German law and thesmurities are pledged in full to secure clainatireg to the
German company’s early retirement scheme “Altelzstaf.

The Group has made short-term loans totalling, wmtirest, €4,901k (2009: €4,912k) to its indirglchreholder
Heckler & Koch Beteiligungs GmbH; security for suolans has been provided by the ultimate shareholdde Group
through a mortgage. The mortgaged asset was adsegsan independent valuer at a value in excegheofamount
secured. The loan and accrued interest was repéidl in March 2011.

The Group only has derivative financial instrumergkating to forward exchange and option contrdots
USD/EUR, unless hedge accounting applies, thesehelk at fair value through profit or loss (201@6&2k, 2009:
€239Kk).

(19) Inventories and prepayments for inventories

31/12/2010 31/12/2009
EUR '000
Raw materials, consumables and SUPPIIES .. e e eereeeeeeeeeeeeeiiiiiisiiiiinns 21,551 19,937
WOPK IN PrOGIESS ...vvvvviiiiiiiieeieiieeseesmmmmm e s e e s e s sseest et sresaeeeeeaaaaaaeeeeees 33,357 29,891
Finished goods and merchandise .............oooooii i, 18,276 21,978
10 ] = | PP PRPRP 73,184 71,806

Under inventories, provisions of €13,055k (20090496k) have been made to account for marketabibls
and slow-moving items. These provisions reduceageltems of inventory to carrying values in linéttwtheir fair
values (less costs to sell) of €14,396k (2009: £24k). Impairment losses of €86k (2009: €124k)rded in prior
years have been reversed following increases ineiadisable value due to the reassessment of sigtieabcertain items
and the disposal of other items at higher valuas their carrying values. A write-down of inventiof €1,972k (2009:
€2,078k) was recognised as an expense.

Prepayments for inventories include €1,398k (2009;686k) relating to advances paid for construction
contracts (PoC).

(20) Trade and other receivables

31/12/2010 31/12/2009
EUR '000
Trade accounts reCeIVaDIE...........uv i 48,764 39,625



Receivables from directors and employees.......cccovvvvivveeieeeiiiiiiiccns 798 1,020
OthEr @SSELS ... i ————— 840 1,267
10 ] = | PP 50,402 41,911

The carrying values of trade accounts receivabte ather receivables correspond to their fair maxiadtes.
Trade accounts receivable include amounts due fthen parent and indirect parent of the Group and raoke
interest-bearing; they usually have due dates ketv@® and 90 days. These receivables also incimdeiats relating to
construction contract revenue (€1,398k, 2009: €kh2

The receivables from directors and employees ircladoan to a director and the associated int¢€€tok,
2009: €322k), and foreign tax assets for formeealors. The other receivables are mainly for VATEi&ilar tax claims
against various countries arisen in the normals®of business.

If there is an indication that a receivable mayirpaired, at the latest if becomes over 180 daysdue, the
possibility of impairment is reviewed by the fin@ycsales and legal departments. Provisions of & {2009: €958Kk)
have been made for individual doubtful debt riskthiw trade accounts receivable. The provision doubtful trade
accounts receivable has had the following movendunisig the reporting period:

2010 2009
EUR '000
Opening balance JanUAry 1St ........c..uviceememmeeeeeeeireeeeee e e e e e e e s rrrrreraeaaeaea s 958 1,043
(@1 (=T 110 ] £ F OO PPPTPPPPRRPP 219 123
RElEaSE/ULIIISALION .......uuuiiiiiiiiieie s e s r e e e e e e e e e e s e e sessans e e aneeeeeeeeees (1,065) (195)
Effects of foreign CurrenCy CONVEISION ........ceeuiiiiiiiiiiiiiiiieiee e 29 (12)
Closing balance DecembBEr 3LSL. . .uuuuiiiiiiiiiiiee e 141 958

All expenses from impairment (or income from reegrsf impairment) of trade receivables is shownernd
other operating expenses (or income).

The aging of financial instruments that are traclants receivable is as follows:

31/12/2010 31/12/2009
EUR '000

N[0 ] A 0NV Z=T (o [V T PR 39,085 29,994
Overdue:

— within 30 days 6,547 5,241
— between 30 and 60 days 734 2,067
— between 60 and 90 days 606 60
— between 90 and 180 days 951 551
— after more than 180 days 840 1,713
10 ] 7= | PSPPSR 9,679 9,631
Net trade accounts receivable.............cccooiiiiiiiiiiiii e, 48,764 39,625

As at the balance sheet date, no evidence haditbestified to suggest that any of the accountsivatde that
were neither overdue nor impaired were doubtful.

(21) Cash and cash equivalents

The position cash and cash equivalents includds lealsinces, cheques, bank balances on currentrascand
short-term deposits, the original term of whicleiss than three months. These are valued at nowahag.

(22) Shareholders’ equity

The following reconciliation of movement in capithd reserves shows the changes in the individesisi of
equity in the Group:

Additional Reserve for Consolidated
Subscribed Paid in Translation Defined Benefit  Hedging Retained Shareholder
Capital Capital Reserve Obligations Reserve Earnings Equity
EUR 000
As of 31.12.2008..........coueeee. 25 79,695 (521) 3,662 — (9,482) 73,379
Reclassification of reserves...... — (66,000) — — — 66,000 —
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Total recognised income &

EXPENSE. ... — — 690 (2,688) (598) 16,954 14,358
Dividends declared................... — — — — — (10,150) (10,150)
As of 31.12.2009.........cc........ 25 13,695 169 974 (598) 63,322 77,587
Total recognised income &

EXPENSE...ccvviiriririireireeieens — — (381) (2,670) 569 30,402 27,920
Dividends declared................... — — — — — (9,100) (9,100)
As of 31.12.201Q........ccccueee. 25 13,695 (212) (1,695) (29) 84,623 96,407

The subscribed capital shown is the nominal capmfathe parent company Heckler & Koch GmbH. The
nominal capital of Heckler & Koch GmbH of €25k idlff paid up. Since it is a German limited comp#&tymbH”), the
subscribed capital is not divided into shares.

The additional paid in capital arises from addisibrcapital contributions from the shareholders; in
2009 €66 million was reclassified to consolidatethined earnings.

The translation reserve comprises all foreign cwyedifferences arising from the translation of fhrancial
statements of foreign operations.

The reserve for defined benefit obligations congwithe cumulative actuarial gains and losses grisinthe
employee defined benefit obligation provisions, ofetax. The net decrease is due to actuarial foe6€ 3,694k (2009:
€3,719K) net of €1,024k (2009: €1,031k) deferregsa

The hedging reserve comprises the cumulative gai losses arising on the recognition of fair value
movements on effective hedging instruments as définy IAS 39. In 2010 there was a gain of €788l0Q2& 828k
loss) net of €218k (2009: €229k) deferred taxes

The consolidated retained earnings include a remtuctf €5,327k arising from the effects of the siion to
IFRS on January 1, 2006 and a reduction of €4,0072007 arising from the difference between acdoisiprice and
net assets for the common control transaction attgquri of Suhler USA, Inc. and Heckler & Koch, Inbat took place
in April 2009 but has been shown as having takaneprior to the beginning of 2008.

Under the German limited liability companies acimi@1G), the distributable dividend is determinedtbg
retained earnings in the annual financial statemefteckler & Koch GmbH drawn up in accordancehviite German
commercial code (HGB) adjusted for certain nonritistable items. In the financial year 2010, HecldeKoch GmbH
declared and distributed interim dividends of €89K.(R009: €10,150k declared, but not distributetil time beginning of
2010). In Q1 2011 an additional dividend of €9,00@&s declared and distributed for the financialr y&.0.

The executive board and the supervisory board (&88iof the parent company Heckler & Koch GmbH Iwil
propose to the shareholders meeting that no fudivatends be distributed for the financial yead @0

(23) Provisions for pensions and similar employeeefined benefit obligations

The pension schemes at the foreign companies &iredeontribution plans, while the two German camigs
have both defined benefit and defined contributdans, although the defined benefit schemes forleyeps were
closed to new entrants in 2002.

Under theDefined Contribution Plans the company pays contributions to state or priyaesion schemes on
the basis of statutory or contractual obligation®i a voluntary basis. Having paid the contribogiothe company has
no further obligations. The current contributionypeents are shown as pension expense for the releeam: they
amounted to a total of €3,236k (2009: €3,241k}ler Group.

The Defined Benefit Plansare accounted for in the Group by setting up miowis for pensions, retirement and
death benefits determined by the Projected Unitdi€mglethod in accordance with IAS 19. Under thistineel, in
addition to the pensions and vested rights knowthatbalance sheet date, expected future incréagesnsions and
salaries, with estimates of the demographic vaearare also taken into consideration. The valusbfained from an
actuarial report calculated using biometric acalaassumptions (Prof. Dr. Klaus Heubeck’s 2005 @ gjine tables).

The main assumptions are:

Measurement at 31.12.2010 31.12.2009

DISCOUNT FALE ....eeeieee ettt ettt ettt e e et e e e 4.65% 5.00%
Increase in entitlement of active pension expestant................cceeeeennees 0.00% 0.00%
FULUre PENSION INCIEASE PL@.....ceiiueeees o s ssesevesaeneeeeeeaaaaaaeeeessessnnannns 2.00% 1.75%
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Under the defined benefit schemes, on reachingdtiement age of 65, employees are entitled tcetitsn
based on their length of service. The defined hesetiemes in operation before 1995 entitle memteebenefits for the
first ten years’ service of 8% of the average miynglalary for the final year, plus 0.25% for eaatdiéional year of
service. Together with the state pension, the comgeension entittement may not exceed 75% of theleyee's
average monthly salary for the final year. Increame no longer possible since these schemesaaedchnd members’

entittements remain fixed.

Under the defined benefit scheme from January 951&hembers are entitled to benefits of a fixed pemyear
of service depending on the member’s grade. Thevaek grade for active members is the grade orereéint. This
scheme was closed to new entrants on Novembei08@, 2

Senior employees are also covered by the aboversshealthough some have individual pension agretsmen
within their contracts.

The following amounts are recorded in the incorageshent with regard to defined benefit plans:

2010 2009
EUR '000
CUITENT SEIVICE COSES ....uutttiitteeeieeet st et et teaaaeaaaeasaaaaaaannnntasbesaeeeeaaaaaaaaaasaesaaaaannnnes 313 277
INEEIEST EXPEINSE ...ttt ceeemm e e e e e e e et e e et ettt e e e e e e e eeaeaeeeeessbbabna e e e e e eaaeaas 2,457 2,700
Less expected return 0N SChEME ASSELS ... caauareciiieieeeee e (22) (24)
TOtAl NEE EXPENSE ...t eei ettt e e e e e e e e e e e e e e et s e e eeaaaaaeaans 2,748 2,953

The current service costs are shown within oth@eages and the annual interest expense is showwim lie
interest result. Actuarial gains and losses arerecignised in the income statement but are shavthe statement of
comprehensive income and taken to reserves.

The changes in the present value of the gross defliand funded defined benefit obligations arebss:

2010 2009
EUR "000
Present value of obligations as at Jan. 1SL.........coooiiiiiiiiiiiiiiiiiieeeee e 48,897 44,998
CUITENE SEIVICE COSES ..uiiiiiiiitiiietee s et e e s s atteeeeaesstbeeeeaessansbaeeeessaaseeeeeesannneeeeas 313 277
LT TS =3 1= 1S 2,457 2,700
Pension paymentS/UIlISALION ..............wueeeeecreeeeeeeeeeeesies st r e e e e e e e e e e e e (2,866) (2,766)
Actuarial (QaINS)/ I0SSES .. ..cci i it i i e e e e aaaa e 3,669 3,688
Present value of HKS obligations at July 15t 201Q............ceoooiiiiiiiiiciiiiiiieeeee, 491 —
Present value of obligations as at DecC. 31St.......cccceeeeiiiiiiiiiiccere e 52,960 48,897
The changes in the present value of the fundedgsaats are as follows:
2010 2009
EUR '000

Fair market value of plan assets as at 01.01.........coociiiiieiiiiiiiiee e 426 433
Expected return 0N SChEME @SSEetS.........cceeveeeeiie e e e e 21 24
Reclassification of credit note balance to advap@ag...................coceeecvviiiiiiieeccreereeeee, (57) —
Actuarial QaiNS/(IOSSES) ......cciiiiciiiiiieet ettt e e e e e e e e e e e s e e s rraaeaaaeea e e e e e e e e nnnnnn (25) (31)
Fair market value of plan assets as at 31.12........cccocvueiiieiiiiiiiieee e 366 426

The fair market value of the plan assets relatesset values from reinsurance policies. The eggdong-term
returns from these plan assets are calculated5xd%b (2009: 5.5%). These are based on the pasesttevel for long-
term retirement plans (for example life insuranoégies). The actual earnings from the plan asass€4k loss (2008:
€7k loss). Contributions of around €30k are exptdebe made in 2011.

The amount shown in the balance sheet for the Gsalpigation is derived as follows:

31.12.2010 31.12.2009 31.12.2008 31.12.2007 31.12.2006

EUR 000
Present value of obligations covered by
funds and not covered by funds............. 52,960 48,897 44,998 44,995 50,538
Less fair market value of plan assets ............. (366) (426) (433) (276) (118)
Present value of net obligations............c...... 52,594 48,470 44,565 44,719 50,420
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Actuarial losses not yet recognised — — — —

Net liability in the balance sheet................ 52,594 48,470 44,565 44,719 50,420

(24) Other current and non-current general liability provisions

The current and non-current general liability psiens are as follows:

31/12/2010 31/12/2009
EUR 000
Current provisSions & aCCrualS ............coieeveeeeeee e 4,772 3,956
NON-CUITENE PrOVISIONS .....viiiiiiiiiiiiee st e e eeee e 13,493 12,432
10 ] 7= | PR 18,265 16,388
The provisions comprise:
Obligations
Personnel Warranty relating to Other
obligations obligations sales risks Total
EUR 000
Balance at 01.01.2010Q.........cccuvveveeiiiiiiieeeeiiiiiieeenss 5,000 1,559 9,566 262 16,388
Exchange rate difference ..........ccccvvvvceececceeeeennn. 359 — 99 10 467
ULIlISALION ..ooeeiiiiiiccc e (774) (488) (201) (202) (1,665)
REIEASE ...ttt (112) — (902) — (1,015)
Creation ...uueeeee e e 1,339 1,894 453 403 4,090

Balance at 31.12.2010.........cccocveiireeerirnerenreee s 5,812 2,966 9,014 473 18,265

Provisions for the German early retirement schetAéefsteilzeit”) are included in the personnel igaitions.
These provisions take account of the additionatsctmsthe company during the early retirement phpasially offset by
the reduced pay taken by employees in this schamagdthe working phase. The value is based onagsociated
contractual obligations and is obtained from adtiaeports, calculated using biometric actuarisgsuanptions (Prof.
Dr. Klaus Heubeck’s 2005 G guideline tables), disted at 5.5%. There are no material uncertaimtitsregard to the
value of these provisions. The early retiremenesth agreements usually cover four years. In tls tfivo years the
provision is created; the outflows of economic bigs@ccur in the last two years.

The personnel obligations also include provisiamsléng-service anniversary benefits, similar odfigns and
termination. These personnel provisions are detexthbased on the associated contractual obligagindghe outflows
of economic benefits (€461k; 2009: €523k) are gaherxpected within twelve months, although thenigersary
benefits will be paid out over forty years. There ao material uncertainties with regard to theigadf these provisions.

The provisions for warranties were recognised enldhisis of past experience with regard to the Gliabdity
for a warranty period of two years. Accordingly thatflows of economic benefits are expected witho years. There
are no material uncertainties with regard to tHeevaf these provisions.

Provisions relating to sales include provisions défset obligations, late delivery penalties, castscomplete
and price-audits on certain projects. These prongshave been recognised in line with the prokgiofi their incidence,
based on the associated contractual obligationstendurrent status and the outflows of economiebts are generally
expected within twelve months. There are no mdtarieertainties with regard to the value of thesavjsions.

The other provisions relate mainly to litigatiosks, recognised in line with the probability of ithlecidence.
The outcome of the litigation depends on the assedilegal proceedings and accordingly these goovisre based on
particular uncertainties. The outflows of econofyénefits are generally expected within twelve menth

The effects of accretion and changes in discouesraere material for the valuations of certain-narrent
general liability provisions. The financial resiitludes €1,161k net income due to discountingaowteting these other
non-current provisions, leading to a reductiorhi@ talue recognised for these provisions.

(25) Current and non-current financial liabilities

The Group does not have any bank overdrafts orsloBine Group’s main financial liability is the €1&0llion
high yield bond issued by the parent company ind2@th a fixed interest rate of 9.25% and a mayudiate of July
2011. This bond is recognised in the balance shtett amortised cost of €119,207k (2009: €117,854kh associated
accrued interest payable of €5,118k (2009: €5,1h8ld within other payables.
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As security for Heckler & Koch GmbH'’s liabilitiesnder the Bond Indenture, the subsidiaries of Heckle
Koch GmbH have entered into Supplementary Indestared Abstract Acknowledgements of Indebtednesshawe
provided Subsidiary Guarantees. Heckler & Koch Gnti#s also issued a €30 million Note Proceeds LoaitstUS
subsidiary Heckler & Koch Defense Inc. and has grma security interest in its rights under thighe Bank of New
York as trustee under the Indenture. In additiokK Holding, Inc., the sole owner of Heckler & KochmBH, has
granted first ranking pledges over all present futare shares in Heckler & Koch GmbH as securitytfee obligations
under the Indenture.

The credit facilities for the Heckler & Koch Growpe only for the issue by banks of advance payroent
performance guarantees, including bid bonds. THeevaf guarantees currently outstanding is not gaised in the
balance sheet. As of December 31, 2010 we hadah @b6t€17.1 million such guarantees outstandingnmared to
€18.9 million as of December 31, 2009. As a requéwnt for the provision and maintenance of these atier
forward-cover and guarantee lines, our guaranteeigrs require us to maintain a varying level epdsits with them
as security. As at December 31, 2010 we had €18lidmsuch security deposits (2009: €18.7 millipthese pledged
security deposits are included in cash and casivaquts.

As mentioned in Note 17, the Group has acquiredateassets on finance leases, in particular coenput
servers. The finance lease liabilities are payabl®llows:

Present Present
Future value of Future value of
minimum minimum minimum minimum
lease lease lease lease
payments Interest payments payments Interest payments
2010 2010 2010 2009 2009 2009
EUR '000
Lessthan one year ...........ccooeeevvvvvnnvvnnennnnnnnnn, — — — 87 2 86
Between one and five years...............ccccvveeeee — — — — — —
More than five years ...........ooooiiiiceeeee e, — — — — — —
Total finance lease liabilities............ccccoeeveerennenn. — — — 87 2 86
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(26) Trade and other payables
Trade and other payables include outstanding iiedsil from trade and operating costs, together \wvitBrest

payable on the bond. Of these, € 111k (2009: €1&r&)shown within non-current liabilities since ythere not due
within twelve months.

31/12/2010 31/12/2009
EUR 000
Trade PAYabIES ........coo it e e e e e e e e e e ——————— 22,960 19,155
INterest PaYable ... 5,118 5,118
Other PAYabIES .......ccoiei i a e e e 5,722 9,315
1o ) - 1SR 33,800 33,588

The carrying value of the trade payables correspapgproximately to their fair market value.
With the exception of normal trading ownership néiten clauses, the trade and other payables argecoted.
(27) Advanced and stage payments received

Advanced and stage payments received comprise paymeceived from customers in advance of the dsfiv
of the associated products or services. The advandestage payments include amounts relating t@rembs for
construction contracts (€708k, 2009: €1,480Kk).

Other disclosures
(28) Financial risk management
Currency risk

The Group is exposed to currency risk on salespamchases that are denominated in a currency diharthe
respective functional currencies of Group entitigsmarily the euro (EUR), but also US dollars (US&hd Sterling
(GBP). The majority of both our costs and our salesin euro, so we only have foreign exchangestetion exposure
for those sales in currencies different to the eissed costs. Group policy is to cover a proportbhe expected USD
($) income and the associated foreign exchangesdciion exposure with hedging transactions. As etenber 31,
2010 we had forward cover contracts for a tot$1# million.

Group policy is not to speculate with loans or d@soin foreign currencies. Financing and investiithin the
Group usually take place in the appropriate fumzticcurrency and any financial instruments are lgui@ operating
purposes.

Five small subsidiaries of Heckler & Koch GmbH ardside the Euro zone. Since the Heckler & Kochupro
reporting currency is the euro, the income and espge of these subsidiaries are converted to euwroofasolidation.
Changes in average foreign exchange conversion cat@pared with prior periods can therefore havefact on the
consolidated results.

In addition, through these subsidiaries the Groap &ssets and liabilities in local currencies detshe Euro
zone. The conversion of these positions to euatsis affected by fluctuations in foreign exchangawersion rates. The
change in valuation of these positions is refledtetthe Group reserves. The rates used for theotidasion are shown in
the following table:

Rate on Rate on Average Average

balance balance exchange exchange
Currency 31.12.2010 31.12.2009 2010 2009
US DOllar (USA) ...ttt 1.3362 1.4406 1.3282 1.3947
Pound (United Kingdom) 0.8608 0.8881 0.8590 0.8919

In order to quantify the possible effects of foreigxchange rate fluctuations on the Group EBITDales and
equity, a sensitivity analysis has been carried out
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If the US dollar had been 10% weaker against thie eampared to the rates used for the 2010 corsali
(i.e. had been an average of € 1 = $1.4610 andtao$El = $1.4698), then 2010 sales would have laggroximately
€4.0 million lower, EBITDA would have been approstaly €1.6 million lower and equity and reservesuldohave
been approximately €3.6 million lower.

If the pound sterling had been 10% weaker against duro compared to the rates used for the 2010
consolidation, (i.e. had been an average of € 0.84219 and a spot of €1 = £0.9468), then 2010 sadestd have been
approximately €1.4 million lower, EBITDA would haveeen approximately €0.7 million lower and equitgl aeserves
would have been approximately €0.0 million higher.

Interest rate risk

Interest rate risk is the risk that the fair valrethe future cash flows of a financial instrumemy change
depending on market interest rates. The Group hasrierest-bearing liability, the €120 million lwbwhich matures in
July 2011 and has a fixed interest rate of 9.25be fhir value of the bond is dependent on marker@st rates but the
related cash flows are fixed. It is intended taésa new €100 million bond in the second quarteQdfl with which the
current bond can be repaid. The interest ratehimew bond has not yet been set and this incrélasasterest rate risk
for the Group. However it is expected to be leenth.25%. The advance payment and performance rgaagawe
procure from banks for our customers do not requsr& pay interest.

Commaodity risk

Because our purchases of commodities in terms ahtifies purchased are relatively small, our exposa
commodity risk is limited.

Credit risk

Credit risk is the risk of financial loss to thedap if a customer or counter-party to a finanamstiument fails
to meet its contractual obligations, and arisesqipially from the Group’s receivables from custosner

Trade accounts receivable

Because the vast majority of our customers arerébdgtate or local governmental agencies of NADOmtries,
our exposure to credit risk is limited. However teeent worldwide financial and economic crisis dinel consequent
increased sovereign budget deficits are likelyublpng-term pressure on defence budgets in manlgeo€ountries we
deliver to, leading to increased credit risk fortae customers. Rating agencies have reduced &t catings for some
countries, but the Group does not have accounésvadae from less credit-worthy countries.

Our goods are sold subject to retention of titlusks so that in the event of non-payment the Grauphave a
secured claim. Where management is of the opirfian the risk is not sufficiently secured by theergion of title
clauses, we require letters of credit or prepaymeriie Group has internal credit management presdssreview and
manage overdue positions and if necessary stdpefudeliveries or initiate legal action.

In addition, provisions are held for doubtful debthe maximum risk is the value shown as trade @utso
receivable in the balance sheet. The book valu&sdé accounts receivable analysed accordingeio dging, together
with the associated provisions, are shown in Néte 2

Cash and cash equivalents

Cash and cash equivalents include cash balancegques, bank balances on current accounts and tehirt-
deposits. The Heckler & Koch Group is exposed teditrrisks if the banks holding our deposits ddfan their
obligations. To minimise this risk, the banks aetested with care and the majority of the depaaitswith a German
bank which is partially owned by the State of Badléirttemberg and participates in a deposit secueisgrve.

Liquidity risk

Liquidity risk is the risk that the Group will ndte able to meet its financial obligations as thaly due. The
target of the Group’s approach to managing liqyiditto ensure that there will always be sufficibquidity to meet its
liabilities when due, under both normal and strésgenditions, without incurring unacceptable lossessking damage
to the Group’s reputation.

The Heckler & Koch Group mainly generates cashughoits operating activities and this is primatilsed to
finance capital expenditure and working capital20®4 additional financing was obtained throughisisee of fixed rate
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Notes, the proceeds of which were mainly used Yogfay shareholder loans, and (2) partially firatiee purchase of
management shares. The bond was also intendedl poef8nd an expansion in the US, however the gatied contract
was not awarded so that the capital expenditurenoeequired, leaving a significant cash balance.

At present the Group does not have any credit ke¢sip other than for the issue by banks of advaayment
or performance guarantees, however we believetiigaturrent cash position is more than sufficientmeet liquidity
requirements until the maturity of the Notes inyJAD11. The requirement that the bond be refinanneguly 2011
presents the greatest liquidity risk for the Graippresent. In December 2010 the Close Brothersli&eank was
given a mandate to prepare the issue of a new texpkcted to be for €100 million. This processxpeeted to be
complete by the end of the second quarter of 2011.

The following table shows the timing of contractpalyments due for financial instruments that amoants
payable, capital leases, loan interest, loan repaysor derivatives.

Derivative
Trade financial
payables liabilities Other Total
EUR '000

Balance at 31.12.2010
BOOK VAIUE ... ettt e 22,960 40 124,493 147,492
Related PAYMENTS.....covviiiieec e eeeeeee e 22,960 40 131,267 154,267
Payments due:
—WIithin 0NE MONEN c..ccieei e 17,447 6 5,551 23,004
—between one and three MONthS...........oeueeiiiiiiiiiiiiiie e, 5,476 34 — 5,510
—between three & twelve months.............ceeveviei e, 36 — 125,606 125,642
—between one and five years — — 111 111

—after more than five years ... — — — —

Variances between book value and related paymeists @here certain non-current liabilities, in partar the
bond, are held at their amortised costs. Additiamiairmation on financial liabilities is given indte 25.

Capital management

The policy of the Executive Directors is to maintatrong capital base in order to ensure investeditor and
market confidence is sustained and thereby toiti@eland support future business development.chigege this policy,
it is necessary to maintain a strong credit ratimgl healthy capital ratios. The rating downgradesnfStandard &
Poors’ in February 2011 to CCC- and from Moody'sMarch 2011 to Caal are due to the fact that refimg for the
bond has not yet been finalised. The company egptet leading rating agencies will upgrade théngabnce
refinancing has been finalised.

The Group aims to have a simple corporate and aagitucture and does not have any off balancetshee
financing. In the normal course of business, penforce and advance payment guarantees are issaaddostomers by
banks and insurers on our behalf (see Note 25).

In 2004 the Group issued one simple debt instrunidigh Yield Bond) that imposes certain restricioon
activities outside of the Group’s core businessthedGroup’s internal policies require that retamcapital is monitored
on all investments and large contract bid decisions

Dividends to shareholders are restricted undetdhmas of the Bond; together with certain other $eations,
they are classed as “Restricted Payments”. The kativel total of such payments, less any such imests that have
been repaid, is limited to 50% of the “Cumulativdjésted Net Income” since July 2004. In additiomgts payments
may not be made unless the “Consolidated Fixed geh&overage Ratio” for the four full fiscal quastebr which
financial statements are available immediately @déty the planned payment, taken as one periggeater than 2.5 to
1.0.

The Bond matures in July 2011. It was originallyuied partly to finance the construction of a mactuféng
facility in the United States in anticipation olaage contract award. As the contract was not aegirthe factory was
not built and the cash was not used for this pweosl remained on the balance sheet in the forbaudk deposits. In
December 2010 the Close Brothers Seydler Bank was @ mandate to prepare the issue of a new lexpected to be
for €100 million. This process is expected to bmplete by the end of the second quarter of 2011.

Neither the company nor any of its subsidiariessalgect to externally imposed capital requirements
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The Group’s capital structure is as follows:

2010 2009
EUR "000
B UILY ettt nneee 96,407 77,587
as a percentage of total fiNAaNCING............ceeiiiiiiiii e 27% 23%
Long-term labilities ............ e 206,692 200,196
Short-term HabilitIeS .........coiiiiiiiiiii e e 54,461 63,680
D= o] PP 261,154 263,876
as a percentage of total finaNCING...........ueueriiiiiiiiiiiee e 73% 77%
Total equity & lIabilitieS ..........ccoiiei e 357,561 341,463

(29) Additional disclosures on financial instrumens

This note provides an overview of the significanédinancial instruments and provides additiondbrmation
on the balance sheet positions containing finanmesatuments.

The following table shows the book values (BV) &aid values (FV) of the financial assets:

BV FVv BV FVv BV FV BV FV BV FVv
EUR '000

Balance at 31.12.2010

Cash & equivalents.............ccocevvvvveeeeennn. 54,883 54,883 — —_ = = = = — —
Loans & receivables ............cccceeviinens — — 48,764 48,7764 — — — — 50926 5,926
Held to maturity.......cccccveeeeeiiiciiiiieees — — — — 933 933 — — — —
Held for trading ..........ccccoeeeeiiiiiiiiiees — — — —_ = = = = — —
Available for sale..........ccccccceiiiiiiiiines — — — —_ = —_ = = — —
Held at fair value through profit or loss... — — — — — — 262 262 — —

Total financial assets.............ccccevvvvvenn... 54,883 54,883 48,764 48,764 933 933 262 262 5,926 5,926

Balance at 31.12.2009

Cash & equivalents.............cceevvvvveeeennn. 52,133 52,133 — —_ = = = = — —
Loans & receivables ............cccceeviiinene — — 39625 39625 — — — — 5534 5534
Held to maturity.......cccccvveeeeeiiiciiiiieees — — — — 612 612 — — — —
Held for trading ........ccccoveveeeiiiiiiiiianes — — — —_ = = = = — —
Available for sale..........cccccccieiiiiiees — — — —_ = —_ = = — —
Held at fair value through profit or loss... — — — — — — 239 239 — —

Total financial assets..............cccovvvvvenn... 52,133 52,133 39,625 39,625 612 612 239 239 5534 5534

The fair values of loans and accounts receivabibelieved to be equal to the book values. Thisami due to
the short terms of these instruments. The finanegfuments held to maturity are participationgunds by which there
is not material variance between book and fair @alDuring the reporting period there were no resifestions of
financial assets or transfers of financial asdesdid not qualify for derecognition.

The following table shows the book values (BV) &aid values (FV) of non-derivative financial liadiés:

Other financial

Trade payables liabilities
BV FV BV FV
EUR '000

Balance at 31.12.2010
[ (510 = o 0 1) AP PPUUPPPR 22,960 22,960 5,286 5,286
Held at amortiSEd COSE ..........oevvivviiiiimmmmmme e e e et e e e e e e e e eerereraaaaaa — — 119,207 119,000
Non-derivative financial llabilitieS.............cccoovivvviiiiiiiii e, 22,960 22,960 124,493 124,286
Balance at 31.12.2009
[ [ (o = o 0 1) AP PPUOPPPP 19,155 19,155 5,624 5,624
Held at amoOrtiSEA COSL ........covuiiiiiiiiiimmmmee et e e vt — — 117,936 124,086
Non-derivative financial liabilitieS.............ccoeeiiiiiiiiii e 19,155 19,155 123,460 129,610

The other financial liabilities mainly relate tcetbond and the interest liability for this.

During 2009 the company entered into a cash flowdod cover hedging arrangement for a large puechas
contract with USD cash flows during 2009-2011. T™eeivative is recognised at its fair value as dateed by the
partner bank (€40k, 2009: €828k). The derivativa igserfect hedge since it enables the paymentsatohnthe related
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income in EUR, so changes in fair value are recmghiin other comprehensive income (€ 788k incori®92€828
expense).

The table below analyses financial instrumentsiedrat fair value, by valuation method. The diffaréevels
have been defined as follows:

» Level 1: quoted prices (unadjusted) in active kats for identical assets or liabilities

» Level 2: inputs other than quoted prices includgthin Level 1 that are observable for the assdiadbility,
either directly (i.e., as prices) or indirectlye(i.derived from prices)

» Level 3: inputs for the asset or liability thaeanot based on observable market data (unobserirghits).

31.12.2010 Level 1 Level 2 Level 3
EUR 000

Derivative financial aSSEtS .........ccvuviiiiiieeiiiiiiiee e — 262 —

Derivative financial llabilitieS...........coicceeveviiiiiiiieee e, — 40 —

31.12.2009 Level 1 Level 2 Level 3
EUR 000

Derivative financial aSSEtS ........ccoiuviieeiiieieee e — 239 —

Derivative financial labilitieS ..........cooieeeieviiiieieeeeeeee e, — 828 —

Net income/(expenses) due to financial instruments:

2010 2009

EUR 000
Financial assets held fOr SAIE ..........oieeiii e a e — —
Financial assets held t0 MAatUIity......... oo — —
Loans and receivables and financial liabilitiesdha coSt ...........covveiiiiiiiiiiiiiee e 2,197 8
Financial instruments held at fair value ... 42  (946)

The net income/(expense) from loans and receivades financial liabilities held at cost include kaoge
gains and losses, impairments and reversals ofiquevimpairments. The net income/(expense) fronarfaial
instruments held at fair value (derivatives) redate the recognition of the valuation changes @whrd contracts to
hedge USD cash flows (2010: €277k income; 2009:7€88xpense), together with €235k (2009: €49k).lesse
valuation of options to hedge USD cash flows in@01

The total interest income and expenses relatinfingmcial assets and liabilities not held at faitue through
profit and loss are as follows:

2010 2009
EUR 000
INEEIESE INCOME ...eiiiiiiiieiice et e e 1,979 1,233
Accretion of non-current llabilities.........ccomvvviiiiiiiiiie e, (4,094) (3,923)
Other INtEreSt EXPENSES ....uvvviierereeeesimmmmms e e e e e s see st areaerererereaeeeeeeessnannnns (11,517) (11,655)

(30) Cash flow statement

The Group cash flow shows the cash inflows andl@uff leading to the change in cash and cash equiisl
during the year. Cash and cash equivalents inaadh balances, cheques, bank balances on curcentrés and short-
term deposits. As required by IAS 7, cash flowsaaralysed between operating, investing and fingnaativities.

Cash flows from investing and financing activita® determined directly while those from operattvities
are calculated indirectly from the net results. Thanges in balance sheet positions used in theeatcalculation are
adjusted to exclude the effects of foreign exchamge variances and changes in the companies ddaiteal into the
Group. The changes in the balance sheet positlemsrsin the cash flow are therefore different te #uro changes in
the Group balance sheet.

Interest received is classified as a cash flow wumvesting activities. Interest paid and paymemtating to
finance leases are shown as cash flows due todiimguactivities.
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(31) Segment reporting

The Heckler & Koch Group is organised around stofpto the acquisition of HKS: five) operating cpamies,
four of which serve defence and law enforcementosgc whilst the fifth (HKI) serves US civil and dal law
enforcement sectors and the sixth (HKS) servesGheman civilian market in addition to serving oth@&roup
companies. Correspondingly, the segments analyseitha site locations in Germany, split into Defeand Civil, Great
Britain, France and the United States, with thedl® split into Civil and Defense. Since these canips are each legal
entities, the figures shown for each segment aeevillues for the individual companies as includedhie Group’s
consolidated figures.

The activities in reporting segment Site Locatioar@any—Defence relate to the design, manufactuce an
distribution of defence and security products tbhgetwith the provision of associated services. $iie Germany—
Defence mainly supplies to Group companies and Ad® members and allies in which no Group subsid&are
located. Site Location Germany—Defence also hastoaction contract revenue, see Note 6.

The newly acquired reporting segment “Germany—Cidbsembles pistols for the reporting segments
“Germany—Defence” and “USA—civil’ and has sales atidtribution activities for civil and security pfocts in
Germany. The reporting segment “USA—civil” has saded distribution activities for civil and secyritroducts and
provides related services in the US. The otherntempsegments all have sales and distributiorviiets for defence and
security products and provide related services. dites located in the USA and France supply toetluesintries. The
site located in Great Britain sells primarily teetbnited Kingdom, the British Commonwealth of Nagoand also to
certain other NATO allies.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
FOR THE YEAR 2010
(31) Segment reporting (Continued)

Operating segments

Total pre- Consolidation
Germany— Germany— USA— USA— consolidation transactions Total
Defence Civil Civil Defense Great Britain France Restated Restated Restated
Site Location 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009
EUR '000

Net external revenues 138,819 115,519 738 — 14,894 20,690 26,255 24,099 57,268 64,351 9,272 10,088 247,244 234,748 — — 247,244 234,748
Inter-segment revenue 73,324 68,136 13,533 — 705 165 299 562 257 945 — — 88,119 69,808 (88,119) (69,808) — —
Depreciation and amortisation (8,847) (9,351) 3) — (248) (242) (213) (221) (104) (112) (11 (20)  (9,427) (9,937) 10 10  (9,417) (9,927)
Interest income...........cccceeeenee 2,464 1,519 0 — 5 195 3 7 3 4 22 27 2,496 1,753 (517) (520) 1,979 1,233
Interest eXpense...........cceenee. (15,603) (15,504) (6) — — (74) (500) (519) 1) — 14) — (16,124) (16,096) 514 518 (15,611) (15,579)
Share of profit of associates

(at equity) .....ccoevveerieeennnn. — — — — — — — — — — — — — — — — — —
Tax on income............ (10,564) (4,972) (416) — 221  (638) 2 (4) (1,675) (1,720) (289) (210) (12,722) (7,544) 2,652 274 (10,170) (7,270)
Profit/(loss) after tax 28,664 18,633 1,141 — (355) 1,100 6,663 (1,092) 4,283 4,366 569 401 40,965 23,407 (10,563) (6,453) 30,402 16,954
Other material non-cash items
—Impairment of assets........... (124) (500) — — (45) (108) (29) (585) (181) (4) 1) 12) (370)  (1,208) — — (370) (1,208)
—Impairment losses reversed — 26 — — 25 — 5 — 76 124 — — 106 150 — — 106 150
Non-current assets, excluding

deferred taxes and

financial instruments. ......... 148,503 148,374 38 — 1,615 1,724 1,550 1,489 206 270 29 39 151,941 151,895 3,889 3,879 155,830 155,773
Investments in associates ....... — — — — — — — — — — — — — — — — — —
Capital Expenditure (Capex).. (8,403) (8,306) (33) — (5) — 172) (81) (31) (79) 1) (24) (8,644) (8,480) — —  (8,644) (8,480)
Reportable segment liabilities 250,276 245,970 7,062 — 12,887 6,410 28,429 34,820 5,443 13,189 1,460 1,821 305,557 302,210 (44,403) (38,335) 261,154 263,876

The above table shows the revenues and resulttheygeith the assets and liabilities of the indiatl Group segments. With the exception of sales) fbmth German
segments to the other segments, trading betweedifteeent segments is only slight. The trade ietathips between segments have been consolidatade Hetween the segments
is conducted at ‘arm’s-length’ prices, as wouldéndeen agreed with informed and willing partiesiolg the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(31) Segment reporting
Geographical and product group segments

The value of sales made to customers in differegions of the world and the proportions of sales ttuthe
different product groups are shown in the followtagles:

Sales
EUR’000 % Sales
GErmMany .....cceeeeeeeeeiieiieeceemee e 2010 42,864 17% RifleS ...vvvveeeieeeee e, 2010 21%
2009 39,413 17% 2009 30%
USA et 2010 42,931 17% Sub-machine guns &......cccccevvveveeenn... 2010 14%
2009 46,968 20% machine guns 2009 18%
UK e e 2010 52,513 21% PIiStOIS ..ccovviiiiiiiee e 2010 15%
2009 61,775 26% 2009 20%
Rest of the world..............ooo oo 2010 108,936 44% Development Services.......cccccceveeee.... 2010 2%
2009 86,593 37% 2009 1%
Total .o 2010 247,244 100% Other products & services................. 2010 48%
2009 234,748 100% 2009 31%
Outside Germany .........ccceeevvvveeeeennnnns 2010 204,380 83% Total.......cccvvvvrrrrrrreeeereceenneinneeenee 2010 100%
2009 195,335 83% 2009 100%

Major customers

IFRS requires customers known to be under commoitraloto be treated as one customer. Since the iGrou
sells to the government agencies, which includdaiveenforcement agencies and armed forces, iowsigountries, this
requirement leads to all governmental agenciesciouatry being treated as one single joint customer

On this basis the Group’s major customers, to wihmdividually more than 10% of sales were made i690
are the governmental authorities of Saudi Arab@lL@ €54 million; 2009: €11 million) and the Germgaovernmental
authorities (2010: €25 million; 2009: €14 millionyhich are shown in the segment Site Location GagmraDefense,
the UK governmental agencies (2010: €52million; 20061million), shown within the segment Site LacatGreat
Britain and the US federal and state agencies (2620million; 2009: €27million) shown mainly withithe segment
Site Location USA—Defense with the balance in thgnsent Site Location USA—Civil.

(32) Contingent liabilities and pledged assets

There are no material contingent liabilities asDefcember 31, 2010 or December 31, 2009. For details
pledged assets, see Notes 18 and 25.

(33) Operating leases
Our expenses include €749k (2009: €674Kk) due t@mrand €248k (2009: €234k) due to other operdeages.

As at the balance sheet date, the group had odistaobligations arising from binding operatingdea that
fall due as follows:

31.12.2010 31.12.2009

EUR '000
oI (oI 0] 1o Y= - 1 449 323
More than one and up to fiVe YearS.....ccccccceeeieiieee e 1,418 935
More than fiVE YEAIS .......cooi i 192 249
10 ] 7= | PR RPRP 2,059 1,507
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(34) Full-time equivalent number of employees

The workforce in the Heckler & Koch Group, as amwel average of full-time equivalents (“FTE"), was

follows:
2010 2009
Y= Vg LU = i 11 ] ] o USSR URR 445 449
Research & DEVEIOPMENT ......uuiiiiiiiiiii s e e e e e e e e e e e e e e e s s sennrne e raeeeeees 72 74
SalES & DISIIDULION ..eeoiiiiiiiie ettt e e e e s snnbaeeee s 72 71
AAMINISTIATION ... ettt e e e e e e e e e et e et e e e e e e aaaaeaaeaaeeaaas 85 83
Total FTE employees excluding apprentiCeS......uuuiiiiiiieeeei s ccccveere e e e e e 674 677
Y 0] 01 (=] 0 (0T = SO 41 35
Total FTE employees including apprentiCeS. .. ..ottt 715 711

(35) Personnel expenses

Personnel expenses in the reporting year came@@ ¥4k (2009: €46,334k). Of these expenses, €3,23809:
€3,241K) relate to employer’s contributions to absecurity funds and similar defined contributfans for pensions.

(36) Related party disclosures

Parent and ultimate controlling party

The Group is wholly-owned by HK Holding, Inc., whién turn is a wholly- owned subsidiary of Heckéer
Koch Beteiligungs GmbH, the ultimate parent company

Other related party transactions

Transactions between the parent company and refsdies that are its subsidiaries were eliminatethe
course of consolidation and are not described @sdhdisclosures in the Notes. Transactions witheatirand former
members of the executive board are covered in N88end 39 respectively.

In addition, there are arm’s-length business refethips between Group companies and related paaties
defined by IAS 36, as follows:

Management fees are recharged from Heckler & KBeteiligungs GmbH, “HKB”, the indirect parent of
the Group. In accordance with the Bond Indenturesé are restricted to €300k pa. At the end of/éae,

the Group held a net receivable of €218k (2009:0884gainst HKB; this related to the net management
fee recharges together with the administration &ebsto certain licence fees for the Group.

In 2009 the Group entered into an agreementrtbae office in London from its indirect parent qoemy,
Heckler & Koch Beteiligungs GmbH (at £212k pa). Tkatal for the twelve months to February is paid i
advance and the pre-paid element of £27k (200%k)f27ncluded in other assets. The rental agre¢imas
been terminated for 2011.

The Group provides administrative services to itwlirect parent company, Heckler & Koch
Beteiligungs GmbH (€24k pa) and to Prochemie Gnfokimerly HK Sidearms Holding GmbH, (€18k pa)
and, up until its merger with HKB in May 2009, tat$er Jagd- & Sportwaffen Holding GmbH (€18k pa),
companies partly owned by one or more of the ulignshareholders of the Group.

As in the past, the Group has granted short-tépams to its indirect parent, Heckler & Koch
Beteiligungs GmbH, “HKB”. As a result of these adies, the Group recognised interest income ofo&24
(2009: €470k). The loans and associated interestvalued at €4,901k (2009: €4,912k). The loans and
accrued interest were repaid in full in March 2011.

During 2009 the Group recognised €153k in intemes €7,446k Restricted Payments (as defined in the
Bond Indenture) made to the ultimate shareholdethef Group. In December 2009 these restricted
payments and the interest thereon were sold to lidikg, Inc., “HKH", the direct parent of the Group
and offset against the €10,150k dividend declatatdeaend of 2009. The Group recognised a net payab
of €2,335k at the end of 2009 against HKH relatmthese transactions and to other amounts recthdoge
taxes, tax advice and audits. The payments weree nmadanuary 2010 and are recognised in investing
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activities (€153k interest received and €7,446knfoet investments in loans) and in financing atiési
(€10,150k dividend payments).

e During 2010 €9,100k dividends were declared aad po HKH. The Group recognised a receivable of
€225k against HKH relating to amounts rechargedtdaradvances, since these have to be paid from an
American bank account.

* In mid-2010 the Group acquired HK Sidearms GmHBHKS”) for €6.4 million from Prochemie GmbH, a
related party. The purchase price was based ofuatian from an independent, internationally redegd
appraisal firm. The HKS figures are included witttie consolidated financial statements from July®0

e Until June 2010, HK Sidearms GmbH (“HKS") was absidiary of Prochemie GmbH (formerly HK
Sidearms Holding GmbH); since July 2010 it is witkihe Heckler & Koch Group. Up until the acquisitio
in July 2010, the Group sold parts and assembbesiKS (€9,501k; 2009 full year: €20,170k) and
purchased goods from HKS (€13,492k; 2009 full y€28,470). In addition until the acquisition, theoGp
provided infrastructure and administration servites(€649k, 2009 full year: €1,257k) and received
licensing fees (€239k, 2009 full year: €408Kk) frthis company. From July 2010 this company is inetlid
in the Group with the usual consolidating adjustteghowever in 2009 the Group recognised a rectsvab
of €3.528k and a payable of €6.224k against thispany relating to these transactions.

(37) Governing bodies of the Group

Executive Board

Martin Newton Chief Executive Officer (until 02.09.2009)
Peter Beyerle Director (until 03.01.2011)

Niels Ihloff Director (from 20.05.2009)

Martin Lemperle Director (from 20.05.2009)

Supervisory Board (“Beirat”)

Hans-Henning Offen Chairman (until 31.07.2009, tresigned)
Andreas Heeschen Chairman (from 01.08.2009)

Martin Newton Vice Chairman (until September 2010)
Wilhelm Haaga (from November 2010)

Keith Halsey

(38) Remuneration of the executive and supervisofiyoards

The remuneration of the executive board in therioa year 2010 totalled €1,807k (2009: €3,332k)l an
includes a termination bonus of €450k (2009: €1k311

In 2009 a director was granted a short-term seclo@a with an interest rate of 4% which was pardgaid in
that year. In 2010 a repayment of €80k was recearati additional loans totalling €364k granted. A®acember 31,
2010 the Group recognised a loan receivable of E§R@09: €320k) and an interest receivable of €R4109: €2k). On
January 1, 2011 the term was extended until Jun2BL.

As in the previous year, the Beirat did not receavsy remuneration in 2010. Former members of thieaBe
received remuneration in 2010 relating to 2009 ©5kE(2009: nil). In 2010 €882k consultancy fees evpaid to a
member of the Beirat.

(39) Provisions for pensions and remuneration fordrmer members of the executive board

Provisions of €11,912k (2009: €10,937k) have besnup for pension obligations to former membershef
executive board, the executive boards of mergedeoias and their surviving dependants; some otthblgations are
covered by plan assets of €366k (2009: €426k). tbke pension payments and other remuneration fmibrmer
members of the executive board, including paymémtformer members of executive boards of mergedpeomies,
amounted to €955k in 2010 (2009: €951k).

(40) Auditor’s remuneration

2010 2009
EUR 000
Audit of the financial STAIEMENTS .........ee e e e eaaaas 162 146
Other CONfITMALION SEIVICES ... ..uuiiii e e et e et e et e e et e e st sseat s s saassstessanseae — 1
I G T=] A (01T 151 206



(41) Subsequent events

Given the positive revenue and profit developmenttie 2010 financial year, in addition to the inter
dividends totalling €5.4 million declared and paidring 2010, in March 2011 a further dividend ofGEfillion was
declared and paid to the parent company HK Holdimg,

HKO'’s loan receivable against HKB of €5.0 milliancluding accrued interest, was received in fulMarch
2011.

In compliance with the requirements in the Bondemdre and business and company legal regulations,
March 2011 HKO granted two shareholders of thendte holding company HKB secured loans of €1.5@nileach for
9 month terms.

No other material operating or structural changeransactions have occurred prior to the appro¥dhese
consolidated financial statements.

Oberndorf/Neckar, March 23, 2011
The Executive Board

Niels Ihloff Martin Lemperle
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AUDITOR’S REPORT

We have audited the consolidated financial statésnerepared by Heckler & Koch GmbH, Oberndorf/Necka
comprising the balance sheet, the income staterstément of comprehensive income, statementagds in equity,
cash flow statement and the notes to the consetlidfimancial statements, together with the groumagament report
for the business year from 1 January to 31 Dece2®@®. The preparation of the consolidated findratetements and
the group management report in accordance with $~RS adopted by the EU, and the additional reqeinésnof
German commercial law pursuant to § 315a Abs. 1 H&®l supplementary provisions of the shareholdezeanent/
articles of incorporation) are the responsibilifytlee parent company’s management. Our resporigilglito express an
opinion on the consolidated financial statements @mthe group management report based on our. dnditldition we
have been instructed to express an opinion as éhehthe consolidated financial statements comjly full IFRS.

We conducted our audit of the consolidated findnsfatements in accordance with § 317 HGB and Germa
generally accepted standards for the audit of firmrstatements promulgated by the Institut dertSuhaftsprifer
(Institute of Public Auditors in Germany) (IDW). @be standards require that we plan and perfornadlké@ such that
misstatements materially affecting the presentatibthe net assets, financial position and resofiteperations in the
consolidated financial statements in accordancé wie applicable financial reporting framework andthe group
management report are detected with reasonableaassu Knowledge of the business activities andett@nomic and
legal environment of the Group and expectation® gossible misstatements are taken into accouhiinietermination
of audit procedures. The effectiveness of the autiogrrelated internal control system and the evigesupporting the
disclosures in the consolidated financial stateswamd the group management report are examinedupiyinon a test
basis within the framework of the audit. The aud@ludes assessing the annual financial statenwdritsose entities
included in consolidation, the determination ofiteed to be included in consolidation, the accaumtand consolidation
principles used and significant estimates made bpagement, as well as evaluating the overall ptasen of the
consolidated financial statements and the groupagement report. We believe that our audit providegasonable
basis for our opinion.

Our audit has not led to any reservations.

In our opinion, based on the findings of our autlie consolidated financial statements comply WHRSs as
adopted by the EU, the additional requirements efn@&n commercial law pursuant to section 315a @GBHnd give a
true and fair view of the net assets, financialiffms and results of operations of the Group incadance with these
requirements. The group management report is densisvith the consolidated financial statements asda whole
provides a suitable view of the Group’s positiod aaitably presents the opportunities and riskisinire development.”

Stuttgart, 30 April 2010

KPMG AG
Wirtschaftspriifungsgesellschaft (Audit Firm)

Dr. Kursatz Kolban
Wirtschaftsprifer Wirtschaftsprifer
(Auditor) (Auditor)
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS OF
31.12.09 31.12.08 31.12.07
Note restated restated restated
EUR '000

Assets

Property, plant & eqUIPMENT...........cooi et ceeeeeee e 17 54,219 55,246 56,300
Intangible assets—goodwill..............oo oo 16 60,365 60,365 60,365
Intangible assetsS—Oother....... ... 16 41,190 40,608 39,058
Investments in equity accounted INVESLEES .........cccuvvieiieeiiiiiiiiieaaeaennn, 18 0 13 13
Other INVESIMENTS .....coiiiiiiiiie ettt a e e e e 18 1 9,654 6,147
Deferred taX aSSEIS ....c.iiuiiiiii et 15 6,779 4,008 4,404
Total NON-CUIMENE @SSELS....ciii ittt 162,553 169,894 166,286
INVENTOTIES ...ttt ettt ettt e et e e e e e e eaa e e e e e e eaeaenes 19 71,806 71,684 63,495
Prepayments fOr INVENTOIIES ..............ew oo eieeieeieeeeee e e e e e e e e e e e 5,843 859 1,024
Prepayments for other current assets ......coecececvieiieeiei e 1,234 510 806
Other loans, investments & deriVatiVes ..... . cceeeiieiiiiiiiiieeeiaeeaeaeen 18,36 5,762 6,427 482
CUIMENT TAX @SSEIS ...ttt eeeee e et e e e e et eeaeas 220 258 1,788
Trade and other receivables .............viceeeccc i 20,36 41,911 61,395 46,945
Cash & cash eqUIVAIENES .........eveviiiiiii e 21 52,133 29,762 38,205
Assets classified as “held for sale” ..., 17 0 0 180
TOtaAl CUMENT ASSELS. ...ttt 178,910 170,895 152,927
B0 t= U= TS £ PP UUUPRPR 341,463 340,788 319,213
Equity

Share capital .......ccooceiiiiiiie e ———— 25 25 25
Share PremMiUM ... ... e e e e e e e 13,695 79,695 79,695
RESEIVES ...ttt ettt e e 2212222222 e e e e e e s e et rrreaneeaaaaeaens 63,867 (6,341) (16,535)
LI 1= U= [ 11 YRR 22 77,587 73,379 63,185
Liabilities

Loans & borrowings due to third parties .......cccccceeeeeeeiei i, 25 117,851 120,045 118,690
Finance lease obligations ...............oiiceeeeeeiiiee e 25 0 224 368
Employee defined benefit obligations .........ccccciiiie 23 48,470 44,565 44,719
PrOVISIONS ...ciiiiiiiie ettt e e e e e et e e e e e e nnnbaeeeeennrees 24 12,432 11,002 10,598
Trade and other payables .............oo e 26 167 0 13,000
Deferred tax abilities ..........coiiiiiiii oo 15 21,275 22,006 22,141
Total non-current liabilities .........cceeeviiii e, 200,196 197,842 209,516
Trade and other payables .............oo e 26,36 33,422 48,852 32,686
Advanced & stage payments received ... 16,224 10,550 9,713
Deferred INCOME ... ...ttt 292 90 287
Finance lease obligations .............oooiiieeeeeei e 25 86 0 0
DEIVALIVES ...coeiiiieieee ettt e e e e e e e e e e e e e e eaenes 29 828 0 0
Current income tax payable ................imeeiiiiiiie e 8,874 4,428 459
ProvisSions & aCCrUAIS ...........uueeiiiiiiet et 24 3,956 5,647 3,368
Total current abilities .........c.vveeiiiiii e 63,680 69,568 46,512
Total IabIltIES .....coviiiiee e 263,876 267,409 256,028
Total equity & liabilities ..o 341,463 340,788 319,213
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CONSOLIDATED INCOME STATEMENT

FOR THE YEAR TO DECEMBER 31

2009 2008
Note restated restated
EUR '000
REVENUE ...ttt ettt et e e e e e e e e e e e bbb reeee e e 6 234,748 200,992
COSE OF SAIBS ..t 7 (153,563) (133,181)
LT L0 TS o] {1 SRR 81,185 67,810
Research & deVEIOPMENT........uuuiiiiiiii e a e e e 8 (3,051) (2,087)
Sales, marketing & distribULioN .............eemmmeeeiiiiiiieeee e 9 (24,714) (23,162)
P e [ 01101y =1 1o o TP 10 (14,224) (10,880)
Other Operating INCOME .........uuiiiiiiiiiecceeee ettt e e e e e e e e e e e e e e e e e e e reeeeaaaaaaaaens 11 6,344 8,791
Other OPErating EXPENSES ......ccceiiureee e e s eseeteeeessanrbaeeeesasnbreeeessaasseeeeessansens 12 (6,132) (9,688)
Results from operating activities. 13 39,408 30,784
FINANCIAI INCOMIE ...ttt ettt e e e e e e e e e e e e e e e benee e e e e e e aaaaaaaaaans 2,500 7,265
FINANCIAl @XPENSE ... .uiiiiiiiiiieieeeee et o et e e e e et e aaaeeaae e s e e s as s s aenaarereeaaaaaaaaeaes (17,684) (17,435)
Net fINANCIAI FTESUIL.......oi i e 14 (15,184) (10,170)
Profit Defore iINCOME TaX.......uiiiiiiiiiiiee e 24,224 20,614
INCOME tAX BXPENSE ... uttiiiieeiiiiitiee e e eeeeeee st e e e e e e s et e e e e e e e srbbaeeeeesaeabbeeaessastaeeeeeesanes 15 (7,270) (8,229)

Profit for the period

Attributable to the shareholders of Heckler & KochGmbH ...........ccoeiviiiiiininnnnnn.

Earnings per share
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR TO DECEMBER 31

2009 2008
Note restated restated
EUR "000
Forex translation differences for foreign operasion..............cccccvvvieeeeeereeeie e e s e 690 (2,192)
HedgiNg gaiNS/(JOSSES) ....ccceiiiiie i s s ettt e e e e e e eeaaaaaaeaeeaasaaassnnnensannaeeeeeees 22 (828) 0
DBO actuarial gains/(losses) 22 (3,719) 0
(=] 1= T4 =0 - PSSR 22 1,260 (0)
Income & expense recognised directly in @qUItY........cccuuuvieiiiiiiiiiie s (2,596) (2,192)
Profit for the Period ............e e 16,954 12,385
Total comprehensive income for the Period...........uvveevviiiiiie e 14,358 10,194
Attributable to the shareholders of Heckler & Koch GmbH ...........cccccooiiiiinie. 14,358 10,194
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR TO DECEMBER 31

As of 31.12.2004.........

Restatement for common

control acquisition .....

As of 31.12.2007,
restated.....................

Total recognised
income & expense......

As of 31.12.2008,
restated.....................

Total recognised
income & expense......
Reclass additional paid
in capital ............ueeeeee.
Dividends declared ........

As of 31.12.2009,
restated.....................

Additional Reserve for Consolidated
Share Paid in Translation Defined Benefit  Hedging Retained Shareholders’
Capital Capital Reserve Obligations Reserve Earnings Equity
25 79,695 1,671 3,662 0 (17,771) 67,282
0 0 0 0 0 (4,097) (4,097)
25 79,695 1,671 3,662 0 (21,868) 63,185
0 0 (2,192) 0 0 12,385 10,194
25 79,695 (521) 3,662 0 (9,482) 73,379
0 0 690 (2,688) (598) 16,954 14,358
0 (66,000) 0 0 0 66,000 0
0 0 0 0 0 (10,150)  (10,150)
25 13,695 169 974  (598) 63,322 77,587
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CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR TO DECEMBER 31

2009 2008
Note restated restated
EUR "000
Cash flows from operating activities
Profit for the PEriOd ... e e e 16,954 12,385
Adjustments for: 0 0
(DT o] £=Tol = 11T o FO TP PPPPURRTT 8,636 8,456
Amortisation of intangible asSetS.......... i 16 1,291 1,422
Retirement losses on intangible asSSets ... 1,133 0
Impairment losses on assets classified as “heldd@” ..............cccccceeiiiiiiiiiiiieenn. 12,17 0 903
NEL INTEIEST EXPENSE ...uuitiiiiiiiieii e e et e eeeee e ettt e e e e e e e e e et e e e rreaeeeeeeeeseesannnanns 14 14,343 12,459
Gain/loss on disposal of property, plant & equiptien...........ccccccvvvivvieieeeeeeeeeeeenn. 310 (552)
Gain/loss on disposal of INVESIMENLS .......ccccccviiiiiiiiiiiieecee e 14 1 0
INCOME tAX EXPEINSE ...ttt ettt ettt e e e e e e e e e e e et ebe e s sab s e e e e eaeaas 15 7,270 8,229
49,938 43,301
Change iN INVENTOTIES ......ccooi it e e e e e e e e e e s e e s e eeeees (667) (7,772)
Change in trade & other receivables.........cccccciiiiiiiiiii e 21,767 (17,154)
Change iN PrEPaYMENES.....ueiiiiiiiiie e e et e e e e s e reeaaeeeeaeeeeeas (5,691) 312
Change in trade & other payables...........cceveeiiiiiiiiiiiiiee e (56) 5,202
Change in provisions & employees’ BENEFItS .ommneeeeereiiiiiiiiiceee e, 23,24 (2,824) 197
62,467 24,086
TaToTo] g a1 r= D o= 1o O PPPUTURPRRPR (5,107) (2,250)
Net cash from/(used in) operating activities............cccoee i, 57,361 21,836
Cash flows from investing activities
INEEIESE FECEIVEM ... .ttt e e e e e e e e e e e e e e nnneeees 976 2,796
Proceeds from sale of property, plant & eqUIPMENL............ccccciiiiiiiiiiiieeeeeeeeeeenn 138 75
Proceeds from sale of assets held fOr Sal. . ooiiveeiiiiiiiiic e 0 1,470
Proceeds from sale of INVESIMENLS......... o eriiiiiiee et 18 292 271
Acq’n of property, plant, equipment & intangibles..............ccccccciiiiiiiiiee e, 16,17 (8,480) (9,120)
Net INVESTMENT IN JOANS.........ccco ittt a e e 18,36 2,054  (8,106)
Acquisition of subsidiaries & other iInVeStMeNts..........cccccuvveeiieiiiiiiie s 18,36 (12,316) (1,633)
Capitalised development eXpenditure ........ccceeveecceiviiiiiiiiiiiiir e 16 (2,676) (2,853)
Net cash from/(used in) iINvesting actiVities...........uuuveeeiiiiieiieeeee e (20,012) (17,101)
Cash flows from financing activities
Proceeds from utilisation of US Credit IN€ .. eeeveeieiiieiiiiiiee 25 1,264 2,492
Repayment of US Credit lINE........ccueeiiiiieiiiieeeeeee e 25 (4,674) (2,428)
T (=T =Sy A o - Vo PRSP (11,654) (11,676)
Payment of finance lease liabilitiesS. ... 25 (139) (146)
Net cash from/(used in) financing actiVitieS............evveviviiiiiieeeee e, (15,204) (11,757)
Net inc./(dec.) in cash & cash equIValeNtS.........ccoiiiiiii e 22,145 (7,022)
Cash & cash equivalents at 1St JANUAIY.........cccooevviiiiiiiiiiee e 29,762 38,205
Effect of exchange rate fluctuations on cash held...................cccooi, 227 (1,422)
Cash & cash equivalents at 315t DECEMDEL...........uueiiiiiiiiiiiiieaeeeee e 21 52,134 29,762
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2009
General disclosures
(1) Presentation of the consolidated financial statments
Heckler & Koch GmbH, the parent company of the @xois registered under HRB 481250 at the Stuttgart
district court. The company’s registered officeiisOberndorf/Neckar, Germany and the postal addiesteckler &
Koch GmbH, Heckler & Koch-Str. 1, 78727 Oberndodfikar, Germany. The articles of incorporation asenfMay 19,

2004 and the registered name of the company islele&kkoch GmbH. The financial year is the calengear.

The object of Heckler & Koch GmbH and its subsiiar(the “Heckler & Koch Group”) is the development
manufacture and distribution of defence and secpribducts, and the provision of related services.

(2) Executive board approval

The board of directors of Heckler & Koch GmbH reled the consolidated financial statements on &gl
2010.

(3) Statement of compliance with applicable law antFRS

The consolidated financial statements of Heckldf@&h GmbH as at December 31, 2009, have been mepar
in accordance with the International Financial Répg Standards (IFRS) of the International AccaumtStandards
Board (IASB) as applicable in the EU, together wititerpretations of the International Financial Bejmg
Interpretation Committee (IFRIC) and the suppleragntGerman commercial law regulations pursuant @®il15%a
(1) HGB. All IFRS’s and IFRIC’s which were effecévfor the financial year 2009 have been applied.

For the financial year 2009, the following Standaethd amendments to previous Standards becameieffec
for the first time but had no material effects be Group’s net assets, financial position, respiteperations or cash
flows:

IAS 23 Borrowing Costs (revised)

IAS 39/IFRS 7 Reclassification of Financial Instrembs

IAS 32/IAS 1 Puttable Financial Instruments andi@dtions Arising on Liquidation

IFRS 1 and IAS 27 Cost of an Investment in a SuésidJointly-controlled Entity or Associate
IFRS 2 Share-based Payment: Vesting Condition<amtellations

IFRIC 9/1AS 39 Embedded Derivatives

IFRIC 13/IAS 18 Customer Loyalty Programmes

IFRIC 14/1AS 19 The Limit on a Defined Benefit Ass#linimum Funding Requirements and their
Interaction

The following Standard was endorsed by the EU i6i728nd, although it was not effective for the ficiahyear
2008, it was applied early by Heckler & Koch:

IFRS 8 Operating Segments

This requires the disclosure of information in fimancial statements to enable users to evaluatadture and
financial effects of the business activities in @bhithe Group engages and the economic environnienthich the
Group operates. The disclosure requirements follloer management approach whereby the operating segrase
identified in line with Group internal managemegporting. This Standard is mandatory from Januag009.

The following new standards, amendments to stasdardl interpretations are effective for the yeadeen
31 December 2009, and have been applied in prepdr@se consolidated financial statements:

F-54



IAS 1Presentation of Financial Statements (2007)

This amendment mainly affects the Group’s 2009 glidated financial statements through the changghéo
names of the individual financial statements, tkquirement to identify the tax relating to indivaduitems in
comprehensive income and the requirement thaetoospective adjustments or reclassificationsagestent of financial
position for the beginning of the earliest compiaeaperiod be presented.

IFRS 7 Improving Disclosures about Financial Instemts (amendments)

The amendments to IFRS 7 cover disclosures relatinige determination of fair values and liquidiisks and
result in additional disclosures in these finanstatements.

The following new standards, amendments to stasdandl interpretations are not yet effective for year
ended 31 December 2009, and have not been appl@@éparing these consolidated financial statements

IAS 27 Consolidated and Separate Financial Statenfamended 2008)

The amended IAS 27 requires accounting for chaimges/nership interests by the Group in a subsidiatyile
maintaining control, to be recognised as an edtatysaction. When the Group loses control of aididry, any interest
retained in the former subsidiary will be measuaédair value with the gain or loss recognised iofip or loss. The
amendments to IAS 27, which become mandatory fer Gnoup’s 2010 consolidated financial statements, reot
expected to have a significant impact on the cadatad financial statements.

IAS 39 Financial Instruments: Recognition and Meaments: Eligible Hedged Items (amended)

The amended IAS 39 clarifies the existing princpleat determine whether specific risks or portiohgash
flows are eligible for designation in a hedgingatenship. The amendments to IAS 39, which becoraadatory for the
Group’s 2010 consolidated financial statements, rave expected to have a significant impact on tbasolidated
financial statements.

IFRS 3 Business Combinations (2008)

Revised IFRS 3 Business Combinations (2008) ingattpe the following changes that could be reletarnhe
Group'’s future operations:

e The definition of a business has been broademkith is likely to result in more acquisitions bgitreated
as business combinations.

» Contingent consideration will be measured at failue, with subsequent changes therein recognised
profit or loss.

» Transaction costs, other than share and del# 3ssts, will be expensed as incurred.

* Any pre-existing interest in the acquiree will asured at fair value with the gain or loss rae®yl in
profit or loss.

* Any non-controlling (minority) interest will be @asured at either fair value, or at its proportieriaterest
in the identifiable assets and liabilities of thgjairee, on a transaction-by-transaction basis.

Revised IFRS 3, which becomes mandatory for theu®s02010 consolidated financial statements, wdl b
applied prospectively and therefore there will loeimpact on prior periods in the Group’s 2010 cdidsted financial
statements.

The new interpretations IFRIC 12, IFRIC 15, IFRI€ 1FRIC 17 and IFRIC 18 have been issued but ate n
yet effective. These have not been applied andnateexpected to have material effects on the Gougt assets,
financial position, results of operations or caskwvg.

The other Standards and Interpretations endorselebizU that have been issued but are not yettaféeand

have not been applied (amendment to IAS 32, IAS&8) not expected to have material effects on treuis net
assets, financial position, results of operationsash flows.
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The amendments to standards IFRS 1, IFRS 2 and®24#A8nd the new standards and interpretations IFRS 9
IFRIC 14 and IFRIC 19 have been issued but as cEBer 31, 2009 had not been endorsed by the Eks€eTtave not
been applied and are not expected to have matffiatts on the Group’s net assets, financial pmsitresults of
operations or cash flows.

The consolidated financial statements have beepaped in euro. Unless otherwise stated, all firanci
information presented in euro has been shown to¢lagest thousand (€k, EUR’000). As a result, od in this report
may vary slightly from the exact arithmetic aggmsma of the figures that precede them.

For the income statement, expenses have beenfigldsby function. In order to enhance the clarity o
presentation, various items in the balance sheaktrathe income statement have been aggregated.

(4) Group entities

Apart from the single entity statements of HeckleKoch GmbH, the consolidated financial statemeoits
Heckler & Koch GmbH as at December 31, 2009, ingltlle annual financial statements of six (2008atedt six)
foreign subsidiaries. Subsidiaries are companieghiich the parent enterprise exercises more thHrtHeavoting rights
or is able to control their financial and businpsticy for other reasons (control relationship)lision commences at
the time from which the control relationship exist&nds when the possibility of control ceases.

During 2009 two subsidiaries were acquired in amom control transaction, so figures have been ptedeas
if the combination had occurred prior to the stdrthe earliest period shown (i.e. as at 31.12.2007e to the fact that
they were ultimately controlled by the same perasrtontrols the Group; consequently previously meplofigures for
the Group for 2008 have been restated. The redatiail is shown in detail in Note 41.

The following table shows a list of the 6 subsidiarand one joint venture included in the constilide
together with their total equity and profit for theear figures from their financial statements, asppred for
consolidation purposes under IFRS, in their fun@lcurrencies:

Ownership Interest
2009 2008 2007

Functional
-restated’ Currency % Equity Profit % Equity Profit % Equity Profit

Direct holdings
NSAF Limited, Nottingham,

England .........ccoovvviiieenn S GBP '000 100% 5,724 3,894 100% 5,830 3,195 100% 5,638 1,851
Heckler & Koch

France S.A.S., Paris,

France........cccocevvvencnnnnnne EUR '000 100% 674 401 100% 1,774 386 100% 1,388 79
Small Arms Group

Holding Inc., Ashburn VA,

USA L USD '000 100% 146 (11) 100% 157 (5) 100% 162 (14)
Sistemas de Armamento

SPAIN ..o EUR '000 0% — — 50% 25 —  50% 25 —
Suhler USA, Inc., AL, USA.... USA'000 100% 16,884 19 100% PF 16,865 (2) 100% PF 16,867 —
Indirect holdings
Heckler & Koch Defense Inc.,

Ashburn VA, USA ............. USD '000 100% (24,698) (1,512) 100% (23,186) (3,420) 100% (19.767) (4,350)
Heckler & Koch, Inc., VA &

GA USA......o o, USD '000 100% 14,592 1,515 100% PF 13,077 (76) 100% PF 13,153 —

The investment in the dormant joint venture, Sisterde Armamento Ibericos S.L., ceased during thed fi
quarter of 2009; for 2008 it is included in the solidated financial statements using the equityhwetdescribed in
IAS 28, as permitted by IAS 31.

(5) Summary of significant accounting policies andhasis of measurement

The consolidated financial statements have beepaped on a historical cost basis; where IFRS reguir
recognition at fair value, this has been applied.

The significant accounting policies and measurenmegithods applied in preparing the consolidatednfired
statements are described below:
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Consolidation methods

The assets and liabilities of the domestic and igorecompanies included in the consolidated findncia
statements are recognised and measured using ¢charding and measurement methods that apply unijofon the
Heckler & Koch Group.

On the acquisition of a company, the assets abditias of the subsidiaries concerned are measateieir fair
value at the time of acquisition. If the acquigitiocosts for the participation exceed the net falue of the identified
assets and debts, the difference is capitalisegbadwill. If the acquisition costs are lower, ttadrfvalue of the assets
and liabilities and the amount of the acquisiti@sts are reassessed. Any remaining negative gdogdiwgky buy) is
recorded immediately in the income statement.

In subsequent periods, the associated fair valjisstdents to assets and liabilities are maintaimgdten off
or released in accordance with the correspondisgtasand liabilities. Capitalised goodwill is nahartised, but is
subject to an annual impairment test in accordavitelFRS 3 instead.

A business combination in which all of the combgientities or businesses ultimately are controbgdhe
same party or parties both before and after thebauation, and that control is not transitory, iasdified as being “under
common control.” Business combinations involvingitees under common control are excluded from theps of
IFRS 3. The Group uses the book values for sucluise) entities and offsets a difference betweenrtée assets
acquired and the consideration paid, if any, initgq&roviding that the entities were under comneontrol during the
comparative periods, the comparatives are restgdtithe combination had been in existence througthe reporting
periods presented.

The financial year of all companies included cqorexls to the financial year of the parent company.

All receivables, liabilities, sales revenues, otivemome and expenses within the scope of consalidatre
eliminated. Unrealised profits from intra- grougpplies are eliminated from inventories or fixededssas appropriate.

Currency translation
The Heckler & Koch Group reporting currency is thgo (€).

Foreign currency transactions are translated innttieidual financial statements of Heckler & Ko@mbH and
its consolidated companies at the rates pertaiairige time of the transactions. As at the balahe®t date, assets and
liabilities in foreign currency are measured at $pet rate on the balance sheet date. Differenigisg on translation
are recorded in the income statement.

The financial statements of the foreign companies teanslated to euro by using the functional coye
method. Since subsidiaries and joint ventures dpdteeir business independently, their functionairency is their
individual local currency. In the consolidated ficéal statements, income and expenses from thadiabstatements of
subsidiaries that are prepared in foreign curraareytranslated at the average rate for the yeauled¢d from the daily
rates. This method is used for simplicity sinceallsuthe local currency income and expenditure ined are fairly
evenly spread throughout the year and consequantfypotential variances are not material. Assetk liabilities are
translated at the spot rate on the balance sheéet Gaodwill is treated in the same way as an amsdibility and
translated at the balance sheet spot rate. Foceigancy translation variances are taken directlshe foreign currency
translation reserve in equity. In the event of thisposal of a consolidated entity, associated aatated foreign
currency translation variances are recorded asopéne profit or loss on disposal.

The rates used for currency translation are shovthd table below:

Rate on Rate on Rate on Rate on Average
balance balance balance balance exchange
sheet date sheet date sheet date sheet date rate
Currency Abbr. 31.12.2009 31.12.2008 31.12.2007 2009 2008
US Dollar (USA) ....cuvveeeeeeeiiieieeeeeeeaee, usD 1.4406 1.3917 1.4721 1.3947 1.4713
Pound (United Kingdom).................. GBP 0.8881 0.9525 0.7346 0.8919 0.7962

Significant accounting policies
Goodwill

Gooduwill is allocated to the following cash genargtunits (segments):
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2009 2008

EUR 000
Site 10CAtION: GEIMIANY ...ttt e et e et e e e e e e e e e e e s e e s aanbeseeeeneeeeeeas 59,232 59,232
Site 10CALION: FrANCE ....ociiiiiieiiiit ettt 1,133 1,133
1o L= IR PPRP 60,365 60,365

Goodwill is capitalised and subjected to an annogbairment test. If the carrying value is no longer
recoverable, impairment is charged. Otherwise tier gear carrying value is retained. Any impairrheharge against
goodwill is not reversed, even if the valuationends the carrying value.

Heckler & Koch conducts an impairment test of goitidat least annually. The recoverable value of thsh
generating unit is compared with its carrying valllee recoverable value used in the calculatidhasvalue in use. The
value in use of the cash generating unit is deteethby discounting future cash flows. The compatais based on the
following material assumptions:

A detailed plan is made of the cash flows for thshcgenerating unit for the forecast period of five
years. Subsequent periods are accounted for bynsdntd value determined on the basis of the finahry
adjusted for material one-off events during easfiesirs and the volume of the current order book.

The discount rate used for December 31, 2009 isifarm cost of capital of 9.25% (2008: 9.5%); in
line with the financing structure, this is simitarthe interest rate on the Notes.

Goodwill from acquisitions prior to January 1, 200&s been capitalised; negative goodwill from agitjons
prior to this transition date has been offset agfaieserves. On divestment of a consolidated coynpay goodwill
relating to it, other than negative goodwill, iglided in the computation of the deconsolidaticulte

Intangible assets

Purchased intangible assets, mainly patents, legaad software, are capitalised at acquisitioh ¢oernally
generated intangible assets, with the exceptiogoafdwill, are capitalised if it is sufficiently poable that a future
economic benefit will flow from the use of the assad the costs of the asset can be determinedbheli The
manufacturing costs of internally generated inthlegiassets are determined on the basis of direxdthjbutable
individual costs as well as a proportion of dingatllocated overheads. Financing costs are onlitaleged to the extent
that they are directly attributable to the acqigsit construction or production of a qualifying eiss

With the exception of goodwill and trademarks,iathngible assets have finite useful lives andarertised
using the straight-line method over this perioctelnces and software usually have useful lives ofelds. Standard
software usually has a useful life of 4 or 5 ye&@apitalised development costs usually have udeks of 8 years. If
the expected useful life is materially longer oorsér, the expected useful life is used.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2009
(5) Summary of significant accounting policies andbasis of measurement
Tangible assets
Tangible assets which will be used in the busifessmore than one year are capitalised and valued a
acquisition or manufacturing costs less depreaiat@culated using the straight-line, use-relatedhod, together with
impairment if appropriate. The manufacturing caststernally generated tangible assets are deterundn the basis of
directly attributable individual costs as well apmportion of directly allocated overheads. Firiagccosts are only
capitalised to the extent that they are directiyilaitable to the acquisition, construction or proton of a qualifying

asset. The permitted alternative method of revelnas not applied.

The following useful lives are applied for schedutiepreciation Group-wide:

Category of tangible asset years
2T 0 1 [o 1 g Vo T PP 25-40
Plant and MachiNery ..o 5-10
L1001 o PP 3
VENICIES .ottt ettt e et e e 6
Fixtures, fittings and office eqUIPMENT ... oo 5-10

The useful lives and methods of depreciation avieveed regularly in order to ensure that theseratme with
the actual expected economic use.

Impairment of tangible assets and of intangible agds other than goodwill

As at each balance sheet date, if there are tifggesvents for impairment, material tangible assatd
intangible assets are submitted to an impairmestineaccordance with IAS 36. If the carrying vabfean asset exceeds
its recoverable amount, an impairment loss is reisegl. The recoverable amount is the higher ofvialiue less costs to
sell and value in use. If the recoverable amounafoindividual asset cannot be determined, amasti is made of the
recoverable amount at the level of next higher ggsterating unit.

If, in the following periods the recoverable amoerteeds the carrying value, reversal of impairnieminly
made for the lower of the amount necessary torifigithe carrying value of the asset to its recalilr amount or (ii) to
restore the asset to its pre-impairment carryinguarhless subsequent depreciation or amortisatiatrwvtould have been
recognised.

The impairment and any reversal of impairment aoerded in the income statement.

Financial instruments

As defined by IAS 32 and used in IAS 39, a finaha@iatrument is any contract that gives rise tararicial
asset of one entity and a financial liability ougy instrument of another entity.

Original financial instruments

Financial instruments held by the Group are clastids one of the following:
» financial assets at fair value through profitass

* loans and receivables

* held-to-maturity investments

» available-for-sale financial assets

» financial liabilities at fair value through profir loss

« other financial liabilities, valued at amortiseakt using the effective interest method
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The classification of a financial instrument iseatetined based on the intended principal purposa upital
recognition. Financial assets include cash and @aghivalents, trade accounts receivable, loansivae and
derivatives that are assets held for trading. Fiisdiabilities include trade accounts payable oanmts owed to banks,
derivatives that are liabilities held for tradingdaother financial liabilities.

An instrument is classified &ir value through profit or loss if it is held for trading or is designated as such
upon initial recognition. For the periods coveraditese financial statements, the only financiatriiments designated
by the Group as held at “fair value through profitloss” are derivatives that do not meet the meguénts for hedge
accounting. Upon initial recognition any attribuliransaction costs are recognised in profit as.loFinancial
instruments at fair value through profit or lose areasured at fair value, and any changes in theaflme are recognised
in profit or loss.

Financial assets
All regulated market acquisitions and disposalr@fncial assets are recognised on the date déetht.

Financial assets are recognised initially at falue plus, in the case of a financial asset nfaiavalue through
profit or loss, transaction costs that are direattyibutable to the acquisition.

The recoverability of financial assets that arehmltl at fair value through profit or loss is revea regularly. If
the carrying value is higher than the recoveral@unt, impairment is recognised via the incomeestant. If, in a
subsequent period, the amount of the impairmerst diecreases and the decrease can be objectiviedyl lio an event
occurring after the impairment was recognised, pineviously recognised impairment loss shall be iplyt or
completely reversed through the income statement.

The fair values of financial assets in the balastoeet are usually their market values. If markéiesare not
readily available, the fair values are determinsih@ recognised valuation techniques and curremkebgarameters.
Valuation methods available include using recemb’sslength transactions between knowledgeable,ingillparties,
recent market transactions in similar financiatrimsients, adjusted for factors unique to the imsémt being valued,
discounted cash flow analysis or option pricing eled

A financial asset is derecognised when the contedeights to the cash flows from the financialeassxpire or
are transferred. To qualify for derecognition, ttasfer must transfer the risks and rewards oferslnip of the financial
asset or the contractual rights to receive the tlasls.

Loans and receivablesare financial assets resulting from monetary tatisns, the supply of goods or
services to third parties. Current assets in thiegory are measured at cost and non-current assetieasured at
amortised cost using the effective interest method.

Impairments to doubtful debts are mainly due tonesies and assessments of individual accountsvedaei
based on the creditworthiness of individual custemémpairment of accounts receivable is initiaflijown as a
provision for doubtful debts. If a debt is regar@asdrrecoverable, the impaired account receivablieitten off.

Financial instruments are classed hslti to maturity” if they are non-derivative financial assets witted or
determinable payments and fixed maturity that theu has the positive intention and ability to htwdnaturity.

Available-for-sale financial assets are those non-derivative findrasaets that are designated as available for
sale or are not classified as (a) loans and relokEisa(b) held-to-maturity investments or (c) fineah assets at fair value
through profit or loss.

Cash and cash equivalentinclude cash balances, cheques, bank balancesrmmtaccounts and short-term
deposits, for which the original term is less thianee months. These are valued at nominal value.

Financial liabilities
Financial liabilities are mainly trade accounts galg, amounts owed to banks and other liabilities.

Financial liabilities are recognised initially atiff value less, in the case of a financial liapitibt at fair value
through profit or loss, transaction costs thatdirectly attributable to the issue.

A financial liability is derecognised when the @altion specified in the contract is discharged;ancelled, or
expires.
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Financial liabilities valued at amortised cost usig the effective interest methodinclude trade accounts
payable and interest-bearing loans. These are datiamortised cost using the effective intereshotw Any profit or
loss is recognised in the income statement wheliabiities are derecognised or settled.

Derivative financial instruments and hedge accaumti

During the first quarter of 2009, circumstancessarwhich made a hedging transaction for foreigrnamge
cover for a particular foreign currency contractiadble. In the past, all foreign exchange forwewdtracts were treated
as derivatives held at fair value through profitass.

The Heckler & Koch Group only uses derivative fiomh instruments to manage its exposure to foreign
currency translation risk arising from normal besis operations. In line with IAS 39, all derivas\are measured at fair
value. The fair values of derivatives in the batasbeet are usually their market values. If maviéies are not readily
available, the fair value may be determined usiegpgnised pricing models and evidenced by bankircoations.
Changes in fair value are accounted for as desthbéow.

Cash flow hedges

Changes in the fair value of the derivative hedgimgirument designated as a cash flow hedge acgmesed
directly in equity to the extent that the hedgeffective. To the extent that the hedge is ineffegtchanges in fair value
are recognised in profit or loss.

If the hedging instrument no longer meets the @Gatéor hedge accounting, expires or is sold, teatéd or
exercised, then hedge accounting is discontinuedpgctively. The cumulative gain or loss previouslgognised in
equity remains there until the forecast transactioours. When the hedged item is a non-financis¢taghe amount
recognised in equity is transferred to the carrnangount of the asset when it is recognised. Inrathees the amount
recognised in equity is transferred to profit adan the same period that the hedged item affeof# or loss.

Other non-trading derivatives

When a derivative financial instrument is not dasigd in a qualifying hedge relationship, all chesn its fair
value are recognised immediately in profit or loss.

Construction work in progress

Construction work in progress represents the gnabslled amount expected to be collected from qusis for
contract work performed to date. It is measuredost plus profit recognised to date (see “recognitf income and
expense—construction contracts,” below) less psxyigllings and recognised losses. Cost includegxenditure
related directly to specific projects.

Construction work in progress is presented as phtrade and other receivables in the balance sheet
payments received from customers exceed the incenmgnised, then the difference is presented asnagvpayments
received in the balance sheet.

Inventories

The inventories are recognised at acquisition anufacturing costs or, if lower, their net realisabblue. Raw
materials, supplies and consumables as well ashamdise are measured at their adjusted averagésticaqucosts. The
manufacturing costs of work in progress and finisheods are determined on the basis of directtibatable individual
costs as well as a proportion of production-relateerheads. The manufacturing costs do not incadling expenses,
general and administrative expenses or financirggscd he net realisable value is the estimatedhgefirice less the
estimated cost of completion and the estimatedscostessary to make the sale. Provisions are noadecbgnise
impairment of slow-moving inventories or to reddcaet realisable value.

Non-current assets held for sale
Non-current assets (or disposal groups compriseggta and liabilities) that are expected to be veren

primarily through sale rather than through contiiguise are classified as held for sale. Thesesaaseheld at the lower
of their carrying values and their fair value lessts to sell. These assets are not depreciated.
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Provisions for pensions and similar defined benefibbligations

The provisions for defined benefit obligations aremputed using the projected unit credit method in
accordance with IAS 19. Under this method, in addito the pensions and vested rights known atbilance sheet
date, expected future increases in pensions aadesalwith estimates of the demographic variamzesalso taken into
consideration. The value is obtained from an aélezport.

Actuarial gains and losses are recognised outsiofé pr loss, in the period in which they occur,dccordance
with IAS 19.93A-D. These are shown in the statenodéibmprehensive income.

In determining the discount interest rates in adance with 1AS 19.78, the actuaries refer to maykelds on
high quality corporate bonds at the balance sheget d

Other non-current and current provisions

Other general liability provisions are recognisellew a past event gives rise to a present obligatiois
probable that the obligation will be claimed anetkable estimate can be made of the amount obltigation.

The amount recognised as a provision is the bdshate of the expenditure required to settle thesent
obligation at the balance sheet date, or if theatfbf the time value of money is material, thespre value thereof.
Reimbursement claims are recognised separatdlysifvirtually certain that reimbursement will beceived if the Group
settles the obligation.

Leases

For leasing agreements under which the Group se&sif the lease transfers substantially all ihkesrand
rewards incidental to ownership of the asset (fiealeases), then the assets are capitalised b@rthe in accordance
with IAS 17. Depreciation methods and useful liaes applied in line with similar owned assets. lf¢ tommencement
of the lease term, finance leases are recognisaedsats and liabilities in the balance sheets auata equal to the fair
value of the leased property or, if lower, the prasvalue of the minimum lease payments, each mi@ted at the
inception of the lease. Any initial direct coststlod lessee are added to the amount recognisatassat.

If the lease does not transfer substantially @lribks and rewards incidental to ownership ofabset, then the
assets are capitalised by the lessor (operatirgp$galeasing fees for operating leases are resmgjrin the income
statement. If material, adjustments are made #g$ti-line leasing fees for agreements where payreeimedules are
different.

Recognition of income and expense
Sale of goods and services

Revenues are measured at the fair market valugeafdnsideration received or to be received ancsept the
amounts that are to be obtained for goods andce=vh the normal course of business. The reveareeshown after
subtracting sales deductions, discounts and valdedataxes.

Revenues are recorded when the associated supplieservices have been rendered, the risks anddswé
ownership have transferred to the buyer and theipeof the payment is probable.

Construction contracts

Contract revenue includes the initial amount agiieetie contract plus any variations in contractky@laims
and incentive payments to the extent that it idphde that they will result in revenue and can leasared reliably. As
soon as the outcome of a construction contracbeagstimated reliably, contract revenue and exgesserecognised in
profit or loss in proportion to the stage of contigle of the contract. The stage of completion iseased by reference to
surveys of work performed. When the outcome of @straction contract cannot be estimated reliabytract revenue
is recognised only to the extent of contract costarred that are likely to be recoverable. An estpd loss on a contract
is recognised immediately in profit or loss.

Interest and other income

Interest income is accrued based on the loan olistg and the applicable interest rate. The apiplécanterest
rate is specified in the loan agreement and digsative estimated future inflows of funds over thet of the financial
asset to the net carrying value.
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Other income is recognised in the period to whiaklates, in accordance with the associated ccintra
Other expenses

Other expenses are recognised on the basis oéet timk between the costs incurred and the relatesime in
the income statement, either when the benefitasl @ when the costs are caused.

Expenses for research and development

Research costs are expensed as they are incuresgldpment costs are also expensed as they argddcu
unless they satisfy the criteria for recognitiorirdsrnally generated intangible assets accordirig$ 38.57.

Borrowing costs

Borrowing costs as defined in IAS 23 are capitdlise the extent that they are directly attributatdethe
acquisition, construction or production of a qualify asset; the remaining borrowing costs are neiseg as an expense
in the period in which they are incurred.

Income taxes and deferred taxes
The income tax expense represents the sum of ¢uaerxpense and deferred tax expense.

The current tax expense is determined on the lmdsike taxable income for the relevant year. Thealiée
income is different from the net income for the rygsaown in the income statement since it excludgsereses and
income which will be tax deductible/taxable in atlyears or which will never be tax deductible otatale. The liability
of the group for current tax expense is computedhenbasis of the valid tax rates or of tax ratdsctv have been
enacted by the balance sheet date.

Deferred taxes are the expected tax charge off igliging from differences between the carryingueasl of
assets and debts in the Group IFRS consolidataddial statements and their values in the tax adsmf the individual
companies. The balance sheet oriented liabilityhowkis applied. In general, deferred tax liabititere recorded for all
taxable temporary differences, and deferred tagtasse recorded to the extent that it is probtiaetaxable profits will
be available for which the deductible temporaryedédnces can be used. Such assets and liabiligescd recognised if
the temporary difference arises from (i) the init@cognition of goodwill or (ii) from the initiatecognition of other
assets and liabilities in a transaction that asfewtither the accounting profit/(loss) nor taxgefit/(loss). In addition,
deferred taxes are recognised for the carry forvadirdnused tax losses to the extent that it is @lotd that it will be
possible to utilise them in the future.

The carrying amount of deferred tax assets is vexieeach year at the balance sheet date and isedfut is
no longer probable that sufficient taxable inconikk e available to allow the benefit of all or paf the deferred tax
asset to be utilised.

Deferred tax assets and liabilities are measuréeatax rates that are expected to apply to thegevhen the
asset is realised or the liability is settled, lbase tax rates (and tax laws) that have been ethactsubstantively enacted
by the balance sheet date.

The changes in deferred taxes are recognised intwne statement as tax income or expense urtess t
relate to items recognised directly under equitg, without effect on income; in this case the defit taxes are
recognised in the associated equity position witledi@ct on income.

Contingent liabilities and contingent assets

Contingent liabilities are not recognised. If ame adentified, they are disclosed in the notes smléhe
possibility of an outflow of resources embodyingeamic benefits is remote. Contingent assets ateaumgnised.
They are disclosed in the notes, where an infloeaminomic benefits is probable.
The use of estimates and assumptions

The preparation of the consolidated financial steets in compliance with the pronouncements ofl &8
requires estimates to be made affecting the vakesgnised in the balance sheet, the nature amohteaf contingent

assets and liabilities identified at the reportitede and the value of income and expenses in fimtheg period. The
main assumptions and estimates for the Heckler & K@roup concern the setting of useful lives, #eowverability of
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accounts receivable, the valuation of inventoriks, recognition and measurement of provisions aedptobability of
future utilisation of deferred tax assets. Changestimates are recognised in the income stateprespectively.

Guarantee and warranty obligations can arise feegallor contractual requirements. Provisions ategeised
for the expected cost of meeting claims under guaeaor warranty obligations. Claims are partidyldikely if the
warranty period has not yet expired, if warrantgtschave been incurred in the past or if particwlarranty claims are
known. The evaluation of the risk of warranty claimm based on past experience and is used in deiegithe level of
provision required.

Provisions for litigation risks are recognised i€@mpany in the Heckler & Koch Group is a defendamd a
judgement against the defendant is more likely thain A provision is made for the amount likelylte incurred by the
company if the judgement is against it. This figimeludes the payments to be made by the companpaiticular
compensation, damages and settlements, as wedlleasxpected legal expenses. If the company is ltimant, only
litigation fees are provided for.

The use of estimates in other positions in the @roalance sheet and income statement are desénlibd
accounting policies relating to the individual gisis. In particular, these relate to: impairmehgoodwill, impairment
of non-current tangible and intangible assets, igions for doubtful debts and the valuation of defd tax assets and
the pension provision.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2009
Notes on the income statement
(6) Revenue
Net revenue increased by €33,756k to €234,748k aoapwith revenue of €200,992k in 2008 (restated).

The revenue of the Group was made up as follows:

2009 2008
restated restated
EUR '000
Sale Of QOOAS ...ttt 228,592 195,664
SAIE Of SEIVICES ... ettt et e e e e re e e e e e e e eaees 5,387 5,832
CONStruCtion CONLIACE FTEVENUE ..........vvvtceeeeeeriiiieieieeeeeeeeeeerrrririen e e e eeeeaaeeeess 1,699 —
(] 0TSSR (VL= [ 1= TP 235,678 201,496
DISCOUNLS, DONUSES, EIC. ..uuvviiiiiiiiiiiiieeececetiniee e e e e e e e e (931) (505)
NEL FEVENUE......ceiii e e e e e e e e e et e e e e e ta e e e eeanteaeaeenns 234,748 200,992

Construction contract revenue is determined byreafee to the stage of completion.

Breakdown by customer location:

2009 2008
restated restated
EUR '000
DOMESHC (GEIMANY) ©.vvvieiiiiiiieiee e e e e e e e e e eeeee e e e e e e e raeaeeeeeeesaesnnennes 39,472 39,187
Foreign (rest of the World) .............oueimmm e 196,206 162,309
(€] (o 1SS (AVZ=] 10 = 235,678 201,496
DISCOUNLS, DONUSES, EIC. ..uvvriiiiiiiiiiiiieeeceeeitiriee e e e e e e e e e e (931) (505)
[N R V7S] 10 TR 234,748 200,992

(7) Cost of sales

The cost of sales increased by €20,382k to €158,668pared with €133,181k cost of sales in 2008téted).
The cost of sales includes materials and produdsibour and overhead expenses relating to the uevelithin cost of
sales are €1,699k (2008 restated: nil) expensasnglto construction contract revenue.

(8) Research and development expenses

Research and development expenses comprise thosenpel expenses and depreciation relating to these
activities, together with the costs of test materénd tools that do not meet the criteria for tdisiation under IAS 38
and the amortisation of capitalised developmentscos
(9) Sales, marketing & distribution expenses

Sales, marketing & distribution expenses incredsed1,552k to €24,714k compared with €23,162k i080
(restated). The selling expenses mainly comprisesop@el expenses, material and marketing costs &b ag
depreciation relating to the sales function.

(10) Administration expenses

General administration expenses include personpalrses and office material costs as well as theed@tion
relating to the administration function.

(11) Other operating income

2009 2008
restated restated
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EUR 000

Release and utilisation Of ProViSIONS .......ceeeeeeeeeeeeeeeiiis i e e e e 2,097 4,021
Income from the provision of administration SENEICE..........uvvvevviiieiieeeeeeenennnnn, 1,307 1,338
Profit on disposal of non-current & held for sasse@ts ...............ccccececiviviiiieeennn, 29 717
LICENCE fEE INCOME ....eeiiiie it 1,080 512
Fuel sales t0 EMPIOYEES .....uvviiiiiiiiiii e r e e e e e 1,111 1,155
101 T PP PRPP 719 1,048
L0 = | ISP UPUPOPPRR 6,344 8,791

The other operating income includes out-of-periocbime of €361k (2008 restated: €3,461k). This is ttu
income from the release of provisions and accr@3B2k (2008 restated: €2,744k) and gains on dispasanon-current
assets & assets reclassified as held-for-sale €298: €717k).

(12) Other operating expenses

2009 2008
restated restated
EUR "000

Impairment of assets held for sale ..., — (903)
Create provision for doubtful debts & write offlofid debts..........covvveveenn. (133) (332)
Loss on disposal of NON-CUITENt ASSELS........uuuurriiiriiiiiiiiiieieeeeeee e e e eeeesneens (339) (165)
(@ 1 1= T = VS P SEEERURRR (209) (179)
Creation of general liability provisions............cccoooiiiiiiiiiiiiieeeeeee e (1,463) (4,642)
L1 T PR RRPP (3,987) (3,468)
10 ] = | PP PRPP (6,132) (9,688)

The other operating expenses include out-of-peerpenses of €583k (2008 restated: €1,399k). These a
mainly due to the write-off of bad debts, creditamrelating to prior years, losses on the dispokabn-current assets
and, in prior year, impairment charges on assdtsfbesale.

(13) Analysis of expenses by nature, showing EBITDA

The income statement shows operating expensessadaly function; the following table shows EBITDAda
operating profit with expenses analysed by nature:

2009 2008
restated restated
EUR '000
NET SAIES ...ei ettt e e e e e e e e 234,748 200,992
Material costs and movement in INVENtONeS...........ooovviiiiiiiiiiieieeeeeee e (113,524) (93,993)
(0= To]] = 1 [1S1To [ of0 1< £ T UPPPPTRRT 1,639 2,934
Other Operating INCOME ..........uuuiiiiiiiiiceeeeee et et e et e e e e e e e e e e e eeeeeeeeas 6,344 8,791
[ 1Y (o] SRR (46,334) (42,284)
Other OPErating EXPENSES ......cuieiiuueee e e s esttreeeessanrrreeeesasnnbreeeeesnanees (33,537) (34,874)
EBITDA oottt e e narrea e 49,335 41,565
Depreciation and amortiSAtiON ..............cccmeemeeeeeenrnriiiiierereereereeeee e e e e e e senaans (9,927) (10,781)
Results from operating aCtiVIti®S..........uuuriiiiiiiiiiiieeeee e 39,408 30,784
(14) Financial result
2009 2008
restated restated
EUR "000

Financial income
(g1 (] S TP P PP PTPTPPPTRT 1,233 2,796
Gains on valuation of derivative financial iInStrurt ..., — 900
Gains on translation of fOreign CUrMENCIES . evveeeererieeeeeeeeeiiieiieccneveeeees 1,267 3,569
(1 1= SO PP UPPRPT RPN — —
Total fiNAaNCIal INCOME ......ccoiiiiiiiiii e 2,500 7,265
Financial expenses
L1 =T £ AU TP TP (11,194) (11,389)
Accretion of non-current liabilities ... (3,923) (3,579)



(946)

Losses on valuation of derivative financial instents

Losses on translation of foreign CUrrenCies ...........cocoeecvvvviiiiieiiecieeeeeee e, (1,159) (2,179)
L1 1T RSP SRRR (462) (289)
Total fiNanCial EXPENSE........uuiiiiiiiieii e (17,684) (17,435)
FINANCIAl FESUIL ......eviiiiiieeeeieee e (15,184) (10,170)

The interest income includes interest on short-téwems and on bank balances. The gains and losses o
valuation of derivative financial instruments relab forward cover contracts and options intendecktiuce exposure to
currency risk on expected USD cash-flows. The gaims losses on translation of foreign currencietugre gains and
losses on utilisation of forward cover contracts,addition to translation differences for items wovered by such
arrangements. The accretion of non-current liagditelates to defined benefit provisions and thiedb Other financial
expenses relate to guarantee costs.

(15) Income taxes

The income tax expense comprises:

2009 2008
restated restated
EUR "000
Current tax INCOME/(EXPENSE) ...evvieeee e e eeeeeee et reeeaee s (9,533) (7,931)
Deferred tax iINCOME/(EXPENSE) ..ottt e e e e e e e e e e e 2,263 (297)
Tax expense in iNCoOMe StatemMENL...........oooveciiiiiiiiiie e e e e e (7,270) (8,229)

Income taxes include German corporation tax (“Késpkaftsteuer”), trade income tax (“Gewerbesteuant)
associated reunification surcharges (“Solidarit#gshlag”) for the German company, together withilginincome taxes
for the foreign subsidiaries.

The company in Germany has a calculated statugxyrate of 27.7% (2008: 27.7%). Foreign taxation is
calculated at the rates valid in each country;ghesy between 28% and 38% (2008 restated: bet@@¥nand 37%).

Deferred taxes are calculated on the basis oftetgttax rates, or of tax rates which have beertenbas of the
balance sheet date in each country, that are eeghéxtoe in place on realisation.

The following table shows a reconciliation of thgected tax using the current statutory tax ratete parent
company of 27.7% and the actual income tax showthtéo Group:

2009 2008
restated restated
EUR '000
Profit/(10SS) DEfOre taX .....eeeeeeieeiiiiie e 24,224 20,614
Expected tax rate (current German statutory rate)..........cccuveeeeeeeiiiiieiieaaennnnnns 27.7% 27.7%
EXPECLEA 1AX EXPENSE. ... ittt ettt e e e e e et e e e e e e e e e e e aaeaaaaeeaaas (6,716) (5,715)
Adjustments to expected tax expense due to:
— change in tax rates (207) (24)
— non-tax-deductible expenses (1,183) (989)
— utilisation of tax losses that had not been adipéd — —
— taxes relating to other periods (13) (1,416)
— differences in foreign tax rates (76) 128
— change in valuation adjustments for tax losses c/ — (912)
— change in valuation adjustments for temporarfy dif (236) 227
— other effects 1,162 474
ACTUAL TAX EXPEINSE ...ttt e e e ettt e e e e e e e e e e e e e e e e e e e s e s e aannnes (7,270) (8,229)
EffeCtiVe taX Fale. ..o 30.0% 39.9%
Deferred tax relates to the following positions:

Deferred Deferred Deferred Deferred Deferred

tax assets tax assets tax assets Deferred tax liabilities tax liabilities

31.12.2009 31.12.2008 31.12.2007 tax liabilities 31.12.2008 31.12.2007

Balance Sheet Iltem restated restated restated 31.12.2009 restated restated
EUR '000
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Intangible non-current assets — — — 11,191 10,989 10,588

Tangible non-current assets .. 8 10 — 4,969 5,609 6,354
INVENtOries .......ccvvvvvvveeeeeennn, 1,512 1,097 681 — — —
Trade accounts receivable..... 98 131 44 444 56 25
Other current assets............... 73 46 3 4,028 4,374 3,924
Employee defined benefit

obligations.............ccccceee 2,829 1,815 1,933 — — —
Other non-current provisions 1,563 645 627 — — —
Non-current financial

liabilities .......ccccvvveeeeeeennnn. — — — 596 935 1,241
Other non-current liabilities.. 251 58 95 — — —
Current provisions ................ 43 — 3 — — —
Trade accounts payable......... 402 — — — 36
Other current financial

liabilities .......ccccvvvveveeennnnn. — — — — — —
Other current liabilities ......... — 122 — 47 7 1
Carryforward of unused tax

[0SSES...uvviiiiiiiiiiiiieieeeee e — 83 1,018 — — —
Total ...cooovviiiiieee 6,779 4,008 4,403 21,275 22,006 22,141

During 2009, an increase in deferred tax asse®l @31k (2008: nil) was recognised directly in égusince it
related to the actuarial gains on defined benefiemes and an increase in deferred tax asset20k§2008: nil) was
recognised directly in equity since it related toaalised losses on effective hedging instrumekpart from these, all
other changes in deferred tax assets and liabilitiere recognised in the income statement.

Potential deferred tax assets of €4,597k (2008atest €6,781Kk) relating to losses carried forwaydolor

operations in the US have not been recognised.alalu adjustments of €2,133k (2008: €0k) have beade against
potential deferred tax assets relating to tempadéfgrences arising in our operations in the US.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Notes on the balance sheet

(16) Intangible assets

FOR THE YEAR 2009

Trade marks

Patents,
licences,
Development software
costs Goodwill (acquired) Total
(self-generated) (acquired) restated restated
EUR '000

Net carrying value at 01.01.2008.................... 6,177 60,365 32,881 99,423
Acquisition/manufacturing costs
Balance at 01.01.2008..........cccccceeeviiiviieeeennnns 8,611 80,384 46,525 135,519
Effect of movement in exchange rates.............. — — 75 75
AddItioNS .. 2,853 — 126 2,979
Reclassifications .........cccccoevvviiiiiiiceveeee e — — — —
Disposals/retirements..............ceeeveiiiccccceeennn. — — (83) (83)
Balance at 31.12.2008..........ccccceeeeviiiiiiieeennnns 11,464 80,384 46,642 138,490
Amortisation & depreciation
Balance at 01.01.2008..........cccccceeeviiiiiereeennnns (2,434) (20,019) (13,644) (36,096)
Effect of movement in exchange rates.............. — — (60) (60)
Amortisation for the year............ccccccoeeeeee. (1,279) — (243) (1,422)
IMpairment............coooeei e — — — —
Reclassifications .........cccccoevviiiiiiiceveee e — — — —
Disposals/retirements..............ceeeveiviccccceeeennn. — — 62 62
Balance at 31.12.2008..........ccccceeeeviiiiiieeeennnns (3,614) (20,019) (13,884) (37,517)
Net carrying value at 31.12.2008.................... 7,850 60,365 32,758 100,973
Acquisition/manufacturing costs
Balance at 01.01.2009..........ccccceovvviiierineneenn. 11,464 80,384 46,642 138,490
Effect of movement in exchange rates.............. — — (18) (18)
AddItioNS ... 2,676 — 337 3,013
Reclassifications ............ooooiiiiiiiceecee e, — — — —
Disposals/retirements..........ccceevveeesiccmmeeeennn (1,133) — (920) (2,053)
Balance at 31.12.2009..........ccccceeeeiiiiiieeeennnns 13,007 80,384 46,042 139,432
Amortisation & depreciation
Balance at 01.01.2009..........ccccceeeviiiiieeeeennnns (3,614) (20,019) (13,884) (37,517)
Effect of movement in exchange rates.............. — — 10 10
Amortisation for the year............cccccceeeeeee. (1,032) — (259) (1,291)
Impairment............oooiiiiie e — — — —
Reclassifications ...........ooooiiiiiiiiiceceee e, — — — —
Disposals/retirements...........ccccvvvvvvvimmmmcmreeeeeeennn. — — 920 920
Balance at 31.12.2009.........ccccuveeeeiiniiiiieeeeeeiiess (4,646) (20,019) (13,213) (37,878)
Net carrying value at 31.12.2009.............cccccuveees 8,361 60,365 32,828 101,554

As described in Note 5, goodwill and other intafgilassets with indefinite lives are subject to ahnu
impairment testing. Goodwill is allocated to theéiindual companies within the Group, which repreésiie segments
and are the lowest level within the Group at whgoledwill is monitored for internal management pagm

As shown above, aggregate goodwill is held at €#k3unchanged from the previous year). This isrtae
book value at which it was held under German GAAEha date of transition to IFRS (January 1, 20@8)ginally, the
parent company of the Group was called Heckler &likK@Wehrtechnik Holding GmbH. This company acquitked
design, manufacturing and distribution company, kec& Koch Gesellschaft mit beschrankter Haftuagthe end of
2003 and in 2004 the two companies were mergedr@maimed Heckler & Koch GmbH. As a result, the Grbag
goodwill of €59,232k allocated to its merged paremmpany. The balance of €1,133k is allocated tokiée & Koch
France SAS since this relates to its acquisitio2084.
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NSAF Ltd was acquired for less than its equity dhd negative goodwill arising from this transactien
included in the Group’s retained earnings. The WUBskliaries Small Arms Group Holding Inc. and Hecld. Koch
Defense Inc. were founded by the Group and havgoodwill allocated to them. The acquisition of th8 subsidiaries
Suhler USA, Inc. and Heckler & Koch, Inc. was ansraction under common control and the Group’s &gurave been
restated as if this transaction took place priothi beginning of the earliest period shown; consatly the difference
between the price paid and the net assets acduiietleen offset against equity rather than beiogstas goodwill.

Goodwill relates to the value of the companies peration and is therefore treated as being of indeflife.
On the acquisition of Heckler & Koch Gesellschaft beschrankter Haftung, at the end of 2003, thdegmark was also
recognised as an intangible asset. The Group’dagpn is associated with this trademark so tlies, goodwill it is also
treated as being of indefinite life.

Since the Group is privately owned, and similar pames have not been bought or sold regularly duitie
past year, it was not possible to base impairnests ton market value. Impairment tests were therdfased on value in
use determined by discounting future cash flowgeeted based on actual operating results and itbiefifre years of the
annual ten year business plans.

The amortisation and impairment of intangible asgeincluded in the following income statementifioss:

2009 2008
restated restated
EUR '000
COSE Of SAIES ..ot e e 54 37
Research and development ... 1,046 1,180
Sales, marketing & distribution ... 22 25
AAMINISTFATION ... e e e e ee e 169 180
Other EXPENSE ..ottt e e e et e e e e e e e s e e s e e s s e rterreeeaeaaeeeesanan — —
Total aMOItISATION ...t e e e e e e e e e e e e e e e 1,291 1,422

As at December 31, 2009 the Group had a balan€d1 (2008: €100k) on order for intangible assets.

(17) Property, plant and equipment

Fixtures,

Land and Plant and fittings and

buildings machinery other assets Assets under Total

restated restated restated construction restated

EUR "000

Net carrying value at 01.01.2008................. 27,752 19,060 8,008 1,480 56,300
Acquisition/manufacturing costs
Balance at 01.01.2008..........cccccceevvviiieeneennns 44,386 57,945 38,609 1,480 142,420
Effect of movement in exchange rates............. 11 46 (84) — (27)
AddItioNS ....cvviiieee e 172 4,663 3,464 695 8,994
Reclassifications ............cccccvviiiiiiaecccc e (2,568) 939 239 (1,480) (2,870)
DiSPOSAIS...uvvviiiiiiiiieee e (339) (1,540) (1,224) —  (3,104)
Balance at 31.12.2008..........ccccceeeeiiiinieeeennns 41,661 62,053 41,004 695 145,414
Amortisation & depreciation
Balance at 01.01.2008..........cccccceeeviivnieeeennns (16,634) (38,885) (30,601) — (86,120)
Effect of movement in exchange rates............. 65 (5) 69 — 129
Depreciation for the year ..........ccccvvvvveeeeens (1,061) (4,362) (3,034) —  (8,456)
Impairment............oooooii e (903) — — — (903)
Reclassifications ............cccccvvviiiiiiaccccc e 2,270 — — — 2,270
DiSPOSAIS...cvvviiiiiiiiieeeee e 152 1,501 1,260 — 2,912
Balance at 31.12.2008..........ccccceeeeiniiieeeeennns (16,111) (41,751) (32,306) — (90,168)
Net carrying value at 31.12.2008................. 25,550 20,303 8,698 695 55,246
Acquisition/manufacturing costs
Balance at 01.01.2009..........ccccceevvvvvvverenn, 41,661 62,053 41,004 695 145,414
Effect of movement in exchange rates............. (57) (29) 4 — (81)
AddItioNS ... 2,074 3,773 2,159 138 8,143
Reclassifications ...........ccccccvvvviiviivecccc e 51 551 93 (695) —
DiSPOSAIS....eiiiiiiiiiiieiiiei e (23) (1,929) (3,161) —  (5,114)
Balance at 31.12.2009.........cccccceeeeiiiiinineeennns 43,706 64,419 40,100 138 148,362
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Amortisation & depreciation

Balance at 01.01.2009............ccceeeeevveeeinnennns (16,111) (41,751) (32,306) — (90,168)
Effect of movement in exchange rates............. (5) 6 (5) — (5)
Depreciation for the year .........cccccvvvvveeeenns (1,083) (4,745) (2,808) —  (8,636)
IMpairment.............coeeeeci e — — — — —
Reclassifications ............ccccccvvvivviiicccec e — Q) 1 — —
DiSPOSAIS....vvviiiiiiiiieeeee e 17 1,929 2,720 — 4,666
Balance at 31.12.2009...........cccceeevevveeeinnennns (17,183) (44,561) (32,399) — (94,143)
Net carrying value at 31.12.2009................. 26,523 19,857 7,701 138 54,219

During 2009 there were no reclassifications of ssem property, plant and equipment to held fdes

During 2008, a small manufacturing site with a gimg value of €1,503k, which was no longer required
following transfer of the production activities tile main site, was written down to its fair valles§ costs to sell) of
€600k and reclassified as “held for sale.” This @&nment charge of €903k relates to the segmene “kitation
Germany” and is included in “other operating exgsisn the income statement. This site was solthénfourth quarter
of 2008.

The fixtures, fittings and other assets include cetrying values of €79k (2008: €212k) for certaissets
acquired on finance leases, in particular compa@wers. See Note 25 for details of the lease atidigs and the
reconciliation between the total minimum lease payts at the balance sheet date and their presieeisva

As at December 31, 2009 the Group had a balan€&%8k (2008: €2,602k) on order for tangible nonrent
assets (excluding amounts shown in the above tataler assets in course of construction).

(18) Investments in equity accounted investees, @hnon-current investments and current loans, invesnents and
derivatives

The Group held a €13k investment in a dormant jegriture that was consolidated at equity in 2008 was
liquidated in 2009. A loss of €1k on liquidation sueecognised in other expenses in 2009 (2008 eeistail).

The other non-current investments relate to theangimg balance not yet due on long-term loans. 20@&7 and
2008 balances include a €2,500k loan to a relaaety that was repaid in 2009. Due to the retrospedbclusion of SUI
and HKI in the HKO consolidated statements for 288d 2008, loan receivables from a related padynaw included
(2008 restated: €7,154k, 2007 restated: €3,646i@s@& receivables were repaid prior to the Growggallacquisition of
SUl and HKI in 2009.

The Group shows certain securities within othensanvestments and derivatives (2009: €612k, 26685k).
This investment is required by German law and tresmurities are pledged in full to secure clainatireg to the
German company'’s early retirement scheme “Altelzti”

The Group has made short-term loans totalling, wmtirest, €4,912k (2008: €4,982k) to its indirglchreholder
Heckler & Koch Beteiligungs GmbH; security for suolans has been provided by the ultimate shareholdide Group
through a mortgage. The mortgaged asset was adsegsan independent valuer at a value in excegheofamount
secured.

The Group only has derivative financial instrumergkating to forward exchange and option contrdots
USD/EUR, unless hedge accounting applies, thesehelk at fair value through profit or loss (200238k, 2008:
€900Kk).

(19) Inventories and pre-payments for inventories

31.12.2009 31.12.2008 31.12.2007
restated restated restated
EUR "000
Raw materials, consumables and supplies .. . eee... 19,937 21,577 17,146
WOPK IN PrOgreSS ...uvvvvvriieieerieeeieeeeesmmmmm e eesenennesneeneneees 29,891 31,547 30,267
Finished goods and merchandise...............cccccc oo, 21,978 18,560 16,082
TOUAL et 71,806 71,684 63,495

Under inventories, provisions of €10,496k (2008atesi: €8,574k, 2007 restated: €7,154k) have bemtero
account for marketability risks and slow-movingnite These provisions reduce certain items of irorgnto carrying
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values in line with their fair values less costsédl of €14,127k (2008 restated: €13,078k). Impaint losses of €124k
(2008: €462k) recorded in prior years have beerersad following increases in net realisable value ¢b the

reassessment of saleability of certain items aaddtbposal of other items at higher values thair tarying values. A

write-down of inventories of €2,078k (2008 restatet,973k) was recognised as an expense.

Pre-payments for inventories include amounts mgatio advances paid for construction contracts {PoC
(€2,686k, 2008: nil).

(20) Trade and other receivables

31.12.2008 31.12.2007
31.12.2009 restated restated
EUR '000
Trade accounts receivable............coovoeeeeeeeeeveeieiieeee, 39,625 59,605 41,293
Receivables from directors and employees.................. 1,020 282 204
Other reCeiVabIEs .........oovuiiiiiiie e 1,267 1,508 5,449
B o] 7= I 41,911 61,395 46,945

The carrying values of trade accounts receivabtk @her receivables correspond to their fair maxkties.
Trade accounts receivable include amounts due ftlen parent and indirect parent of the Group and raoke
interest-bearing; they usually have due dates ketv@® and 90 days. These receivables also inclmdeiats relating to
construction contract revenue (€1,529k, 2008: nil).

The receivables from directors and employees imcladoan to a director and the associated int¢f322k,
2008: nil), and foreign taxes for employees withitiple locations. The other receivables are mafolyVAT & similar
tax claims against various countries arisen imitrgnal course of business.

If there is an indication that a receivable mayirhpaired, at the latest if becomes over 180 daysdue, the
possibility of impairment is reviewed by the fin@nsales and legal departments. Provisions of €¢8888 restated:
€1,043k, 2007 restated: €1,318k) have been madadiMidual doubtful debt risks within trade acctaineceivable. The
provision for doubtful trade accounts receivable had the following movements during the reporpegod:

2008
2009 restated
EUR '000
Opening balance JAnUAry 1St ........c...uuvicemmmmeeeeeeieereeeee e e e e e s ees e rrreeeeeeaeeas 1,043 1,318
(@1 L= 1110 ] £ E RPN 123 234
RElE@SE/ULIIISALION ...t e e e e e e (195) (530)
Effects of foreign CurrenCy CONVEISION........cocuuuiiiiiiiiiiiieeiiee e (12) 21
Closing balance DecembBEr 3LSL......uuuuiiiiiiiiiiiiieeee e 958 1,043

All expenses from impairment (or income from reegrsf impairment) of trade receivables is shownernd
other operating expenses (or income).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2009
(20) Trade and other receivables

The aging of financial instruments that are tracieoants receivable is as follows:

31.12.2008
31.12.2009 restated
EUR '000

NOL OVEIAUE ... ..o 29,994 44,122
Overdue:
— within 30 days 5,241 9,625
— between 30 and 60 days 2,067 2,280
— between 60 and 90 days 60 1,458
— between 90 and 180 days 551 1,511
— after more than 180 days 1,713 608
B I0] - PP 9,631 15,482
Net trade accounts receivable.............cccoooiiiiiiiiiiiii e, 39,625 59,605

As at the balance sheet date, no evidence haditbestified to suggest that any of the accountsivatde that
were neither overdue nor impaired were doubtful.

(21) Cash and cash equivalents

The position cash and cash equivalents includds lealsinces, cheques, bank balances on currentrascand
short-term deposits, the original term of whicleiss than three months. These are valued at nowahag.

(22) Shareholders’ equity

The following reconciliation of movement in capithd reserves shows the changes in the individessi of
equity in the Group:

Additional Reserve for Consolidated
Share Paid in Translation Defined Benefit ~ Hedging Retained Shareholders’
Capital Capital Reserve Obligations Reserve Earnings Equity
As 0f 31.12.2007.......ccccverrennne. 25 79,695 1,671 3,662 — (17,771) 67,282
Restatement for common

control acquisition................ — — — — — (4,097) (4,097)
As of 31.12.2007, restated..... 25 79,695 1,671 3,662 — (21,868) 63,185
Total recognised income &

EXPENSE.....evieieeeiiiiieeeeeiiieeass — — (2,192) 0 — 12,385 10,194
As of 31.12.2008, restated..... 25 79,695 (521) 3,662 — (9,482) 73,379
Total recognised income &

EXPENSE....civiirieiiiereeiee s — — 690 (2,688) (598) 16,954 14,358
Reclass additional paid in

capital......ccoooeeeeiiiiiiiiiiees — (66,000) — — — 66,000 —
Dividends declared.................... — — — — — (10,150) (10,150)
As of 31.12.20009, restated..... 25 13,695 169 974 (598) 63,322 77,587

The subscribed capital shown is the nominal capmfathe parent company Heckler & Koch GmbH. The
nominal capital of Heckler & Koch GmbH of €25k idlfy paid up. Since this is a German limited comp&imbH”),
the subscribed capital is not divided into shares.

The additional paid in capital arises from addisibrcapital contributions from the shareholders; in
2009 €66 million was reclassified to consolidatethined earnings (2008: nil).

The translation reserve comprises all foreign cwyedifferences arising from the translation of fhrancial
statements of foreign operations.

The reserve for defined benefit obligations congwithe cumulative actuarial gains and losses grisimthe
employee defined benefit obligation provisions, ofetax. The net decrease is due to actuarial $0e6€3,719k (2008:
€0k) net of €1,031k (2008: €0k) deferred taxes
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The hedging reserve comprises the cumulative gai losses arising on the recognition of fair value
movements on effective hedging instruments as déflyy 1AS 39. In 2009 there was a loss of €828&mil) net of
€229k (2008: nil) deferred taxes

The consolidated retained earnings include a remucf €5,327k arising from the effects of the siion to
IFRS on January 1, 2006 and a reduction of €4,00 2007 (restated) arising from the difference hegtw acquisition
price and net assets for the common control traiosaacquisition of Suhler USA, Inc. and Hecklerk®ch, Inc. that
took place in April 2009 but has been shown in ¢hesstated accounts as having taken place prittret®eginning of
2008.

Under the German limited liability companies acimi@1G), the distributable dividend is determinedtbg
retained earnings in the annual financial statemehteckler & Koch GmbH drawn up in accordancehvtite German
commercial code (HGB). In the financial year 20B@ckler & Koch GmbH declared an interim dividend&4f0,150k
(2008: nil); this liability was offset against a,6@0k claim assignment and the net liability isogtised in trade and
other payables. In Q1 2010 an additional dividel®33700k was declared and distributed for therfaial year 2009.

The executive board of the parent company Hecklétath GmbH will propose to the shareholders meeting
that no further dividends be distributed for theaficial year 2009.

(23) Provisions for pensions and similar employeeefined benefit obligations

The pension schemes at the foreign companies dieedecontribution plans, while the German parent
company has both defined benefit and defined dmuticn plans, although the defined benefit schefoegmployees
were closed to new entrants in 2002.

Under theDefined Contribution Plans the company pays contributions to state or priyaesion schemes on
the basis of statutory or contractual obligation® a voluntary basis. Having paid the contribogiothe company has
no further obligations. The current contributionypeents are shown as pension expense for the rélgeam: they
amounted to a total of €3,241k (2008 restated:4&2ZkPfor the Group.

The Defined Benefit Plansare accounted for in the Group by setting up miowis for pensions, retirement and
death benefits determined by the Projected Unitdi€mglethod in accordance with IAS 19. Under thistieel, in
addition to the pensions and vested rights knowthatbalance sheet date, expected future incréagesnsions and
salaries, with estimates of the demographic vadarare also taken into consideration. The valugbiained from an
actuarial report calculated using biometric acalaassumptions (Prof. Dr. Klaus Heubeck’s 2005 @lgjine tables).

The main assumptions are:

Measurement at 31.12.2009 31.12.2008

DISCOUNT FALE ....eeeieeeeiiiiiiee ettt et et e e e e e e 5.00% 6.00%
Increase in entitlement of active pension expestant................ccoeeeeenes 0.00% 0.00%
FULUre PENSION INCIEASE P8 ....ceceeees o s setesaaeaeeeeeaaaaaaeeeeesessnnannns 1.75% 2.00%

Under the defined benefit schemes, on reachingdtiement age of 65, employees are entitled tcetitsn
based on their length of service. The defined hesefiemes in operation before 1995 entitle memtwebenefits for the
first ten years’ service of 8% of the average mbn#alary for the final year, plus 0.25% for eaalditional year of
service. Together with the state pension, the comgeension entittement may not exceed 75% of theleyee's
average monthly salary for the final year. Increame no longer possible since these schemesaaedchnd members’
entittements remain fixed.

Under the defined benefit scheme from January 951&hembers are entitled to benefits of a fixed pemyear
of service depending on the member’'s grade. Trevaet grade for active members is the grade oreméint. This
scheme was closed to new entrants on Novembei08@, 2

Senior employees are also covered by the aboversshealthough some have individual pension agretsmen
within their contracts.

The following amounts are recorded in the incorageshent with regard to defined benefit plans:

2009 2008
EUR 000
CUITENT SEIVICE COSES ..uuuniiiiitiniesees s s s e e s et s e e seabseessetaaseesesbansssarnessaeessesaneeeeeenes 277 281
LTS TS =3 1= LS 2,700 2,475



Less expected return 0N SChEME ASSELS ... caau i (24) (15)
JLI0] - LI =Y A=) o =T = SRR 2,953 2,741

The current service costs are shown within oth@easges and the annual interest expense is showim lie
interest result. Actuarial gains and losses arereaignised in the income statement but are shawhe statement of
comprehensive income and taken to reserves.

The changes in the present value of the gross defliand funded defined benefit obligations arebsvs:

2009 2008
EUR "000

Present value of obligations as at Jan. Lst.........ccccoooviiiiciiiiiiiiiiceeee e e 44,998 44,995
CUITENE SEIVICE COSES ..iiiiiiiiiiiietee s et ee s s aatteeeaeessbbeeeeaessansbaeeeesanaseeeeeesannneeeeas 277 281
LTS TS =3 01T 1S 2,700 2,475
Pension payments/UtiliSAtION ...............ceceriiiaiaee e (2,766) (2,725)
Actuarial (QaINS)/I0SSES .. ..cci i it ce e e e e e aaaaa e 3,688 (27)
Present value of obligations as at DecC. 31LSt.......ccceeeeeiiiiiiiiiiccere e 48,897 44,998

The changes in the present value of the fundedgsdaats are as follows:

2009 2008

EUR '000
Fair market value of plan assets as at 01.01........c.oooiiiieeiiiiiiiiie e 433 276
Expected return 0N SChEME @SSEtS.........ccevveeeeiie e e e e 24 15
(©0] 0111 01U o] 1S3 U U UUPUUUU TP — 170
Actuarial QaiNS/(IOSSES) ......cciiiicceiiiieieetit e et e e e e e e e e e e s s e s rr e e aaaaeea e e e e e e e e annnen (31) (27)
Fair market value of plan assets as at 31.12..........ccccviiiieiiiiiiiiie e 426 433

The amount shown in the balance sheet for the Gsalpigation is derived as follows:

31.12.2009 31.12.2008 31.12.2007 31.12.2006

EUR 000
Present value of obligations covered by funds ancbi
covered by funds.........cccccvviiiiiiii 48,897 44,998 44,995 50,538
Less fair market value of plan assets ......cccccmeeeieeeeenenn. (426) (433) (276) (118)
Present value of net obligations ...........cccceeiiiiiiiiiiieeennen. 48,470 44,565 44,719 50,420
Actuarial losses not yet recognised..........ccccceecvnirrrnnnnnen. — — — —
Net liability in the balance sheet..............ccccccoiiis 48,470 44 565 44,719 50,420

The fair market value of the plan assets relatesss®t values from reinsurance policies. The agaalings
from the plan assets are €7k loss (2008: €12k.ld&sontributions are expected to be made in 2010.

(24) Other current and non-current general liability provisions

The current and non-current general liability psions are as follows:

31.12.2009 31.12.2008 31.12.2007
EUR "000
Current provisions & accruals ............ccoeeeeeeeeeeeeeee i, 3,956 5,647 3,368
NON-CUITENt PrOVISIONS ....ceviiiiiiiiiaeee e e 12,432 11,002 10,598
TOUAL e 16,388 16,649 13,966
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2009
(24) Other current and non-current general liability provisions

The provisions comprise:

Obligations
Personnel Warranty relating to Other
obligations obligations sales risks Total
EUR '000

Balance at 01.01.2009...........cuuuimmimiiiiiiiniiaaaaaaaeeenss 5,480 1,558 9,551 60 16,649
Exchange rate difference ..........ccccvvvvceececceeeeennn. (72) — (242) — (314)
UBISALON ©.voeeeeeeeeeeeeee e (626) (1,016) (941)  (23) (2,606)
REIEASE .....uvviiiiiieiiiiiiiee e (37) (27) (247)  (20) (331)
Creation .....ooooiiieeee et 255 1,044 1,445 245 2,990
Balance at 31.12.2009..........cccccevirveerineieneee s 5,000 1,559 9,566 262 16,388

A provision for the German early retirement schefwdtersteilzeit”) is included in the personnel addtions.
This provision takes account of the additional sdstthe company during the early retirement phpasially offset by
the reduced pay taken by employees in this schamagdthe working phase. The value is based onagsociated
contractual obligations and is obtained from amagal report, calculated using biometric actuasissumptions (Prof.
Dr. Klaus Heubeck’s 2005 G guideline tables), disted at 5.5%.

The personnel obligations also include provisiamsléng-service anniversary benefits and simildigalions,
together with the introduction of a new gradingteys (‘ERA”) in Germany under which employees hae¢ mreceived
their full pay rises as, since certain conditioasébeen fulfilled, these are being used to offseeased payroll costs
under this agreement. These personnel provisiandetermined based on the associated contractligdidns.

The provisions for warranties were recognised enhihisis of past experience with regard to the Ghaidity
for a warranty period of two years.

Provisions relating to sales include provisions défset obligations, late delivery penalties, castsomplete
and price-audits on certain projects. These prongshave been recognised in line with the prolsiwfi their incidence,
based on the associated contractual obligationgtendurrent status.

The other provisions relate to litigation risks asite decontamination costs, recognised in lineh wite
probability of their incidence. The outcome of tiigation depends on the associated legal procegsdi

The effects of accretion and changes in discoutdsravere immaterial for the level of general lidpil
provisions recognised in 2009 and 2008.

(25) Current and non-current financial liabilities

The Group does not have any bank overdrafts orslogine Group’s main financial liability is the €1&0llion
high yield bond issued by the parent company ind2@th a fixed interest rate of 9.25% and a mayudiate of July
2011. This is recognised in the balance sheetsaartortised cost of €117,851k (2008: €116,627k)h \@ssociated
accrued interest payable of €5,118k (2008: €5,1h8ld within trade and other payables.

As security for Heckler & Koch GmbH'’s liabilitiesnder the Bond Indenture, the subsidiaries of Hedkle
Koch GmbH have entered into Supplementary Indestared Abstract Acknowledgements of Indebtednesshave
provided Subsidiary Guarantees. Heckler & Koch Gniiad also issued a €30 million Note Proceeds LoaitstUS
subsidiary Heckler & Koch Defense Inc. and has grm security interest in its rights under thighe Bank of New
York as trustee under the Indenture. In additioi Holding, Inc., the sole owner of Heckler & KochmBH, has
granted first ranking pledges over all present futare shares in Heckler & Koch GmbH as securitytfe obligations
under the Indenture.

Due to the restatement of 2008 and 2007 to incButder USA, Inc. and Heckler & Koch, Inc., the nourrent
iabilities include a loan of €3,418k in 2008 resth{2007 restated: €3,167k) held by Heckler & Kdoh, and repaid
prior to its acquisition by the Group in 2009. Thian was secured over Heckler & Koch, Inc.’s actsueceivable and
inventories.
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The credit facilities for the Heckler & Koch Growgpe only for the issue of advance payment or pardoice
guarantees, including bid bonds. The value of guaes currently outstanding is not recognised éntthlance sheet. As
of December 31, 2009 we had a total of €18.9 mmllsuch guarantees outstanding, compared to €18i8nmas of
December 31, 2008. As a requirement for the promigind maintenance of these and other forward-caverguarantee
lines, our guarantee-providers require us to maminta varying level of deposits with them as segurifs at
December 31, 2009 we had €18.7 million such secdeiposits (2008 restated: €17.7 million); thessdgéd security
deposits are included in cash and cash equivalents.

As mentioned in Note 17, the Group has acquiredateassets on finance leases, in particular coenput
servers. The finance lease liabilities are payabl®llows:

Present Present
Future value of Future value of
minimum minimum minimum minimum
lease lease lease lease
payments Interest payments  payments Interest payments
2009 2009 2009 2008 2008 2008
EUR 000
Less than one year.........ccceeeeeeeeens, 87 2 86 147 8 139
Between one and five years .............. — — — 87 2 86
More than five years.............cccccvvnnees — — — — — —
Total finance lease liabilities......... 87 2 86 234 10 224

(26) Trade and other payables

Trade and other payables include outstanding liedslfrom trade and operating costs, together withrest
payable on the bond. Of these, €167k (2008: nd72@stated: €13m) are shown within non-curremiliizes since they
are not due within twelve months; the €13m in thatated 2007 statement of financial position isptteforma liability
for the pro forma acquisition of Suhler USA, InadaHeckler & Koch, Inc. which did not actually tagkace until April
2009.

31.12.2008 31.12.2007
31.12.2009 restated restated
EUR "000
Trade payables ... 19,155 25,282 35,143
Interest payable ... 5,118 5,118 5,118
Other payables ...t e, 9,315 18,451 5,425
TOLAL e 33,588 48,852 45,686

The carrying value of the trade payables correspapgroximately to their fair market value.
With the exception of normal trading ownership n¢itn clauses, the trade and other payables arsecoted.

(27) Advanced and stage payments received

Advanced and stage payments received comprise paymeceived from customers in advance of the dsfiv
of the associated products or services. The advandestage payments include amounts relating t@rambs for
construction contracts (€1,480Kk, 2008: nil).

Other disclosures
(28) Financial risk management

Currency risk

The Group is exposed to currency risk on salespamchases that are denominated in a currency diharthe
respective functional currencies of Group entitigsmarily the euro (EUR), but also US dollars (US&hd Sterling
(GBP). The majority of both our costs and our sal&sin euro, so we only have foreign exchangestretion exposure
for those sales in currencies different to the @ssed costs. In the past, because our exposuferé@n currency
translation risk was relatively small and timing fofeign currency income was relatively uncertahe Group had a
policy of only hedging foreign currency exposurecircumstances when large contracts are won. Duketdncreased
US business during 2009, the Group now also hedgesportion of its expected USD income. In Q4 2@@9acquired
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EUR/USD hedges whereby during 2010 $12m can beagxggd into EUR at a rate of $1.45. If, however, ritte is
below this level, we do not have to exercise tlgs®ns.

Group policy is not to speculate with loans or d@soin foreign currencies. Financing and investiithin the
Group usually take place in the appropriate fumzgticcurrency and any financial instruments are Ilgui@ operating
purposes.

Five small subsidiaries of Heckler & Koch GmbH arédside the Euro zone. Since the Heckler & Kochupro
reporting currency is the euro, the income and espg of these subsidiaries are converted to euwroofasolidation.
Changes in average foreign exchange conversion cat@pared with prior periods can therefore havefact on the
consolidated results.

In addition, through these subsidiaries the Groap &ssets and liabilities in local currencies detshe Euro
zone. The conversion of these positions to euatsis affected by fluctuations in foreign exchangewersion rates. The
change in valuation of these positions is refledtetthe Group reserves. The rates used for theotidasion are shown in
the following table:

Rate on Rate on Rate on Average Average
balance balance balance exchange exchange
sheet date sheet date sheet date rate rate
Currency Abbr. 31.12.2009 31.12.2008 31.12.2007 2009 2008
US Dollar (USA) .....euvviiiiiiieiieieieeeeeeeee usD 1.4406 1.3917 1.4721 1.3947 1.4713
Pound (United Kingdom)........................ GBP 0.8881 0.9525 0.7346 0.8919 0.7962

In order to quantify the possible effects of foregxchange rate fluctuations on the Group EBITDsles and
equity, a sensitivity analysis has been carried out

If the US dollar had been 10% weaker against thie eampared to the rates used for the 2009 corsali
(i.e. had been an average of € 1 = $1.5342 andtao$El = $1.5847), then 2009 sales would have laggroximately
€4.1 million lower, EBITDA would have been approxtaly €0.1 million higher and equity and reservesil have
been approximately €0.6 million higher.

If the pound sterling had been 10% weaker against duro compared to the rates used for the 2009
consolidation, (i.e. had been an average of € 0.8&11 and a spot of €1 = £0.9769), then 2009 sabestd have been
approximately €5.9 million lower, EBITDA would have®en approximately €0.1 million higher and equaityl reserves
would have been approximately €0.6 million lower.

Interest risk

Interest rate risk arises mainly through the finagof long-lived assets with floating rate debt,conversely
from financing short-lived assets, primarily inverigs and accounts receivable with fixed rate débpresent, given the
fact that we continue to invest in mostly long-tivassets and that our only outstanding senior detite fixed rate
Notes, we believe we have low exposure to intaestrisk until the maturity of these Notes.

The advance payment and performance guaranteeswerg from banks for our customers do not requsréo
pay interest.

Commaodity risk

Because our purchases of commodities in terms ahtifies purchased are relatively small, our exposa
commodity risk is limited.

Credit risk

Credit risk is the risk of financial loss to thedap if a customer or counter-party to a finanamstiument fails
to meet its contractual obligations, and arisesqipially from the Group’s receivables from custosner

Trade accounts receivable
Because the vast majority of our customers arerébdgtate or local governmental agencies of NADOmtries,

our exposure to credit risk is limited. However teeent worldwide financial and economic crisis dinel consequent
increased sovereign budget deficits are likelyublpng-term pressure on defence budgets in manlyeo€ountries we
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deliver to, leading to increased credit risk fortam customers. The credit ratings for some coemtnave been reduced,
but the Group’s exposure to credit risk with suohrttries is limited.

Our goods are sold subject to retention of titiusks so that in the event of non-payment the Grayphave a
secured claim and, where management is of theapthiat the risk is higher, we require lettersrefdit or prepayments.
The Group has internal credit management processesview and manage overdue positions and if rsacgsstop
further deliveries or initiate legal action.

In addition, provisions are held for doubtful debtfie maximum risk is the value shown as trade @uiso
receivable in the balance sheet. The book valu#dé accounts receivable analysed accordingeio dlging, together
with the associated provisions, are shown in N6te 2

Some of our customers limit their exposure to risisiting to our production of products through atke
payment guarantees and performance guarantees.

Cash and cash equivalents

Cash and cash equivalents include cash balancegques, bank balances on current accounts and tehirt-
deposits. The Heckler & Koch Group is exposed teditrrisks if the banks holding our deposits ddfar their
obligations. To minimise this risk, the banks agéested with care and the majority of the depasitswith a German
bank which is partially owned by the State of Badléirttemberg and participates in a deposit secueisgrve.

Liquidity risk

Liquidity risk is the risk that the Group will ndte able to meet its financial obligations as thelydue. The
Group’s approach to managing liquidity is to ensa®far as is possible, that it will always hau#fisient liquidity to
meet its liabilities when due, under both normal atressed conditions, without incurring unaccdptidsses or risking
damage to the Group’s reputation. At present theu@idoes not have any credit lines set up other ftniathe issue of
advance payment or performance guarantees, howevbelieve that the current cash position is mbaa tsufficient to
meet liquidity requirements until the maturity betNotes in 2011. The Group is currently discussafigancing options
with various parties and expects to be able tmaefte by July 2011.

The Heckler & Koch Group mainly generates cashughoits operating activities and this is primatilsed to
finance capital expenditure and working capital20®4 additional financing was obtained throughisisee of fixed rate
Notes, the proceeds of which were mainly used Yogfay shareholder loans, and (2) partially firatiee purchase of
management shares. The bond was also intendedl poefBnd an expansion in the US, however the ig@ied contract
was not awarded so that the capital expenditurenmgequired, leaving a significant cash balance.

The following table shows the timing of contractpalyments due for financial instruments that areoaots
payable, capital leases, loan interest, loan repaysror derivatives.

Derivative
Trade financial
payables liabilities Other Total
EUR '000

Balance at 31.12.2009
BOOK VAIUE ... et e e 19,155 828 123,460 143,443
Related PaymMeNtS.... ..o e 19,155 828 142,692 162,674
Payments due:
— within one month 14,763 55 5,744 20,562
— between one and three months 3,894 130 24 4,048
—  between three & twelve months 499 496 5,656 6,651
— between one and five years — 146 131,267 131,413

— after more than five years — — — —

Variances between book value and related paymeists @here certain non-current liabilities, in partar the
bond, are held at their amortised costs. Additiam@irmation on financial liabilities is given indte 25.

Capital management
The policy of the Executive Directors is to maintairong capital base, to ensure investor, creditor market

confidence is sustained and to facilitate the ridevelopment of the business. To achieve thisyad major objective
of the Executive Directors is to maintain a strangdit rating and healthy capital ratios.
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The Group aims to have a simple corporate and aagitucture and does not have any off balancetshee
financing. Performance and advance payment guasiate issued to our customers by banks and issoimeour behalf
in the normal course of business (see Note 25).

The Group issued one simple debt instrument (HighdYBond) that imposes certain restrictions onvits
outside of the Group’s core business and the Geoimpérnal policies require that return on capigaionitored on all
investments and large contract bid decisions.

Dividends to shareholders are restricted undetdhmas of the Bond; together with certain other $eations,
they are classed as “Restricted Payments.” The lativel total of such payments, less any such imwests that have
been repaid, is limited to 50% of the “Cumulativdjésted Net Income” since July 2004. In additiomcls payments
may not be made unless the “Consolidated Fixed geh&overage Ratio” for the four full fiscal quastebr which
financial statements are available immediately @déty the planned payment, taken as one periggieater than 2.5 to
1.0.

The Bond matures in 2011. The Bond was originalgued partly to finance the construction of a
manufacturing facility in the United States in aigation of a large contract award. As the contrears not awarded, the
factory was not built and the cash was not usedhisrpurpose and remained on the balance shdbéiform of bank
deposits. Due to the differential between interestived on these deposits and interest paid oBdnel the company
had planned on calling the Bond before maturityngishe cash on the balance sheet and a smalkerdial instrument
until the recent financial crisis made this mor#idilt than originally anticipated. The Group isireently discussing
refinancing options with various parties and expdatbe able to refinance by July 2011.

Neither the company nor any of its subsidiariessalgect to externally imposed capital requirements

The Group’s capital structure is as follows:

2009 2008 2007
restated restated restated
EUR "000
EQUITY et 77,587 73,379 63,185
as a percentage of total finanCiNg..........ccccceiiiiiiiii e 23% 22% 20%

200,196 197,842 209,516
63,680 69,568 46,512

Long-term liabilities
Short-term liabilities

5= o] PR PPPR 263,876 267,409 256,028
as a percentage of total finanCING.........ccccccciiiiiiiiiieeee e 77% 78% 80%
Total equity & lIabIlItIES .......ooi i 341,463 340,788 319,213

(29) Additional disclosures on financial instrumeng

This note provides an overview of the significanédinancial instruments and provides additiondbrmation
on the balance sheet positions containing finanmesatuments.

The following table shows the book values (BV) &aid values (FV) of the financial assets:

Trade Derivative Other
Cash and accounts financial financial
equivalents receivable Securities instruments instruments

BV FV BV FV BV FV BV FV BV FV
EUR '000

Balance at 31.12.2009

Cash & equivalents ................. 52,133%2,133 — — — —
Loans & receivables................ — — 39,625 39,625 — — — — 5534 5534
Held to maturity ........cccceevennes — — — — 612 612 — — _ _
Held for trading..........cccoueeeenne — — —_ — — — — — — —
Available for sale .................... — —_ — — — — — — — —

Held at fair value through
profit or loss — — — — — — 239 239 — —

Total financial assets............ 52,133 52,133 39,625 39,625 612 612 239 239 5534 5534

Balance at 31.12.2008

(restated)
Cash & equivalents ................. 29,7629,762 — — — —
Loans & receivables................ — — 59,605 59,605 — — — — 16,090 16,090
Held to maturity ........cccceeveeees — — — — 545 545 — — _ _
Held for trading..........cccovveeenne — — —_ — — — — — — —
Available for sale .................... — —_ — — — — — — — —




Held at fair value through

profit or oSS ........cceevivveennns — — — — — — 900 900 — —
Total financial assets

(restated)...........ococveenn.. 29,762 29,762 59,605 59,605 545 545 900 900 16,090 16,090

Balance at 31.12.2007

(restated).........ccccvveeeeennnen. — —
Cash & equivalents.................. 38,208,205 — — — —
Loans & receivables................ — 41,293 41,293 — —
Held to maturity ..........ccceeeuee
Held for trading..........ccccvvveene
Available for sale .................... — — — —
Held at fair value through

profit or oSS ........cceevvvveennns — — — — — — — —
Total financial assets

(restated)..........cccoeverrnnnn 38,205 38,205 41,293 41,293 482 482 — — 7,008 7,008
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The fair values of loans and accounts receivabibelieved to be equal to the book values. Thisami due to
the short terms of these instruments. The faireslof any financial instruments held to maturitg #reir values in an
active market (see table showing fair value hidrarbelow).

The following table shows the book values (BV) &aid values (FV) of non-derivative financial liadiés:

Other
Trade financial
payables liabilities
BV FV BV FV
EUR "000
Balance at 31.12.2009
Held at CoSt......cvvviiiiiiiiiieeeeiiieee e, 19,155 19,155 5,624 5,624
Held at amortised COSt ............ceeeevivvimae... — — 117,936 124,086
Non-derivative financial liabilities.......... 19,155 19,155 123,460 129,610
Balance at 31.12.2008 (restated)
Held at CoSt......cuvvvieiiiieeieiieiieees e 25,282 25,282 8,569 8,569
Held at amortised cost ..............oovvvvvimmn.. — — 116,852 120,224
Non-derivative financial liabilities
(restated)........cccceeeeeeeeeeeeeeeeeee e 25,282 25,282 125,420 128,793
Balance at 31.12.2007 (restated)
Held at CoSt......ovvviiieiieieeeieiiieeee e, 35,143 35,143 8,683 8,683
Held at amortised coSt ..............covvvvvimmnn. — — 115,891 115,368
Non-derivative financial liabilities
(restated)........ccccveeeeeeeeeereeeeeeee e 35,143 35,143 124,574 124,051

During 2009 the company entered into a cash flowdod cover hedging arrangement for a large purchas
contract with USD cash flows during 2009-2011. Twivative is recognised at its fair value as daiteed by the
partner bank (€828k liability, 2008: nil). The dexfive is a perfect hedge since it enables the pagsnto match the
related income in EUR, so changes in fair valueraoegnised in other comprehensive income (€828lemse, 2008:
nil).

The table below analyses financial instrumentsiedvrat fair value, by valuation method. The diffaréevels
have been defined as follows:

» Level 1: quoted prices (unadjusted) in active kats for identical assets or liabilities

» Level 2: inputs other than quoted prices includéthin Level 1 that are observable for the assdiadbility,
either directly (i.e., as prices) or indirectlye(i.derived from prices)

» Level 3: inputs for the asset or liability thaeanot based on observable market data (unobserirghits).

31.12.2009 Level 1 Level 2 Level 3
EUR '000

Derivative financial aSSEtS .......c.ccvvviiiiiieeieiiieeee e — 239 —

Derivative financial labilitieS..........cooieeemieviiiiiieieeeeee e, — 828 —

31.12.2008 Level 1 Level 2 Level 3
EUR '000
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Derivative financial aSSEtS .........ccvuuiiiiiieeiieeeeiee e — 900 —
Derivative financial llabilitieS...........coicceeveviiiiiiiiieeee e — — —

Net income/(expenses) due to financial instruments:

2008
2009 restated
EUR 000
Financial assets held for SAlIE .........vi i — —
Financial assets held t0 MatUrity......... oo eeeeiiiiiaeee e 3 17
Loans and receivables and financial liabilitiesdh&t cost ...........ccovvviiiiiiviiiiiiiies 8 1,450
DEIVALIVES ...ttt ettt e e e e e e e e e e e e e s e e e e b e e e e e e e e e aaaaaeaaaaaaas (946) 900

The net income/(expense) from financial assets teeldaturity arises from interest received fromestments
in securities relating to the German early retiratrecheme. The net income/(expense) from loangecelvables and
financial liabilities held at cost include excharggins and losses, impairments and reversals ofqu® impairments.
The net income/(expense) from derivative finanér@truments relates to the reversal (2008: recmgmitof the
unrealised profit on valuation of forward contraitdhedge USD cash flows, together with lossesadunation of options
to hedge USD cash flows in 2010 (2008: nil).

The total interest income and expenses relatinfingmcial assets and liabilities not held at faatue through
profit and loss are as follows:

2009 2008
restated restated
EUR "000
Interest income (exc. for financial assets helth&durity) .........ccccccvvvvieiieeeenennnn. 1,230 2,779
Accretion of non-current liabilities ... (3,923) (3,579)
Other INtEreSt EXPENSES .....uuuiiieiieiie ittt e e e e e e e aaaaeeeaaaaannes (11,655) (11,678)

(30) Cash flow statement

The Group cash flow shows the cash inflows andl@uff leading to the change in cash and cash equiisl
during the year. Cash and cash equivalents inaadh balances, cheques, bank balances on curcentrés and short-
term deposits. As required by IAS 7, cash flowsaaralysed between operating, investing and fingnaaiivities.

Cash flows from investing and financing activitea® determined directly while those from operatiatjvities
are calculated indirectly from the net results. Thanges in balance sheet positions used in theeaidalculation are
adjusted to exclude the effects of foreign exchamge variances and changes in the companies ddaitgal into the
Group. The changes in the balance sheet positltmsrsin the cash flow are therefore different te #uro changes in
the Group balance sheet.

Interest received is classified as a cash flow tdumvesting activities. Interest paid and paymemetating to
finance leases are shown as cash flows due todiimguactivities.

(31) Segment reporting

The Heckler & Koch Group is organised around fiy@idr to the acquisition of HKI: four) operating
companies, four of which serve defence and lawreafaent sectors, whilst the fifth (HKI) serves U@land local law
enforcement sectors. Correspondingly, the segnaemdaly/sed are the site locations in Germany, GreiiB, France
and the United States, with the US split furthéo i@ivil and Defense. Since these companies araratplegal entities,
the figures shown for each segment are the valuethé individual companies as included in the @fswonsolidated
figures.

The activities in reporting segment Site Locatioeri@any relate to the design, manufacture and loligton of
defence and security products together with thevipian of associated services. The site locate@Génmany mainly
supplies to Group companies and to NATO membersadiiel in which no Group subsidiaries are locafBde Site
Location Germany also has construction contractmae, see Note 6.

The newly acquired reporting segment “USA—civil’sheales and distribution activities for civil aretcarity

products and provides related services in the Wfe. dther reporting segments all have sales andbdisbn activities
for defence and security products and provide edlaervices. The sites located in the USA and eranpply to these
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countries. The site located in Great Britain spiisnarily to the United Kingdom, the British Commeealth of Nations
and also to certain other NATO allies.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
FOR THE YEAR 2009
(31) Segment reporting (Continued)

Operating segments

Total pre- Consolidation
Germany USA—Civil USA—Defense consolidation transactions Total
Restated Restated Restated Great Britain France Restated Restated Restated
Site Location 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008
EUR '000
Net external revenues................... 115,519 114,830 20,690 17,509 24,099 11,339 64,351 51,314 10,088 6,000 234,748 200,992 — — 234,748 200,992
Inter-segment revenue.................. 68,136 48,051 165 118 562 167 945 1,081

69,808 49,417  (69,808)  (49,417)
10 10

Depreciation and amortisation...... (9,351) (9,265) (242) (269) (221) (230) (112) (118) (13) t:) (9,937) (9,889) (9,92_7) (9,87_8)
7 7

Interest iNCOMe.......ccceecvvveeeerinnns 1,519 2,973 195 472 8 4 103 27 1,753 3,563 (520) (767) 1,233 2,796
Interest eXPense........ccocceeereeeennee. (15,504) (14,984) (74) (270) (519) (767) — 0) — — (16,096) (16,021) 518 765 (15,579) (15,257)
Share of profit of associates (at

EQUILY) c.eveeeiiieeiiee e — — — — — — — — — — — — — — — —
Tax on income............. e (4,972) (6,774) (638) 27 (4) (4) (1,720) (1,611) (210) (199) (7,544) (8,561) 274 332 (7,270) (8,229)
Profit / (loss) after taX .................. 18,633 12,514 1,100 (53) (1,092) (2,328) 4,366 4,013 401 386 23,407 14,532 (6,453) (2,146) 16,954 12,385
Other material non-cash items
—Impairment of assets................. (500) (4,233) (108) (348) (585) (239) (4) (132) 12) 0) (1,208) (4,952) — 2,178 (1,208) (2,774)
—Impairment losses reversed ...... 26 688 — 33 — — 124 132 — — 150 853 — — 150 853
Reportable segment assets............ 324,405 315,598 16,540 24,012 17,665 12,792 19,634 18,218 2,495 3,808 380,739 374,428 (39,276) (33,640) 341,463 340,788
Investments in associates ............. — 13 — — — — — — — — — 13 — — — 13
Capital Expenditure (Capex)........ (8,306) (8,807) — (96) (81) (207) (79) (82) 14) (29) (8,480) (9,120) — — (8,480) (9,120)
Reportable segment liabilities ...... 245,970 242,361 6,410 14,629 34,820 29,455 13,189 12,097 1,821 2,034 302,210 300,576 (38,335) (33,167) 263,876 267,409

Total pre- Consolidation
Germany USA—Civil USA—Defense consolidation transactions Total
Restated Restated Restated Great Britain France Restated Restated Restated
Site Location 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
EUR '000

Reportable segment assets............ 315,598 299,200 24,012 16,336 12,792 12,939 18,218 20,787 3,808 2,920 374,428 352,183 (33,640) (32,970) 340,788 319,213
Investments in associates ............. 13 13 13 13 13 13

Reportable segment liabilities ...... 242,361 238,477 14,629 7,412 29455 26,365 12,097 13,113 2,034 1533 300,576 286,899  (33,167)  (30,871) 267,409 256,028
The above table shows the revenues and resultthevgeith the assets and liabilities of the indivatl Group segments. With the exception of sales f&@ermany to the

other segments, trading between the different satmis only slight. The trade relationships betwsegments have been consolidated. Trade betweeedgmeents is conducted at
‘arm’s-length’ prices, as would have been agredt imformed and willing parties outside the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2009
(31) Segment reporting
Geographical and product group segments

The value of sales made to customers in differegions of the world and the proportions of sales ttuthe
different product groups are shown in the followtagles:

Sales
EUR '000 % Sales
GEIMANY ...eiiiiieiiee ettt eeemneee 2009 39,413 17% RIflES c.eeviiiiiiiiiieee e 2009 30%
2008 39,170 19% 2008 27%
USA ittt 2009 46,968 20% Sub-machine guns & machine guns.......... 2009 18%
2008 30,811 15% 2008 25%
UK et e 2009 61,775 26% PiStOIS.....ioveiiiiiiiiice e 2009 20%
2008 41,070 20% 2008 20%
Rest of the world.............ccccoeeeeie i 2009 86,593 37% Development SErViCes......ccccveevevinvrrmmme.. 2009 1%
2008 89,941 45% 2008 2%
TOtal . 2009 234,748 100% Other products & Services ..........cccccovueeen. 2009 31%
2008 200,992 100% 2008 26%
Outside Germany ...........cccuveeeeeeeeeesiceeens 2009 195,335 83% Total.....cooevvniiiiieieeeeeeee e 2009 100%
2008 161,822 81% 2008 100%

Major customers

IFRS requires customers known to be under commaoitra@loto be treated as one customer. Since the [iGrou
sells to the government agencies including the éamforcement agencies and armed forces in variousties, this
requirement leads to all governmental agenciesciouatry being treated as one single joint customer

On this basis the Group’s major customers, to whmdividually more than 10% of sales were made i620
are the UK governmental agencies (2009: €61m; 2608m), shown within the segment Site Location GBrdain and
the US federal and state agencies (2009: €27m; 2&§8ted: €14m) shown mainly within the segmete Socation
USA—Defense with the balance in the segment Sitation USA—Civil.

(32) Contingent liabilities and pledged assets

There are no material contingent liabilities asDefcember 31, 2009 or December 31, 2008. For detéils
pledged assets, see Notes 18 and 25.

(33) Operating leases

Our expenses include €674k (2008 restated: €606&)al rental and €234k (2008 restated: €282K) dusttter
operating leases.

As at the balance sheet date, the group had odistapbligations arising from binding operatingdea that
fall due as follows:

EUR 000 31.12.2009 31.12.2008

UP £0 ONE YBAI ...ttt ettt e e e e e e e e e e eeebe b 323 424
More than one and up to five Years........ccccoiiiiiiii e 935 1,060
More than fiVe YEAIS .....cccuuuiiiiiiiiiiee s e e e e e e e e e 249 444
TOMAD et re e e 1,507 1,928

(34) Full-time equivalent number of employees

The workforce in the Heckler & Koch Group, as amwel average of full-time equivalents (“FTE"), was
follows:

2008
2009 restated
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Y= Vg 10 = i 11 ] ] o SRR 449 427

Research & DeVEIOPMENT .......cuvviiiiiee e e a e e e e e s 74 69
Sales & DIStIDULION ....cooiiiiiiie ettt e e e s e e e e e 71 68
ADMINISTIALION ... e e e s e e e st e e e st e e e e e e nnnbeeas 83 89
Total FTE employees excluding apprentiCeS......uuuuiiiiiieeeee e ceecieeeeee e 677 653
Y 0] 0 (=] (0T = SRR 35 31
Total FTE employees including apprentiCes. ... .. e 711 684

(35) Personnel expenses

Personnel expenses in the reporting year came 60384k (2008 restated: €42,284k). Of these expenses
€3,241k (2008 restated: €3,042k) relate to emplsyeontributions to social security funds and samildefined
contribution plans for pensions.

(36) Related party disclosures

Parent and ultimate controlling party

The Group is owned by HK Holding, Inc. which is aholly-owned subsidiary of Heckler & Koch
Beteiligungs GmbH, the ultimate parent company.

Other related party transactions

Transactions between the parent company and refsdes that are its subsidiaries were eliminatethe
course of consolidation and are not described @sdhdisclosures in the Notes. Transactions witheatiand former
members of the executive board are covered in N88end 39 respectively.

In addition, there are arm’s-length business rafethips between Group companies and related paaties
defined by IAS 36, as follows:

Management fees are recharged from Heckler & KBeteiligungs GmbH, “HKB,” the indirect parent of
the Group. In accordance with the Bond Indenturese are restricted to €300k pa. At the end of/éae,

the Group held a net receivable of €840k from (2G08ed a net €37k to) HKB; this related to the net
management fee recharges together with the adnaitiist fees and rental advances described belodv, an
to certain licence fees for the Group.

In 2009 the Group entered into an agreementrtbae office in London from its indirect parent qoemy,
Heckler & Koch Beteiligungs GmbH (at £212k pa). Tketal for the initial term to Feb. 2010 was pisid
advance and the pre-paid element is included im¢heeceivable above.

The Group provides administrative services to itwlirect parent company, Heckler & Koch
Beteiligungs GmbH (€24k pa) and to Prochemie Gnfokinerly HK Sidearms Holding GmbH, (€18k pa)
and, up until its merger with HKB in May 2009, tat$er Jagd- & Sportwaffen Holding GmbH (€18k pa),
companies partly owned by one of the ultimate di@ders of the Group.

As in the past, the Group holds short-term Idaniss indirect parent, Heckler & Koch BeteiligungsnbH,
“HKB.” As a result of these activities, the Growgrognised interest of €470k (2008: €876k). This mamy
owed the Group €4,912k (2008: €4,982k) relatintpéms and associated interest.

During 2007 and 2008, HKB, the Group’s ultimatergnt acquired various items of antigue arms and
armour at auction. In 2009, these were sold tdafaip to be displayed in the new training centres@mm
being constructed at the manufacturing site in Genynm The items were valued by independent assessors
and sold to the Group below cost (due to exchaoggek) as an arm’s- length transaction. The Group n
holds these in plant, property and equipment at thechase price of €379k.

During 2009 the Group recognised €153k (2008:inilnterest on €7,446k (2008: nil) Restricted Pants

(as defined in the Bond Indenture) made to themalte shareholder of the Group. These restricted
payments and the interest thereon were sold to lKlikg, Inc., “HKH,” the direct parent of the Group
and offset against the €10,150k dividend declafé. Group recognised a net payable of €2,335k (2008
receivable of €23k) against HKH relating to thas@s$actions and to other amounts recharged fos e
advice and audits.
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The Group also sells parts and assemblies to,1Z€28, 2008 restated: €16,520k), and purchasessgood
from (€25,470k, 2008 restated: €22,220k), HK SideaGmbH, a company owned by Prochemie GmbH
(formerly HK Sidearms Holding GmbH). In additiofet Group provides infrastructure and administration
services to (€1,257k, 2008: €1,254k) and receivensing fees (€408k, 2008: €388k) from this conypan
At the end of the year this company owed the Gré8528k (2008: €8,165k) and the Group owed this
company €6,224k (2008 restated: €9,897k, 2007tsxkt84,148K) relating to these transactions.

HK Sidearms GmbH carries on activities relatedwioat used to be the civil business of Heckler &
Koch GmbH. When the civil and military businessessavseparated in 2003, a long-term loan was made to
this company, secured on the inventory which it@eg simultaneously from Heckler & Koch GmbH. The
Group received interest income of €24k (2008: €)3®8lkating to this loan. During the second quadgr
2009, this loan was repaid in full, so that theabak remaining for the loan is nil (2008: €2,500k).

During 2008, the Group made a payment of €1,36Gkuhler Jagd- & Sportwaffen Holding GmbH relating
to the re-acquisition of Heckler & Koch, Inc., thES civil market sales and distribution company dor
products. During the second quarter of 2009 thesaetion was completed and the balance of €11,700k
was paid. The €13 million purchase price for the tdS companies acquired was based on a valuation
from an independent, internationally recognisedraigpl firm and is shown proforma as a liability)(8
restated: €11.7m, 2007 restated: €13m) in thesenstants.

Since the Group has restated the figures as dklde& Koch, Inc. and its holding company Suhler
USA, Inc. had been acquired prior to the starthef ¢arliest period presented, transactions betwesse
two companies and the Group’s related parties &e imcluded in these disclosures. Prior to being
acquired in April 2009, Heckler & Koch, Inc. madela@an to its then indirect parent Suhler Jagd- &
Sportwaffen Holding GmbH. As a result of these \atitis, the Group shows interest of €193k in 2009
(2008 restated: €472k). This loan was repaid asgbdhe acquisition transaction so this compangadwhe
Group nil as of December 31, 2009 (2008 restatéd:5lk, 2007 restated: €3,646Kk) relating to thislo

(37) Governing bodies of the Group

Executive Board

Martin Newton Chief Executive Officer (until 02.09.2009)
Peter Beyerle Director

Niels Ihloff Director (from 20.05.2009)

Martin Lemperle Director (from 20.05.2009)

Supervisory Board (“Beirat”)

Hans-Henning Offen Chairman (until 31.07.2009, tresigned)
Andreas Heeschen Chairman (from 01.08.2009)

Martin Newton Vice Chairman (from 03.09.2009)

Keith Halsey

(38) Remuneration of the executive and supervisofyoards

The remuneration of the executive board in therioma year 2009 totalled €3,332k (2008: €1,022kyl an
includes a termination bonus of €1,511k (2008 nil)

During 2009 a short-term secured loan was grarges new director as part of his relocation pack#geat
December 31, 2009 the company recognised a redeiodB322k relating to this loan and the intetbsreon.

The supervisory board was not remunerated forittamgial year 2009 (2008: €25k).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2009
(39) Provisions for pensions and remuneration fordrmer members of the executive board
Provisions of €10,571k (2008: €9,845k) have bednupefor pension obligations to former members haf t
executive board, the executive boards of mergedreoias and their surviving dependants. The totasipa payments
and other remuneration paid to former members efdkecutive board, including payments to former inens of

executive boards of merged companies, amountefi5bkéin 2009 (2008: €1,170Kk).

(40) Auditor’s remuneration

2009 2008

EUR '000
Audit of the financial StAtEMENTS .........oveeeee e 146 223
Other CONfIrMATION SEIVICES .......cieiii ettt e e e e e e et eeeeranns 1 1
TAX SEIVICES .. ceeetieeeeeeet et ettt e e e e e e e e et e e e e e e et e e e e e e st e e e s essa e eeeetaneeeeeraaeeeeerannnns 206 104
BRI SEIVICES ouviiiieiie ettt e e e e e e e e e ettt et ee s e e e eeeeeeeeeeeesseba bbb aeseeeeeaeeeanes 11 9
10 = | A TROTRTRT 364 338

(41) Reconciliation of restatement adjustments

During the second quarter of the year, two additidnS subsidiaries were acquired from an affiliagedup
(the US civilian distribution company “HKI” and ifgarent “SUI"). Since both Groups have always baeter common
control, we have exercised the option of restatingcurrent and prior year figures as if this tent®n had taken place
at the end of 2007.

The restatement has resulted in the SUI/HKI codatdid balance sheet being added to that of the BKaDp
as at December 31, 2007, with internal accountalpayreceivable consolidated out. The HKO investmeede in April
2009 has been shown as if it were made in Dece2®@Tr, with this amount being held as a payabld 2009; the
difference between this consideration and the qeity of SUI/HKI at December 31, 2007 has beeneaiféyainst Group
equity (a reduction of €4,097k in 2007).

From January 1, 2008 onwards, the income statenfi@ntee SUI/HKI Group have been added to thosthef
HKO Group, with internal transactions (sales, afssales, other income/expense) consolidated aurilaBly, the cash
flow statements of the two Groups have been adali¢ial internal payments consolidated out.

The following statements show the effect of thitaement on each line.

Consolidated income statement for the year to Decévar 31

Original Adjust’'s Restated Original Adjust’s Restated
2009 2009 2009 2008 2008 2008
EUR '000

REVENUE ....oooiiiiiiiiieiee e, 224,640 10,107 234,748 185,678 15,313 200,992
Costofsales......cccceveeiiiiiiiiiiiiienn, (147,099) (6,464) (153,563) (121,646) (11,535) (133,181)
Gross profit ......ccccvvvvviiiiiiieeiececiens 77,541 3,644 81,185 64,032 3,778 67,810
Research & development.............c........ (3,051) (3,051) (2,087) (2,087)
Sales, marketing & distribution ............ (24,152) (562) (24,714) (21,217) (1,945) (23,162)
Administration .........cccccevviiiiiiee e e (13,702) (522) (14,224) (9,179) (1,701) (10,880)
Other operating income .............cc.ueueeee. 6,658 (315) 6,344 9,036 (246) 8,791
Other operating eXpenses........cccc.......... (6,035) (97) (6,132) (8,991) (697) (9,688)
Results from operating activities...... 37,259 2,148 39,408 31,594 (810) 30,784
Financial income..............ococeiiiiiienee. 2,337 163 2,500 6,767 498 7,265
Financial expense.........ccccoovvveveeiimnne. (17,616) (68) (17,684) (17,159) (277) (17,435)
Net financial result.........ccccccceeeeeeenn, (15,279) 95 (15,184) (10,391) 222 (10,170)
Profit before income tax................... 21,980 2,243 24,224 21,203 (589) 20,614
Income tax eXPENSEe.......ccceeveveeeeeccnnnnnnns (6,429) (841) (7,270) (8,434) 205 (8,229)
Profit for the period .........coovvvveree.n. 15,551 1,402 16,954 12,769 (383) 12,385
Attributable to the shareholders of

Heckler & Koch GmbH ................ 15,551 1,402 16,954 12,769 (383) 12,385
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Earnings per share..............cccccuuuee N/A N/A N/A N/A N/A N/A
Consolidated statement of comprehensive income ftine year to December 31
Original Adjust's Restated Original Adjust's Restated
2009 2009 2009 2008 2008 2008
EUR '000

Forex translation differences for foreign

operationS.......cccceeevevveeeecciniinenes " 244 447 690 (2,704) 513 (2,192)
Hedging gains/(I0SSes) ........oooveiiueiet o (828) (828)
DBO actuarial gains/(I0Sses) .........ccccccceeee.. . (3,719) (3,719) 0 0
Deferred taX ......ooeeeeeiieiiiicccciiiee s e 1,260 1,260 (0) (0)
Income & expense recognised directly in

EQUILY oottt (3,042) 447 (2,596) (2,704) 513 (2,192)
Profit for the period .........cccccccciiiiiiin 15,551 1,402 16,954 12,769 (383) 12,385
Total comprehensive income for the

Period ......oooiiii 12,509 1,849 14,358 10,065 129 10,194
Attributable to the shareholders of

Heckler & Koch GMbH .........ccvieniinrencenee, 12,509 1,849 14,358 10,065 129 10,194
Consolidated statement of financial position as at

Original  Adjust's  Restated Original  Adjust's  Restated Original  Adjust's Restated
31.12.09 31.12.09 31.12.09 31.12.08 31.12.08 31.12.08 31.12.07 31.12.07 31.12.07
EUR '000

Assets
Property, plant & equipment....... 54,219 54,219 53,279 1,967 55,246 54,228 2,072 56,300
Intangible assets—goodwill ........ 60,365 60,365 60,365 60,365 60,365
Intangible assets—other 41,190 40,548 60 40,608 38,960 98 39,058
Investments in equity accounted

INVESLERS ... 13 13 13 13
Other investments .... 1 1 2,501 7,154 9,654 2,501 3,646 6,147
Deferred tax assets ..........ccceeenn.e. 6,752 27 6,779 3,053 955 4,008 3,799 605 4,404
Total non-current assets.......... 162,526 27 162,553 159,758 10,136 169,894 159,865 6,421 166,286
INVENTONES ..o 71,884 (78) 71,806 62,122 9,561 71,684 56,233 7,262 63,495
Prepayments for inventories........ 5,843 5,843 859 859 1,024 1,024
Prepayments for other current

ASSELS v 1,234 1,234 510 510 806 806
Other loans, investments &

derivatives ........cccceveririennenn 5,762 5,762 7,727 (1,300) 6,427 482 482
Current tax assets ........cccceceevureen. 220 220 7 251 258 1,735 53 1,788
Trade and other receivables......... 41,911 41,911 59,827 1,568 61,395 45,559 1,387 46,945
Cash & cash equivalents ............. 52,133 52,133 29,737 25 29,762 37,886 320 38,205
Assets classified as “held for

SalE” . 180 180
Total current assets ... 178,988 (78) 178,910 160,789 10,106 170,895 143,905 9,021 152,927
Total assets. 341,514 (51) 341,463 320,546 20,242 340,788 303,770 15,443 319,213
Equity
Share capital..........cocoeeiviiienenn. 25 25 25 25 25 25
Share premium.. ... 13,695 13,695 79,695 79,695 79,695 79,695
RESEIVES ......cvvvverereeeereeenn e, 63,918 (51) 63,867 (2,374)  (3,968)  (6,341) (12,438)  (4,097) (16,535)
Total equUIty......ceveveeeererereeae 77,638 (51) 77,587 77,346 (3,968) 73,379 67,282  (4,097) 63,185
Liabilities
Loans & borrowings due to third

PArtiES ..o 117,851 117,851 116,627 3,418 120,045 115,523 3,167 118,690
Finance lease obligations ............ 224 224 368 368
Derivatives
Employee defined benefit

obligations...........coccecveviinennne 48,470 48,470 44,565 44,565 44,719 44,719
Provisions ..........ccccueeee. .. 12,432 12,432 11,002 11,002 10,598 10,598
Trade and other payables............. 167 167 13,000 13,000
Deferred tax liabilities.................. 21,275 21,275 21,932 73 22,006 22,133 8 22,141
Total non-current liabilities ...... 200,196 200,196 194,351 3,491 197,842 193,341 16,174 209,516
Trade and other payables............. 33,422 33,422 28,186 20,665 48,852 29,321 3,365 32,686
Advanced & stage payments

received ........cooeveveveeneneenenne 16,224 16,224 10,497 53 10,550 9,712 0 9,713
Deferred income............. 292 292 90 90 287 287
Finance lease obligations .. 86 86
Derivatives...........ccceevvveenen. 828 828
Current income tax payable......... 8,874 8,874 4,428 4,428 459 459
Provisions & accruals.................. 3,956 3,956 5,647 5,647 3,368 3,368
Total current liabilities ............. 63,680 63,680 48,849 20,718 69,568 43,147 3,365 46,512
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Total liabilities .........c.cccevevveennn 263,876 263,876 243,200 24,209 267,409 236,488 19,539 256,028
Total equity & liabilities 341,514 (51) 341,463 320,546 20,242 340,788 303,770 15,443 319,213
Consolidated statement of cash flows for the yeantDecember 31
Original Adjust's Restated Original Adjust's Restated
2009 2009 2009 2008 2008 2008
EUR 000

Cash flows from operating activities
Profit for the period...........c.ccooviiiiieneniiee, 15,551 1,402 16,954 12,769 (383) 12,385
Adjustments for:
DePreCiatioN..........ueiieiiiiiiee e 8,554 82 8,636 8,208 248 8,456
Amortisation of intangible assets .......... 1,286 5 1,291 1,400 22 1,422
Retirement losses on intangible assets....... 1,133 1,133
Impairment losses on assets classified as helddkm‘ 903 903
Net INterest EXPENSE ........oovveeiiiiieieereee e 14,488 (144) 14,343 12,660 (201) 12,459
Gain/loss on disposal of property, plant & equiptmen 310 310 (633) 81 (552)
Gain/loss on disposal of investments...........ccccccco..e. 1 1
INCOME taX EXPENSE ......eveiiiriiieeirreree e 6,429 841 7,270 8,434 (205) 8,229

47,751 2,187 49,938 43,741 (440) 43,301
Change in iNVeNtories. ........ccocvvvvee i ieeeeeeiiee e (2,204) 1,537 (667) (6,021) (2,751) (7,772)
Change in trade & other receivables.. 24,569 (2,802) 21,767 (17,180) 26 (17,154)
Change in prepayments..................... (5,691) (5,691) 312 312
Change in trade & other payables .................. 3,112 (3,168) (56) 154 5,048 5,202
Change in provisions & employees’ benefits . ......... (2,824) (2,824) 197 197

64,713 (2,246) 62,467 21,202 2,883 24,086
INCOME tax PAId...........ceveverreererrerememeeeseeeeeens (5,138) 31 (5,107) (2,024) (225) (2,250)
Net cash from/(used in) operating activities 59,575 (2,215) 57,361 19,178 2,658 21,836
Cash flows from investing activities
INterest receiVed ..........coooviieieiiiiieeee e 772 204 976 2,325 472 2,796
Proceeds from sale of property, plant & equipment.. 138 138 75 75
Proceeds from sale of assets held for sale .....o...... 1,470 1,470
Proceeds from sale of investments .. 292 292 271 271
Acq’n of property, plant, equipment & mtanglbles . (8,480) (8,480) (9,024) (96) (9,120)
Net investment in 10anS.........ccccvvveevvveee s (5,494) 7,548 2,054 (4,982) (3,124) (8,106)
Acquisition of other investments............coeeeeennn. (10,430) (1,886) (12,316) (1,633) (1,633)
Capitalised development expenditure..........cceeeeeneee. (2,676) (2,676) (2,853) (2,853)
Net cash from/(used in) investing activities............... (25,878) 5,866 (20,012) (14,352) (2,748) (17,101)
Cash flows from financing activities
Proceeds from utilisation of US credit line............... (73) 1,336 1,264 2,492 2,492
Repayment of borrowings from US credit line. 268 (4,942) (4,674) (2,428) (2,428)
INterest PaId.........cccovveieiiiiieie e e (11,594) (60) (11,654) (11,405) (270) (11,676)
Payment of finance lease liabilities ........... (139) (139) (146) (146)
Net cash from/(used in) financing activities............... (11,538) (3,666) (15,204) (11,552) (206) (11,757)
Net inc./(dec.) in cash & cash equivalents................. 22,159 (14) 22,145 (6,726) (296) (7,022)
Cash & cash equivalents at 1st January . 29,737 25 29,762 37,886 320 38,205
Effect of exchange rate fluctuations on cash held..... 237 (11) 227 (1,423) 2 (1,422)
Cash & cash equivalents at end of periad................. 52,134 (0) 52,134 29,737 25 29,762

(42) Subsequent events

In March 2010 a complaint was made to the Germatefad Cartel Office (“Bundeskartellamt”), by a coanmy
now managed by a former Director of Heckler and iK@mbH. The complaint alleged that the Group héehgited to
hinder the ability of the company in question tad&. Following the complaint a search was carrigdabthe offices of
Heckler and Koch GmbH to try and uncover evider@support this allegation. Heckler and Koch GmbHites the
allegation completely and is cooperating with therr@an Federal Cartel Office in order to to clearthsp accusation

quickly and completely.
Oberndorf/Neckar, April 30, 2010
The Executive Board

Peter Beyerle Niels Ihloff

Ma Lemperle
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AUDITOR’S REPORT

We have audited the consolidated financial statésnenepared by Heckler & Koch Beteiligungs GmbH,
Oberndorf/Neckar, comprising the balance sheetiritwme statement, statement of comprehensive iacetatement of
changes in equity, cash flow statement and thesnotehe consolidated financial statements, togethn the group
management report for the business year from lajgnio 31 December 2010. The preparation of thesalated
financial statements and the group managementtrapaccordance with IFRSs as adopted by the EU tla additional
requirements of German commercial law pursuant 81%a Abs. 1 HGB (and supplementary provisions hef t
shareholder agreement/ articles of incorporationg®) the responsibility of the parent company’'s mamagnt. Our
responsibility is to express an opinion on the otidated financial statements and on the group igament report
based on our audit. In addition we have been iowtdito express an opinion as to whether the cinladed financial
statements comply with full IFRS.

With the exception of the audit constraints presénn the following paragraph, we have carried amut audit
in accordance with § 317 HGB and German generaflyepted standards for the audit of financial statem
promulgated by the Institut der Wirtschaftspruferstitute of Public Auditors in Germany) (IDW). Té® standards
require that we plan and perform the audit suchnfiastatements materially affecting the presemtadif the net assets,
financial position and results of operations in twmnsolidated financial statements in accordandh thie applicable
financial reporting framework and in the group mgaraent report are detected with reasonable assur&mowledge
of the business activities and the economic andllemvironment of the Group and expectations agpdssible
misstatements are taken into account in the detation of audit procedures. The effectiveness oé th
accounting-related internal control system and gkielence supporting the disclosures in the conatid financial
statements and the group management report areireduprimarily on a test basis within the framewofkthe audit.
The audit includes assessing the annual finantagments of those entities included in consolgtthe determination
of entities to be included in consolidation, the@mting and consolidation principles used and iBggmt estimates
made by management, as well as evaluating the lbyeesentation of the consolidated financial staets and the
group management report. We believe that our awdity the exception of the following paragraph, yides a
reasonable basis for our opinion.

With the exception of the following qualificatioour audit has not led to any reservation: as ab#hence sheet
date, unsecured receivables from loans to sharetmlkkist in the amount of EUR 8.764. The recovéralof these
receivables could not be sufficiently assessedthasshareholders are private individuals whosetamse financial
position cannot be entirely represented using aiittive audit evidence. It can therefore not beleded that the
financial statements are erroneous in this respect.

With this qualification, based on the findings afraudit, the consolidated financial statements mgnwith
IFRSs as adopted by the EU, the additional reqérégsnof German commercial law pursuant to sectida31) HGB
and give a true and fair view of the net assetsynitial position and results of operations of theup in accordance with
these requirements. With this qualification, gromanagement report is consistent with the consaddinancial
statements and as a whole provides a suitable efetve Group’s position and suitably presents tppastunities and
risks of future development.
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Without qualifying this opinion we refer to the corants in the group management report. The secfion “
Circumstances impairing the continued existenceffsoout that the ability of the parent company #metefore of the
whole group to act as a Going Concern is endangéred

» the immediate repayment of the PIK loan is reggliiin the event that the covenants of the loaaeagent
were not and will not be adhered to;

» the dividend payments and payments from sharehslithat have been reflected within the parent emyp
liquidity schedule could not be realized;

» the repayment of the “PIK-Loans” in April 2013lMnot succeed through a refinancing by sharehsloer
third parties.

Stuttgart, April 26, 2011

KPMG AG

Wirtschaftspriifungsgesellschaft (Audit firm)

Dr. Kursatz Feller
Wirtschaftsprifer Wirtschaftsprifer
(Auditor) (Auditor)
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS OF
Note 31.12.10 31.12.09

EUR '000
Assets
Property, plant & eqQUIPMENT..........coii it 17 53,321 55,574
Intangible assets—goodwill..............co i ceeeee i 16 5,149 5,149
INntangible asSetS—Other...........uuiiiiiii e 16 18,930 17,723
Other INVESIMENTS ... ecee e e e e st ee e e s et eeeeeanes 18 0 1
Deferred taX aSSELS ..uuuuii it —————————— 15 11,095 6,779
TOtal NON-CUITENT @SSELS.....ciii i i i et e e e e e e e e e e e e e e e re e s 88,495 85,225
1)Y= 01 (0] = PP PPR PSSP 19 73,184 71,806
Prepayments fOr INVENTOIIES ..............ww o ccereeeeereerreraeeaeaeesessessansssssnsenseeeseees 3,727 5,843
Prepayments for other CUIrrent asSets .....ccceeecccveeeeeeeee e e e 2,070 1,525
Other loans, iNvestments & deriVAtiVES ... eeeeiiiiiiiiie e 18,36 9,959 37,394
CUIMENT TAX BSSEES ..vetiiiiiiiiie et ee e ee et e e e e e e s e eneees 828 222
Trade and other receivables .............oocceeeeeri e, 20,36 50,180 41,887
Cash & cash eqUIVAIENES .........eviiiiiiie e 21 55,893 52,502
o] = o0 =] gL A= 7T KT 195,842 211,178
TOAI @SSELS ..ttt 284,337 296,403
Equity
Share Capital .......coooee e 80 80
Of WhiCh treasury STOCK .......... oo (44) (44)

36 36
Additional paid in Capital..............uuuetmmmmeeeeieee e 9,920 9,920
RESEIVES ...ttt et e et oo e oottt ettt e et e e e e e e e e e e nannreee (161,152) (136,620)
QLI 1= L=t U1y RPN 22  (151,196) (126,664)
Liabilities
Loans & borrowings due to third parties ..., 25 282,321 266,923
Employee defined benefit obligations ........cccocciiiiiii e, 23 52,594 48,470
PrOVISIONS .uiiiiiii e s st e e e e e e e e e e e e e e e e e aaaaas 24 13,493 12,432
Trade and other payables .............ooo i 26 111 167
Deferred tax labilities .......ccoiiii i e e 15 21,288 21,790
Total non-current liabilItIeS ........c.eeeviiiii e 369,807 349,783
BanK OVEIAraft .........coooiiiii e 0 952
Trade and other payables ... 26,36 41,035 37,555
Advanced & stage payments reCeived ........ oo 9,275 16,224
Deferred INCOME ......uuiiiiei e e e e e e ereeas 92 296
Finance lease obligations ............c.oo i eeeeeeiiei e 25 0 86
DEIIVALIVES ...ttt ettt e e e sttt e e e e s en bt e e e e e saabae e e e e s anbaeeeeeeaas 29 40 828
Current income tax payable .................ummmmeeeerrrriiiire e ——————— 7,761 12,139
Provisions & aCCrUAIS ............uuuuiuiiiii e 24 7,522 5,206
Total current lIabilities .........oovviiiiiiiii e 65,725 73,285
TOtal IADINIES ...vveiieiiiiiieiiee e e 435,532 423,068
Total equity & liabilitIes ........cooiii e 284,337 296,403
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CONSOLIDATED INCOME STATEMENT

FOR THE PERIOD JANUARY 1 TO DECEMBER 31

Note 2010 2009
EUR '000
REVENUE ...ttt et e e e e e e e e e s et eeeee e e 6 247,244 234,748
COSE O SAIBS ...t 7  (144,067) (153,563)
GrOSS PrOFit ..ttt ettt e e et e e e e e e e e e e e e e e e e e e e aaaaaaaeas 103,178 81,185
Research & deVEIOPMENT........uuuiiiiiiii e a e e 8 (4,112) (3,051)
Sales, marketing & distribUtioN .............eemmmeeeiiiiiirieee e 9 (31,752) (24,714)
Yo [ 4111 =0 o PR 10 (25,892) (21,319)
Other Operating INCOME .........uuuiiiiiiiiiieeeeere e er e e e e e eee e e e e e e e e st s s s s rearrrrreaeaaaaees 11 7,930 8,509
Other OPErating EXPENSES ....cccuiiiiee e s e eeeetaaaaaaaaaaaaeasaaaaaaanaenreeraaeeaaaaaaaaans 12 (7,257) (6,174)
Results from operating activities. 13 42,094 34,437
Financial income...........c.cccccevueee. 11,309 6,630
Financial expense..........cccccccvuuneee (66,222) (39,089)
Net fINANCIAI FTESUIL.......oi i 14 (54,913) (32,459)
Profit before iNCOME taX.........ccoooiiii i e (12,819) 1,978
INCOME tAX EXPEINSE ...ttt ettt ettt e e et e e e aeaaeeaeaeesaaaresbeeneeeeeeens 15 (9,214) (10,983)
Profit for the Period ...........ee e (22,033) (9,005)
Attributable to the shareholders of Heckler & Koch Beteiligungs GmbH............. (22,033) (9,005)
EarningS PEI SNATE.....cooi it e e e e e e e e e as 22 N/A N/A
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE PERIOD JANUARY 1 TO DECEMBER 31

Note 2010 2009
EUR "000
Forex translation differences for foreign operasion..............cccccvvvieieeeieeeeee e e s e (398) 700
[ [=To [o T aTo e T= ] g ISR A ([0 TSI Y= I 22 788 (828)
DBO actuarial gains / (losses) 22 (3,694) (3,719)
(DS (=T g = To I - PRI 22 806 1,260
Other comMpPreneNSIVE INCOME. ... .....uuiiiiiieiie it e e e e e e (2,498) (2,586)
Profit for the PEHiOd .........uuiiiiiieeeee e (22,033) (9,005)
Total comprehensive income for the Period..............eueeieeee (24,532) (11,591)
Attributable to the shareholders of Heckler & Koch Beteiligungs GmbH.................. (24,532) (11,591)
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE PERIOD DECEMBER 31, 2008 TO DECEMBER 31, 200

Additional Reserve for Consolidated
Share Paid in Translation Defined Benefit  Hedging Retained Shareholders’
Capital Capital Reserve Obligations Reserve Earnings Equity
EUR '000
As of 31.12.2008........... 36 9,920 (527) 3,662 — (128,164) (115,074)
Total recognised
income & expense........ — — 700 (2,688) (598) (9,005) (11,591)
As of 31.12.20009........... 36 9,920 173 974  (598) (137,169) (126,664)
Total recognised
income & expense........ — — (398) (2,670) 569 (22,033) (24,532)
As of 31.12.2010........... 36 9,920 (225) (1,695) (29) (159,203) (151,196)

F-97



CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE PERIOD JANUARY 1 TO DECEMBER 31

Ziffer 2010 2009
TEUR

Cash flows from operating activities
Profit for the PEHOd ... a e e (22,033) (9,005)
Adjustments for:
(=T 0] (=T o1 = 11T o SRR 9,108 8,800
Amortisation of iINtaNQIble aSSEtS........uuiiieieeiiiiii i 16 1,289 1,295
Retirement losses on intangible assets ... 1,229 1,133
Write-down/(write-back) of investments .......ccccooooiiiii 31,737 5,742
NEL INTEIESE EXPENSE ...ttt ettt ettt ettt e e e e e e e e e e e re e e e e e e aaaaeaaaaens 14 25,541 25,678
(Gain)/loss on disposal of property, plant & eqUEITN...........ceeiiiiiiiiiiiiiieee 1,476 310
(Gain)/loss on disposal of INVESIMENLS .......ccceeeiiiiiiiiii e 14 0 1
INCOME tAX EXPENSE .. e e it i et e ettt st e e e e e e e aaeeaeeeeseesaesnnranrenneeeeeeees 15 9,214 10,983

57,560 44,936
Change IN INVENTOTIES ......ooo it e e e e e e e e e enaeeees 129 (667)
Change in trade & other receivables ... (213) 25,275
Change iN PrePayMENES. ... ... e et e e e e e e e e aaeens 1,628 (5,738)
Change in trade & other payables..........cceeeiiiiiiiiiiiiiice e (7,361) (4,779)
Change in provisions & employees’ benefitS ..., 23,24 1,670 (1,696)

53,414 57,332
TaToTo] g aTc £= D1 o= UL O PPPRRRRRT (18,416) (5,236)
Net cash from/(used in) operating actiVities.............coooiiiiiiiiiiiiiiieee e 34,997 52,096
Cash flows from investing activities
INEEIESE FECERIVEA ... ..ttt e e e e e e e e e s e eeeas 504 1,422
Proceeds from sale of property, plant & eqUIPMENL.............cociiiiiiiiiiiiieeieeeeeeenen 248 138
Proceeds from sale of INVESIMENLS......... o ereeiiiiiiiiiiaaa e 18 302 292
Acq’n of property, plant, equipment & intangibles..............ccccooiin, 16,17 (8,646) (8,112)
Net INVESTMENT iN [0ANS.........ooi e 18,36 716  (6,210)
Acquisition of subsidiaries & other investments..............oies 18,36 (6,710) (616)
Capitalised development eXpenditure ... 16 (3,388) (2,676)
Net cash from/(used in) iNvesting aCtiVities............ccciiiieeeee e (16,974) (15,762)
Cash flows from financing activities
Proceeds from utilisation of US/PIK credit INES.........cooeiviieiniieiniec e 25 16,751 17,759
Repayment of US credit line and other 10aNS ...ccccooooooiiiiiieee 25 (2,978) (4,674)
INEEIESTE PN ...t ettt et e e e e e e e e et e e e e e e e e e e e e e e e e aas (28,887) (27,239)
Payment of finance lease liabilities........ccccccvvviiiieee e, 25 (88) (139)
Net cash from/(used in) financing acCtiVitieS ..o (15,201) (14,294)
Net inc./(dec.) in cash & cash equivalentS........ccccceeeeeeei e, 2,822 22,040
Cash & cash equivalents at 1St JANUAIY.......ccoooiiiiiiiiiiiie e 52,502 30,260
Effect of exchange rate fluctuations on cash held.................c.oo e, 574 226
Other valuation adjustments to cash held ...oevveeeeeieiiiiieie e, (5) (25)
Cash & cash equivalents at 31St DECEMDEL.............uuuuiiiiiiiiiiiiiiiieea e 21 55,893 52,502
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
General disclosures
(1) Presentation of the consolidated financial statments

Heckler & Koch Beteiligungs GmbH, the parent compahthe Group, is registered under HRB 48122hat t
Stuttgart district court. The company’s registerdfice is in Oberndorf/Neckar, Germany, and thetgloaddress is
Heckler & Koch Beteiligungs GmbH, Heckler & KochrSt, 78727 Oberndorf/Neckar, Germany. The artiobds
incorporation are from July 2, 2009 and the registsname of the company is Heckler & Koch Beteiligst GmbH. The
financial year is the calendar year.

The object of Heckler & Koch Beteiligungs GmbH i invest in any way in other German and foreign
companies, to acquire other German and foreign aoiep, in particular to invest in and acquire Heckl
Koch GmbH, Oberndorf/N., to hold, manage and sathpanies and investments in companies, to detertnestrategy
of the company and the Group, and to manage andradgnd, buildings, leasehold rights and otheetsfor the above
objectives.

The object of Heckler & Koch GmbH and its subsidiar(the “Heckler & Koch Sub-Group”), which is a
defining element of the Group, is the developmemnufacture, marketing and distribution of defeaoe security
products, together with the provision of relaten/ges.

(2) Executive board approval

The board of directors of Heckler & Koch BeteiliggshGmbH approved the IFRS consolidated financial
statements on April 26, 2011.

(3) Statement of compliance with applicable law antFRS

The consolidated financial statements of Heckleé&h Beteiligungs GmbH as at December 31, 2010e hav
been prepared in accordance with the Internatibim@incial Reporting Standards (IFRS) of the IntBamal Accounting
Standards Board (IASB) as applicable in the EUetlogr with interpretations of the International &finial Reporting
Interpretation Committee (IFRIC) and the suppleragntGerman commercial law regulations pursuant @®l1%a
(1) HGB. All IFRS’s and IFRIC’s which were effecéivfor the financial year 2010 have been applied.

For the financial year 2010, the following Standaethd amendments to previous Standards becameieffec
for the first time and affected the Heckler & KoGmoup’s net assets, financial position, result®pérations or cash
flows to some extent:

IFRS 3 Business Combinations (2009)

Revised IFRS 3 has been applied prospectively ffanuary 1, 2010. It incorporates the following demthat
could be relevant to the Group:

e It now also applies to contractual business coatitbns and combinations of mutual companies.

e The definition of a business has been broadenbd-possibility of an integrated set of activitiesl assets
being run as a business is sufficient for this@édte defined as a business.

e Acquisition date fair value of contingent consate®on must be recognised as part of the considerat
transferred.

e There is now a choice of methods for valuing aop-controlling interest. This can be measuredthte
its proportionate interest in the fair values dof itlentifiable assets and liabilities of the aceeijror at fair
value.

» Transaction costs will be expensed as incurretb€&transaction costs were expensed instead ofjbein
capitalised).
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For the financial year 2010, the following Standaeshd amendments to previous Standards becameéiaffec
for the first time and had no material effect oe tHecker & Koch Group’s net assets, financial pasijtresults of
operations or cash flows:

IAS 27 Consolidated and Separate Financial Staten@amended 2008)

The amended IAS 27 requires accounting for chaimgew/nership interests by the Group in a subsidiatyile
maintaining control, to be recognised as an eduitysaction. When the Group loses control of aididry, any interest
retained in the former subsidiary will be measuwaethir value with the gain or loss recognisedriofip or loss.

IAS 39 Financial Instruments: Recognition and Meaments: Eligible Hedged Items (amended)

The amended IAS 39 clarifies the existing princpleat determine whether specific risks or portiohgash
flows are eligible for designation in a hedgingt&nship.

IFRIC 12, IFRIC 15, IFRIC 16 and IFRIC 18 were offilly effective for financial years beginning on after
January 1, 2009. However on their adoption, the &t different dates for them to become effectivbese
interpretations are effective for consolidated fficial statements prepared in accordance with §BIGR for the year to
December 31, 2010 however they have no materigiceffon the Group’s net assets, financial positiesults of
operations or cash flows.

A number of new standards, amendments to standardsinterpretations are effective for annual peviod
beginning after January 1, 2010, and have not bpefied in preparing these consolidated finandetesnents. None of
these is expected to have a significant effecthenconsolidated financial statements of the Grexgept for IFRS 9
Financial Instruments, which becomes mandatoryttier Group’s 2013 consolidated financial statememd could
change the classification and measurement of finhassets. The Group does not plan to adopt thigdard early and
the extent of the impact has not been determined.

The consolidated financial statements have beepaped in euro. Unless otherwise stated, all firgnci
information presented in euro has been shown to¢lagest thousand (€k, EUR’000). As a result, oag in this report
may vary slightly from the exact arithmetic aggréma of the figures that precede them.

For the income statement, expenses have beenfigdsbly function. In order to enhance the claritfy o
presentation, various items in the balance shaktrathe income statement have been aggregated.

(4) Group entities

Apart from the financial statements of Heckler & dko Beteiligungs GmbH, the consolidated financial
statements of Heckler & Koch Beteiligungs GmbH &Dacember 31, 2010 include the financial statemeaftten
(2009: ten) German and foreign subsidiaries. Sidrséd are companies in which the parent entergnisecises more
than half the voting rights or is able to conttmit financial and business policy for other reas@@ontrol relationship).
Inclusion commences at the time from which the @ntelationship exists; it ends when the posdipibf control
ceases.

The following table shows a list of the subsidiarand one joint venture included in the consolaattogether
with their total equity and profit for the year @iges from their financial statements, as prepaedcbnsolidation
purposes under IFRS, in their functional currencies

2010 2009
Functional
Currency % Equity Profit % Equity Profit
Direct holdings
HK Holding, Inc., Delaware / USA............... USD '000 100% 114,159 12,146 100% 113,343 13,955
Suhler Jagd- & Sportwaffen GmbH,
Germany.......oooeveeeeeiiiiiriieeeee e EUR 000 100%* — — 100% PF* — (45)
Heckler & Koch S.A., Neuchatel,
Switzerland ..o e CHF '000 100% 63 (25) 100% 88 (24)
Indirect holdings
Heckler & Koch GmbH, Oberndorf / Neckar EUR '000 100% 95,930 28,664 100% 78,435 18,633
NSAF Limited, Nottingham, England............ GBP '000 100% 5,453 3,679 100% 5,724 3,894
Small Arms Group Holding Inc., Ashburn
VA, USA ..o USD '000 100% 140 (6) 100% 146 (11)
Heckler & Koch Defense Inc., Ashburn VA,
USA oot USD '000 100%  (15,843) 8,855 100%  (24,698)  (1,512)
Sistemas de Armamento Ibericos S.L., 50% to
Madrid, Spain..........cccoevveeiireenies e EUR '000 — — — 12.09 25 —
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Heckler & Koch France S.A.S., Paris,

France........ccoevveicniicn e EUR '000 100% 1,244 569 100% 674 401
Suhler USA, Inc., AL, USA .......ccooovviirimnn. USD '000 100% 16,884 ) 100% PF 16,884 19
Heckler & Koch, Inc., VA & GA, USA ........ USD '000 100% 14,120 (472) 100% PF 14,592 1,515
HK Sidearms GmbH, Oberndorf, Germany .. 100% from

EUR '000 1.7.10 9,278 1,141 0% — —
* Merged with Heckler & Koch Beteiligungs GmbH M2909

PF = whole year due to transactions under commatraio

As part of the restructuring undertaken in 2003dparate the civilian and military businesses deoto reduce
liability risks, Heckler & Koch GmbH (“HKQO”) soldt$ civilian business including pistol assembly teckler & Koch
Jagd- & Sportwaffen GmbH. In the USA the civiliansiness of Heckler & Koch, Inc. (“HKI") was alsmiated. Both
civilian businesses were sold to a related partie @ changes to laws in the US over the yearsltieg in a significant
reduction in the liability risk, this separationnie longer necessary.

In 2009 HKO re-acquired HKI and its parent compayhler USA, Inc. (“SUI") in a common control
transaction. Since prior to the transaction bothugs were ultimately controlled by the same perfignres have been
presented as if the combination had occurred poithe start of the earliest period shown (i.eatlBecember 31, 2007).
A detailed reconciliation is shown in Note 41 te 2009 Consolidated Financial Statements.

The restructuring activities were completed on Jyly2010 with the acquisition of 100% of HK
Sidearms GmbH (“HKS”, formerly Heckler & Koch Jagu-Sportwaffen GmbH). At the date of acquisitiorffea
purchase price allocation, HKS had €8k plant, eaaipt and software, €281k net deferred tax ass&x£64&k
inventories, €1,440k trade receivables (none ingoijr€164k other assets and prepayments, €5,873keoeivables
from the Heckler & Koch Group, €261k cash and ceghivalents, €1,432k tax provisions, €870k pensind other
provisions and €220k payables due to third parfies. purchase price for HKS of €6.4 million wasdoii full in cash.

HKS purchases parts and assemblies from HKO afgl tbel assembled pistols mainly to HKO and HKI. The
acquisition of HKS on July 1, 2010 therefore redutlee external revenue for the Group by €9.7 mmilland, due to
initial unrealised profit elimination, also reductte Group’s EBITDA by around €1.0 million. If treequisition had
taken place on January 1, 2010, Group revenueghforyear would have been €239.3 million. The c@oesing
EBITDA would have been an estimated €60.7 millidne to the unrealised profit eliminations during first year. If
the acquisition had taken place several years ag@ver, the EBITDA is estimated at around €62. Bioni with the
increase being due to the release of prior yearalised profit eliminations.

May 2009 saw the acquisition of Suhler Jagd- undr®@m@mffen Holding GmbH (SJSH) and its dormant
subsidiary, Heckler & Koch S.A., by way of a secatmmmon control transaction, after which SJSH metrgéth
Heckler & Koch Beteiligungs GmbH. Since, prior ketacquisition, both groups were ultimately coméaby the same
person, figures have been presented as if the catitin had occurred prior to the start of the eatlperiod shown in
the 2009 Consolidated Financial Statements (i.at &ecember 31, 2007). A detailed reconciliat®shown in Note 41
to the 2009 Consolidated Financial Statements.

The investment in the dormant joint venture, Sisterde Armamento Ibericos S.L., ceased during the fi
quarter of 2009. Prior to this, it was includedhe consolidated financial statements using thétequethod described
in IAS 28, as permitted by IAS 31.

(5) Summary of significant accounting policies antbasis of measurement

The consolidated financial statements have beepaped on a historical cost basis; where IFRS requir
recognition at fair value, this has been applied.

The significant accounting policies and measurenegithods applied in preparing the consolidatednfire
statements are described below:

Consolidation methods
The assets and liabilities of the domestic and igorecompanies included in the consolidated findncia
statements are recognised and measured using ¢charding and measurement methods that apply unijofon the

Heckler & Koch Beteiligungs Group.

On the acquisition of a company, the assets abditias of the subsidiaries concerned are measateieir fair
value at the time of acquisition. If the acquigitiocosts for the participation exceed the net falue of the identified
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assets and liabilities, the difference is capitaliss goodwill. If the acquisition costs are lowke fair value of the
assets and liabilities and the amount of the adenscosts are reassessed. Any remaining neggtedwill (lucky buy)
is recorded immediately in the income statement.

In subsequent periods, the associated fair valjlesstidents to assets and liabilities are maintaimedien off
or released in accordance with the correspondisgtaisand liabilities. Capitalised goodwill is nehartised, but is
subject to an annual impairment test in accordavittelFRS 3 instead.

A business combination in which all of the combgientities or businesses ultimately are controbigdhe
same party or parties both before and after thebawation, and that control is not transitory, iasdified as being “under
common control”. Business combinations involvingit&s under common control are excluded from theps of
IFRS 3. The Group uses the book values for sucluiged) entities and offsets a difference between bk assets
acquired and the consideration paid, if any, initgq@roviding that the entities were under comneontrol during the
comparative periods, the comparatives are restafithe combination had been in existence througthe reporting
periods presented.

The financial year of all companies included cqome®is to the financial year of the parent company.

All receivables, liabilities, sales revenues, otimeome and expenses, including interest and diddgwithin
the scope of consolidation are eliminated. Unredligrofits from intra-group supplies are eliminatex inventories or
fixed assets as appropriate.

Currency translation
The Heckler & Koch Group reporting currency is gwo (€).

Foreign currency transactions are translated in itltividual financial statements of Heckler & Koch
Beteiligungs GmbH and its consolidated companiethatrates pertaining at the time of the transasticAs at the
balance sheet date, assets and liabilities indareurrency are measured at the spot rate on tdeasheet date.
Differences arising on translation are recordeth@income statement.

The financial statements of the foreign companiedranslated from their functional currencies ietmo. Since
subsidiaries and joint ventures operate their lassrindependently, their functional currency idrtiedividual local
currency. In the consolidated financial statementsyme and expenses from the financial statenwrgabsidiaries that
are prepared in foreign currency are translatethataverage rate for the year calculated from thiéy dates. This
method is used for simplicity since usually thealocurrency income and expenditure involved ardyfaivenly spread
throughout the year and consequently any potewdidahnces are not material. Assets and liabildiestranslated at the
spot rate on the balance sheet date. Goodwilleisted in the same way as an asset or liability teantslated at the
balance sheet spot rate. Foreign currency traoslatariances are taken directly to the foreign ency translation
reserve in equity. In the event of the disposalaotonsolidated entity, associated accumulated goreurrency
translation variances are recorded as part of ithit pr loss on disposal.

The rates used for currency translation are shovthd table below:

Rate on Rate on Rate on Average Average

balance balance balance exchange exchange

sheet date sheet date sheet date rate rate
Currency Abbr. 31.12.2010 31.12.2009 31.12.2008 2010 2009
US Dollar (USA) .....uuveiiiiiiiiieeeeeeeeeeeeee usD 1.3362 1.4406 1.3917 1.3282 1.3947
Pound (United Kingdom)...................... GBP 0.8608 0.8881 0.9525 0.8590 0.8919
SWISS Francs ........cccceeeeeeieieeeeeeeeevieeens CHF 1.2504 1.4836 1.4850 1.3790 1.5102

Significant accounting policies
Goodwill
Goodwill is an asset representing the future ecandmenefits that cannot be individually identifieohd

separately recognised from the net assets obt#tinedgh a business combination. Goodwill is alledab the following
cash generating units (segments):

EUR 000 2010 2009
Site location: Germany—DEefENCE ............ it 4,016 4,016
Site 10CALION: FrANCE ....eiiiiiiieiieie ettt 1,133 1,133




LI L= PP PPPRPPPPRRPURIN 5,149 5,149

Goodwill is capitalised and subjected to an annogbairment test. If the carrying value is no longer
recoverable, impairment is charged. Otherwise ti@r year carrying value is retained. Any impairmeharge against
goodwill is not reversed, even if the valuationeeds the carrying value.

The Group conducts an impairment test of goodwilleast annually. The recoverable value of the cash
generating unit is compared with its carrying valliee recoverable value used in the calculaticdhasvalue in use. The
value in use of the cash generating unit is deteethby discounting future cash flows. The compatais based on the
following material assumptions:

A detailed plan is made of the cash flows for thehcgenerating unit for the forecast period of fpears.

Subsequent periods are accounted for by a termataé determined on the basis of the final yeausaed for

material one-off events during earlier years amdvitlume of the current order book and applying@gtowth

rate. The key assumptions for the determinaticth@fvalue in use are the composition and valualefs These
assume that governments will continue to moderihisg armed forces in the next few years, and aset on
information over future requirements together vgttst experience. IAS 36.134(f) does not apply.

The discount rate used for December 31, 2010 isifarm pre-tax cost of capital of 9.25% (2009: 985 in
line with the financing structure which is partiady influenced by the interest rate on the Notes.

Goodwill from acquisitions prior to January 1, 200&s been capitalised; negative goodwill from agitjons
prior to this transition date has been offset agfaieserves. On divestment of a consolidated coynpay goodwill
relating to it, other than negative goodwill, iglided in the computation of the deconsolidaticulte

Intangible assets

Purchased intangible assets, mainly brand namésntpalicences and software, are capitalised gtisition
cost. Internally generated intangible assets, withexception of goodwill, are capitalised if itgsfficiently probable
that a future economic benefit will flow from theeuof the asset and the costs of the asset caatbemined reliably.
The manufacturing costs of internally generatedrigible assets are determined on the basis oftlgiretributable
individual costs as well as a proportion of dirg@llocated overheads. Financing costs are onlitalmed to the extent
that they are directly attributable to the acqgigsit construction or production of a qualifying eiss
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(5) Summary of significant accounting policies andhasis of measurement

With the exception of goodwill and trademarks,iathngible assets have finite useful lives andar®rtised
using the straight-line method over this periode ®8,393k for the brand name has been allocat¢kdet@ermany—
Defence cash generating unit (segment) and is stutgjeannual impairment testing, as described @mdyvill. Licences
and software usually have useful lives of 10 ye&tandard software usually has a useful life of 8 gears. Capitalised
development costs usually have useful lives ofé@yérom the date that sales of the developed ptarimmence. If the
expected useful life is materially longer or shortee expected useful life is used.

Tangible assets

Tangible assets which will be used in the busifessmore than one year are capitalised and valded a
acquisition or manufacturing costs less depregciat@lculated using the straight-line, use-relatedhod, together with
impairment if appropriate. The manufacturing castsiternally generated tangible assets are deteunon the basis of
directly attributable individual costs as well apm@portion of directly allocated overheads. Finagccosts for the
production period are not capitalised. (Financiogts are only capitalised to the extent that threyd&rectly attributable
to the acquisition, construction or production ofiualifying asset). The permitted alternative mdtlod revaluation is
not applied.

The following useful lives are applied for schediutkepreciation Group-wide:

Category of tangible asset years
2 1011 o 1 T TSP 25 -40
Plant and MacChiNErY ..........ccoooiiiiii i cceeeeer et rrrrrr e e e e e e e e e e 5-10
L1001 1 o PP 3-5
[V =] 1 1= PR 6
Fixtures, fittings and office eqUIPMENT ... oo 5-10

The useful lives and methods of depreciation aveeveed regularly in order to ensure that theseratime with
the actual expected economic use.

Impairment of tangible assets and of intangible agds other than goodwill

As at each balance sheet date, if there are tigggezvents for impairment, material tangible assatd
intangible assets are submitted to an impairmesttineaccordance with IAS 36. If the carrying vabfean asset exceeds
its recoverable amount, an impairment loss is reisegl. The recoverable amount is the higher ofvaline less costs to
sell and value in use. If the recoverable amoungfoindividual asset cannot be determined, amasti is made of the
recoverable amount at the level of next higher ggsterating unit.

If, in the following periods the recoverable amoerteeds the carrying value, reversal of impairnieminly
made for the lower of the amount necessary torifiglthe carrying value of the asset to its recalir amount or (i) to
restore the asset to its pre-impairment carryinguarhless subsequent depreciation or amortisatiatrwvtould have been
recognised.

The impairment and any reversal of impairment ao®rded in the income statement.

Financial instruments

As defined by IAS 32 and used in IAS 39, a finaha@igtrument is any contract that gives rise tararcial
asset of one entity and a financial liability ougyg instrument of another entity.

Original financial instruments
Financial instruments held by the Group are classids one of the following:
« financial assets at fair value through profitass

* |oans and receivables
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e held-to-maturity investments

* available-for-sale financial assets

financial liabilities at fair value through probr loss
» other financial liabilities, valued at amortiseast using the effective interest method.

The classification of a financial instrument isetatined based on the intended principal purpose umigal
recognition. Financial assets include cash and ceaghivalents, trade accounts receivable, loansivaite and
derivatives that are assets held for trading. Fiidiabilities include trade accounts payable oants owed to banks,
derivatives that are liabilities held for tradingdaother financial liabilities.

Trade accounts receivable / payable result fromptiogision / receipt of goods and/or services ia tlormal
course of business. Securities include financstriiments in the form of shares or participatiofuimds.

An instrument is classified &ir value through profit or loss if it is held for trading or is designated as such
upon initial recognition. For the periods coveradtihese financial statements, the only financiatriiments designated
by the Group as held at “fair value through profitloss” are derivatives that do not meet the megménts for hedge
accounting. Upon initial recognition any attribualkiransaction costs are recognised in profit as.loFinancial
instruments at fair value through profit or lose areasured at fair value, and any changes in thedlae are recognised
in profit or loss.

Financial assets

All regulated market acquisitions and disposaldidincial assets are recognised on the date desetht
(IAS 39.38).

Financial assets are recognised initially at falue plus, in the case of a financial asset nfgiavalue through
profit or loss, transaction costs that are direattyibutable to the acquisition.

The recoverability of financial assets that are medtl at fair value through profit or loss is reved regularly.
Objective evidence for an impairment loss is irtipatar the insolvency of contractual partnershmit failing to comply
with payment plans. If the carrying value is higttean the recoverable amount, impairment is recsmghvia the income
statement. If, in a subsequent period, the amofithieoimpairment loss decreases and the decreasbecabjectively
linked to an event occurring after the impairmemtswecognised, the previously recognised impairrtess shall be
partially or completely reversed through the incataement.

The fair values of financial assets in the balastoeet are usually their market values. If markéiasmare not
readily available, the fair values are determinsih@ recognised valuation techniques and curremkebgarameters.
Valuation methods available include using recemt’silength transactions between knowledgeable,ingillparties,
recent market transactions in similar financialtrimsients, adjusted for factors unique to the imsgmt being valued,
discounted cash flow analysis or option pricing eled

A financial asset is derecognised when the contedeights to the cash flows from the financialeassxpire or
are transferred. To qualify for derecognition, ttasfer must transfer the risks and rewards oferslnip of the financial
asset or the contractual rights to receive the tiasls.

Loans and receivablesare financial assets resulting from monetary tatisns, the supply of goods or
services to third parties. Current assets in thiegory are measured at cost and non-current aassetsieasured at
amortised cost using the effective interest method.

Impairments to doubtful debts are mainly due tonesies and assessments of individual accountsvedaei
based on the creditworthiness of individual custemémpairment of accounts receivable is initialijown as a
provision for doubtful debts. If a debt is regar@dedrrecoverable, the impaired account receivisbieitten off.

Financial instruments are classed bsll to maturity” if they are non-derivative financial assets witted or
determinable payments and fixed maturity that theu has the positive intention and ability to htadnaturity.

Available-for-sale financial assets are those non-derivative findrasaets that are designated as available for

sale or are not classified as (a) loans and relokgisa(b) held-to-maturity investments or (c) fineah assets at fair value
through profit or loss.
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Cash and cash equivalentinclude cash balances, cheques, bank balancesrmmtaccounts and short-term
deposits, for which the original term is less thianee months. These are valued at nominal value.

Financial liabilities
Financial liabilities are mainly trade accounts galg, amounts owed to banks and other liabilities.

Financial liabilities are recognised initially atiff value less, in the case of a financial liapitibt at fair value
through profit or loss, transaction costs thatdirectly attributable to the issue.

A financial liability is derecognised when the @altion specified in the contract is discharged;ancelled, or
expires.

Financial liabilities valued at amortised cost usig the effective interest methodinclude trade accounts
payable and interest-bearing loans. These are datiamortised cost using the effective intereshotw Any profit or
loss is recognised in the income statement wheliabiities are derecognised or settled.

Derivative financial instruments and hedge accauti

A derivative is a financial instrument or other trast with all three of the following characteresti (1) its
value changes in response to a specified foreighamge rate or other variable; (2) it requiresmtal payment or an
initial net investment that is smaller than woutdrequired for other types of contracts that wdaddexpected to have a
similar response to changes in market factors;(@ is settled at a future date.

The Group only uses derivative financial instrumsentmanage its exposure to foreign currency tadiosi risk
arising from normal business operations. An embeddlerivative must only be separated from its hasttract and
accounted for as a derivative if (i) the econoniéks and characteristics of the embedded derivaieenot closely
related to those of the host contract, (ii) a saigamstrument with the same terms as the embeddedative would
meet the definition of a derivative, and (iii) thgbrid financial instrument is not measured at Yailue through profit or
loss.

In line with IAS 39, all derivatives are measurédadr value. The fair values of derivatives in thelance sheet
are usually their market values. If market values ot readily available, the fair value may beed®ined using
recognised pricing models or evidenced by bankiooations. Changes in fair value are accountedafodescribed
below:

Cash flow hedges

Changes in the fair value of the derivative heddimgjrument designated as a cash flow hedge acgmes=d
directly in equity to the extent that the hedgeffective. To the extent that the hedge is ineffegichanges in fair value
are recognised in profit or loss.

If the hedging instrument no longer meets the @Gatéor hedge accounting, expires or is sold, teatéd or
exercised, then hedge accounting is discontinuedpgctively. The cumulative gain or loss previouglgognised in
equity remains there until the forecast transactioours. When the hedged item is a non-financisétaghe amount
recognised in equity is transferred to the carnangpunt of the asset when it is recognised. Inrateses the amount
recognised in equity is transferred to profit ®dan the same period that the hedged item affeofi or loss.

Other non-trading derivatives

If a derivative financial instrument is not desitgwhin a qualifying hedge relationship, all changegs fair
value are recognised immediately in profit or loss.

Construction work in progress

Construction work in progress represents the taedss, unbilled amount expected to be collectenfr
customers for contract work performed to dates Iineasured at cost plus profit recognised to dage {recognition of
income and expense—construction contracts”, belea$ progress billings and recognised losses. (Dokides all
expenditure related directly to the specific prtgec

Construction work in progress is presented as phtrade and other receivables in the balance sheet
payments received from customers exceed the inceomgnised, then the difference is presented aanadvpayments
received in the balance sheet.

F-108



Inventories

Inventories are recognised at acquisition or mastufang costs or, if lower, their net realisabldwea Raw
materials, supplies and consumables as well ashamdise are measured at their adjusted averagésticaqucosts. The
manufacturing costs of work in progress and finisheods are determined on the basis of directtipatable individual
costs as well as a proportion of production-relad@drheads. Manufacturing costs do not includeirgpléxpenses,
general and administrative expenses or financirggscd he net realisable value is the estimatedhgefirice less the
estimated cost to completion and the estimatedscostessary to make the sale. Provisions are noadecbgnise
impairment of slow-moving inventories or to reddcaet realisable value.

Non-current assets held for sale

Non-current assets (or disposal groups comprissggta and liabilities) that are expected to be veren
primarily through sale rather than through contiiguuse are classified as held for sale. Thesesaaseheld at the lower
of their carrying values and their fair value lessts to sell. These assets are not depreciated.

Provisions for pensions and similar defined benefibbligations

The provisions for defined benefit obligations aremputed using the projected unit credit method in
accordance with IAS 19. Under this method, in addito the pensions and vested rights known atbllance sheet
date, expected future increases in pensions aadesalwith estimates of the demographic variamzesalso taken into
consideration. The value is obtained from an aéUezport.

Actuarial gains and losses are recognised outsiofé pr loss, in the period in which they occur,dccordance
with IAS 19.93A-D. These are shown in the statenoéibmprehensive income.

In determining the discount interest rates in adance with 1AS 19.78, the actuaries refer to mayfkelds on
high quality corporate bonds at the balance sheget d

Other non-current and current provisions

Other general liability provisions are recognisellew a past event gives rise to a present obligatiois
probable that the obligation will be claimed anetkable estimate can be made of the amount obltigation.

The amount recognised as a provision is the bdbhate of the expenditure required to settle thesent
obligation at the balance sheet date, or if theatfbf the time value of money is material, thespre value thereof.
Reimbursement claims are recognised separatdlisivirtually certain that reimbursement will beceived if the Group
settles the obligation.

Leases

For leasing agreements under which the Group Ee&sif the lease transfers substantially all ihkesrand
rewards incidental to ownership of the asset (fiealeases), then the assets are capitalised b@rthe in accordance
with IAS 17. Depreciation methods and useful liaes applied in line with similar owned assets. lf¢ tommencement
of the lease term, finance leases are recognisedsads and liabilities in the balance sheets auata equal to the fair
value of the leased property or, if lower, the prasvalue of the minimum lease payments, each mi@ted at the
inception of the lease. Any initial direct coststlod lessee are added to the amount recognisatassat.

If the lease does not transfer substantially @lribks and rewards incidental to ownership ofabset, then the
assets are capitalised by the lessor (operatirgp$g¢aleasing fees for operating leases are resmgjnin the income
statement. If material, adjustments are made #ig$ti-line leasing fees for agreements where payreeimedules are
different.

Recognition of income and expense

Sale of goods and services

Revenues are measured at the fair market valugeafdnsideration received or to be received ancsept the
amounts that are to be obtained for goods andce=rvh the normal course of business. The reveargeeshown after

subtracting sales deductions, discounts and valdedataxes.

Revenues are recorded when the associated supplieservices have been rendered, the risks anddswé
ownership have transferred to the buyer and theipeof the payment is probable.
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Construction contracts

Contract revenue includes the initial amount agiieetie contract plus any variations in contractky@laims
and incentive payments to the extent that it idphde that they will result in revenue and can leasared reliably. As
soon as the outcome of a construction contracbeagstimated reliably, contract revenue and expesigerecognised in
profit or loss in proportion to the stage of contigle of the contract. The stage of completion iseased by reference to
surveys of work performed. When the outcome of @straction contract cannot be estimated reliabytract revenue
is recognised only to the extent of contract costarred that are likely to be recoverable. An estpd loss on a contract
is recognised immediately in profit or loss.

Interest and other income

Interest income is accrued based on the loan odlistg and the applicable interest rate. The apiplécanterest
rate is specified in the loan agreement and digsative estimated future inflows of funds over thet of the financial
asset to the net carrying value.

Other income is recognised in the period to whiaklates, in accordance with the associated ccintra
Other expenses

Other expenses are recognised on the basis oéet timk between the costs incurred and the relatesime in
the income statement, either when the benefitasl @ when the costs are caused.

Expenses for research and development

Research costs are expensed as they are incuresgldpment costs are also expensed as they argddcu
unless they satisfy the criteria for recognitiorirdsrnally generated intangible assets accordirig® 38.57.

Borrowing costs

Borrowing costs as defined in IAS 23 are capitdlise the extent that they are directly attributatdethe
acquisition, construction or production of a qualify asset; the remaining borrowing costs are neiseg as an expense
in the period in which they are incurred.

Income taxes and deferred taxes
The income tax expense represents the sum of ¢uaerxpense and deferred tax expense.

The current tax expense is determined on the lmsike taxable income for the relevant year. Thealiée
income is different from the net income for the ryshown in the income statement since it excludesemrses and
income which will be tax deductible / taxable ilet years or which will never be tax deductibléao@ble. The liability
of the Group for current tax expense is computedherbasis of the valid tax rates and regulatidrthe balance sheet
date.

Deferred taxes are the expected tax charge off igliging from differences between the carryingueasl of
assets and liabilities in the Group IFRS consodiddiinancial statements and their values in theatoounts of the
individual companies. The balance sheet orienteldiliiy method is applied. In general, deferred t@bilities are
recorded for all taxable temporary differences, daferred tax assets are recorded to the extentttisaprobable that
taxable profits will be available for which the detible temporary differences can be used. Sucbtassd liabilities
are not recognised if the temporary differenceearisom (i) the initial recognition of goodwill dii) from the initial
recognition of other assets and liabilities in @angaction that affects neither the accounting prdfioss) nor taxable
profit / (loss). In addition, deferred taxes areagnised for the carry forward of unused tax logeebe extent that it is
probable that it will be possible to utilise themthe future.

The carrying amount of deferred tax assets is vexieeach year at the balance sheet date and isedfut is
no longer probable that sufficient taxable inconikk e available to allow the benefit of all or paf the deferred tax
asset to be utilised.

Deferred tax assets and liabilities are measuréeatax rates that are expected to apply to thegevhen the

asset is realised or the liability is settled, lbase tax rates and tax laws that have been enactsagbstantively enacted
by the balance sheet date.
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Changes in deferred taxes are recognised in tleriastatement as tax income or expense unlesselay to
items recognised in other comprehensive incomarecttly under equity; in this case the deferrecetaare recognised in
other comprehensive income or in the associatetyggosition.

Contingent liabilities and contingent assets

Contingent liabilities are not recognised. If amg adentified, they are disclosed in the notes ssiléhe
possibility of an outflow of resources embodyingeamic benefits is remote. Contingent assets ateaumgnised.
They are disclosed in the notes, where an infloeaminomic benefits is probable.

The use of estimates and assumptions

The preparation of the consolidated financial steets in compliance with the pronouncements ofl &8
requires estimates to be made affecting the valeesgnised in the balance sheet, the nature amahteaf contingent
assets and liabilities identified at the reportifede and the value of income and expenses in fimtheg period. The
main assumptions and estimates for the Heckler &KBeteiligungs Group concern the setting of uséfds, the
recoverability of accounts receivable, the valuatd inventories, the recognition and measureméptavisions and the
probability of future utilisation of deferred taxsets. Changes in estimates are recognised imtoeme statement
prospectively.

Guarantee and warranty obligations can arise fiegallor contractual requirements. Provisions ategeised
for the expected cost of meeting claims under gquaeaor warranty obligations. Claims are partidylédikely if the
warranty period has not yet expired, if warrantgtschave been incurred in the past or if particwlarranty claims are
known. The evaluation of the risk of warranty claimm based on past experience and is used in detegithe level of
provision required.

Provisions for litigation risks are recognised i€@mpany in the Group is a defendant and a judgeagainst
the defendant is more likely than not. A provisisrmade for the amount likely to be incurred by toenpany if the
judgement is against it. This figure includes tlgments to be made by the company, in particularpemsation and
settlements, as well as the expected legal expetHsesompany in the Group is a defendant anddggment for the
defendant is more likely than not, or if the companthe claimant, only litigation fees are provider.

The use of estimates in other positions in the @roalance sheet and income statement are deséntibd
accounting policies relating to the individual gmsis. In particular, these relate to: impairmehgoodwill, impairment
of non-current tangible and intangible assets, igions for doubtful debts and the valuation of defd tax assets and
the pension provision.

Notes on the income statement
(6) Revenue

Net revenue increased by €12,497k to €247,244k aompwith revenue of €234,748k in 2009.

The revenue of the Group was made up as follows:

2010 2009
EUR "000
SaAlE OFf QOOAS ...ttt e e e e e e e e e aaeas 231,810 228,592
SAIE OF SEIVICES ... ettt et e et ee e e e e et e e e earanns 7,366 5,387
CONSLrUCtION CONLIACE FTEVENUE ........evvvviceeereeiiieieeeeeeeeeeeeeerritieeaeseeeeeseeeeeneseanns 8,856 1,699
L] (o TSR (VL= [ 1 248,032 235,678
DISCOUNLS, DONUSES, EIC. ..uvvriiiiiiiiiiiiieeeceeeiteteeee e e e e e e e e e e e e e s s e s e e e eeeeees (788) (931)
NEL FEVENUE. ... et et e e e e e e e et e e e e et e e e eeeanaanes 247,244 234,748

Construction contract revenue is determined byreefee to the stage of completion. Since the beginof the
current construction projects, cumulative sale€ldf,555k (2009: €1,699k) have been recognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(6) Revenue

Breakdown by customer location:

2010 2009
EUR "000
DOMESHC (GEIMANY) ..eviieiiiieiieieeeee e e e e e e eeeee s e e e e e e e aeeaee e e s s s sennneeenaeees 42,999 39,472
Foreign (rest of the World) ............eeueimme e 205,033 196,206
GIOSS TEVEIUE. ... e ettt e e e e e e e e e et et e et tae b e e e e e e e e e e e e eeeeebbbbnn e ees 248,032 235,678
DISCOUNLS, DONUSES, ELC. ..uvuriiiiiiiiiiiiieeecceeitte e e e e e e e e e e e e e e eee e (788) (931)
NEL FEVENUE. ...t a e e e e e e et b e bbb e e e e e as 247,244 234,748

(7) Cost of sales

The cost of sales decreased by €9,496k to €144 ,06Tpared with €153,563k cost of sales in 2009. ddst
of sales includes materials and production labodr @verhead expenses relating to the revenue. Wtist of sales are
€8,856k (2009: €1,699k) expenses relating to caoogstn contract revenue. Since the beginning of therent
construction projects, cumulative costs of sale€ldf,555k (2009: €1,699k) have been recognised.

(8) Research and development expenses
Research and development expenses increased 81R1®0€4,112k compared with €3,051k in 2009. Retea
and development expenses comprise those persoxrperises and depreciation relating to these aesvitogether with

the costs of test materials and tools that do neétnthe criteria for capitalisation under IAS 38gdther with the
amortisation and retirement of capitalised develepitosts.

(9) Sales, marketing & distribution expenses

Sales, marketing & distribution expenses incredsed€7,039k to €31,752k compared with €24,714k i0620
The selling expenses mainly comprise personnelresgse material and marketing costs as well as diggian relating
to the sales function and project related costs.
(10) Administration expenses

General administration expenses include personmpkrses and office overhead costs as well as the
depreciation relating to the administration funetid hey increased by €4,573k to €25,892k compaiidd €21,319K in
2009.

(11) Other operating income

2010 2009
EUR 000
Release and utilisation Of ProViSIONS ... iiiiiiiiiaaai e 3,117 2,937
Income from the provision of administration SENBICE. ...........eeeeiiiiiiiiiiaiiiiiieeeeens 1,051 1,577
Profit on disposal of NON-CUMTENt SSELS ...ceuiieriiiiiiiiiie e 95 29
LICENCE TEE INCOME ...ttt e st e e e 864 1,065
Fuel sales t0 @MPIOYEES .....coeiiiiiiiie ettt e e 1,259 1,111
[ 10T PSPPI 1,545 1,791
1o - OO SUPPUU PP TTPROP 7,930 8,509

The other operating income includes out-of-periocbime of €1,491k (2009: €1,081k). This is due tmime
from the release of provisions and accruals €1,12%K09: €1,052k), gains on disposals of non-curasgets €95k
(2009: €29k) and income from refunds etc. €25110Lil).

(12) Other operating expenses

2010 2009
EUR '000
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Create provision for doubtful debts & write offlodid debts ..., (274) (470)

Loss on disposal of NON-CUITENt ASSELS........uuuueriiiiiiiiiriiieiieeeee e seeveanees (1,570) (339)
(O 1 1= T = VS EEERURR (372) (270)
Creation of general liability provisSions.............cooooiiiiiiiiiiiiecee e (2,779) (2,104)
(01T PP (2,262) (2,992)
LI ] = | PP (7,257) (6,174)

The other operating expenses include out-of-pesiqubnses of €1,928k (2009: €920k). These are mdirdyto
losses on the disposal of non-current assets, flbainid bad debts and credit-notes relating torpréars.

(13) Analysis of expenses by nature, showing EBITDA

The income statement shows operating expensessadaly function; the following table shows EBITDAda
operating profit with expenses analysed by nature:

2010 2009
EUR 000
NEBE SBIES ...ttt e e e e saree s 247,244 234,748
Material costs and movement in iINVENLONIES............coocvccevviviiiiieiireece e, (106,094) (113,525)
(O T 1= 11151 To [ o701 £ PP 2,511 1,639
Other operating INCOME ..........uuuieiiiiiiiceeeeserere e e e e e e e e e e e e e e e e s e e s e e sennreneeees 7,930 8,509
PAYTOIL. ..ttt a e ——————— (49,359) (47,385)
Other Operating EXPENSES ......cc.ciiiee e e eeeeeeeaaaaaaaaaaaaaasaasaaaaanennreeneees (49,737) (39,429)
EBITDA ettt et e et e e eabe e re e e 52,496 44,556
Depreciation and amortiSation ..............ceece oo oieiiciciiiieiee e (10,402) (10,119)
Results from operating actiVities............uuuuueiiiiiiiiiiiiiiaaee e 42,094 34,437
Write-down of investments (HKB)..........cooiveveviiiiie e (33,106) (5,717)
Interest income (HKB) ...t 4,930 4,306
Income from securities (HKB) ......oooiiiiiii e 1,374 —
HKB Group Operating EBITDA ... ..ottt a e e e e e 25,689 43,120

No definition of EBITDA is given in IFRS; variousethods can therefore be used to determine EBITDA.

(14) Financial result

2010 2009
EUR "000

Financial income
101 C=T =T PR PPRTR 6,669 4,875
Gains on valuation of derivative financial INStrurt®.............cccoccvevviie e, 42 —
Gains on translation of fOreign CUMMENCIES . cuuuevveeeeeeiiiiieaaieaiiei e 3,224 1,755
Gains on iNvestments and SECUITIES .......ceercreererriieerriee e 1,374 —
Total financial INCOME ... 11,309 6,630
Financial expenses
1= L= P (28,117) (26,169)
Accretion of non-current llabilities.........cccoveviiviiiiiiie e, (4,131) (3,923)
Losses on valuation of derivative financial inStRNTS ............cccccccceiiiiiiine, — (946)
Losses on translation of foreign CUrrenCies ..., (661) (1,871)
Losses on valuation of INVESIMENTS ... (33,106) (5,717)
(1 =T RS (207) (464)
Total finanCial EXPENSE.......uuuiiiiiiiiiiiieeee e e e (66,222) (39,089)
FINANCIAI FESUIL ... (54,913) (32,459)

Interest income includes interest on short-termsoand on bank balances and tax refunds. The gathtosses
on valuation of derivative financial instrumenttate to forward cover contracts and options intenigiereduce exposure
to currency risk on expected USD cash-flows. THagiand losses on translation of foreign currenicielude gains and
losses on utilisation of forward cover contracts,addition to translation differences for items wowered by such
arrangements. The accretion of non-current liaédirelates to defined benefit and other long-tprovisions and the
bond. Gains and losses arising from the valuatfanv@stments result from the release of or addgito impairments on
financial assets. Other financial expenses retatpirantee costs.
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(15) Income taxes

The income tax expense comprises:

2010 2009
EUR 000
Current tax INCOME/(EXPENSE) ...evvieeee e e i eeeeeee e reeaaee s (11,985) (12,832)
Deferred tax iINCOME/(EXPENSE) .....coiceeiiiiiieiiieiee et e e e e e e e e e e eeees 2,771 1,849
Tax expense in iNCome StatemMent...........ooi i (9,214) (10,983)

Income taxes include German corporation tax (“Késpkaftsteuer”), trade income tax (“Gewerbesteuant)
associated reunification surcharges (“Solidarit#gshlag”) for the German companies, together withilar income
taxes for the foreign subsidiaries.

The companies in Germany have a calculated stgtttor rate of 27.7% (2009: 27.7%). Foreign taxati®n
calculated at the rates valid in each country;eghesy between 28% and 36% (2009: between 28% &1J.3

Deferred taxes are calculated on the basis oftetgttax rates, which have been enacted as ofdlenbe sheet
date in each country, or of tax rates that are e®geto be in place on realisation.

The following table shows a reconciliation of thgected tax using the current statutory tax ratete parent
company of 27.7% and the actual income tax showth&é Group.

2010 2009
EUR "000
Profit/(10SS) DEfOIrE taX ...uuuveieiiiiii i (12,819) 1,978
Expected tax rate (current German statutory rate).........cccccvvvveeeivivieeeeeeenennnnn. 27.7% 27.7%
EXPECLEA 1AX EXPENSE. .. ittt ettt e e e e e e e ettt e e e e e e e e e e e aaaaaaae e as 3,554 (548)
Adjustments to expected tax expense due to:
change in tax rates (3,034) (201)
non-tax-deductible expenses (12,963) (6,154)
utilisation of tax losses that had not been edipéd 451 —
taxes relating to other periods 901 (3,273)
differences in foreign tax rates (1,251) (786)
change in valuation adjustments for tax losses c¢/ (2,084) (499)
change in valuation adjustments for temporarfy dif (100) (236)
other effects 5,313 714
ACTUAL TAX EXPEINSE ...ttt e e e e e e ettt e e e et e e e e e aaaaaeaeeaaeaaannnes (9,214) (10,983)
EffECHVE taX FALE. ... e e e e e e e e (71.9)% 555.2%
Deferred tax relates to the following positions:
Deferred Deferred Deferred Deferred
tax assets tax assets tax liabilities tax liabilities
Balance Sheet Item 31.12.2010 31.12.2009 31.12.2010 31.12.2009
EUR '000
Intangible non-current assets ..........cccoicciiiiiiiiiiieieeeeee, — — 11,509 11,193
Investments in subsidiaries ................ o eeeeveneiieieeeeeen. — — — —
Tangible non-current assets .........ooooiiiieeiceceeee, 15 8 4,213 4,974
101V 010 =SSP 3,473 1,512 — —
Trade accounts receivable................ovieiniiiiiiiiiiiiieeee, 16 98 425 444
Other CUIeNt @SSEtS......cccciiiiiiiiiie e 1,846 73 2,357 4,536
Employee defined benefit obligations ........ccccccivivveenen.n. 3,893 2,829 — —
Other non-current Provisions .........cceveeeveeeecceevvenneeeeeeeeeen 747 1,563 — —
Non-current financial liabilities ............occceviiiiiiiiiniiiiennn, — — 220 596
Other non-current liabilitieS ..., — 251 — —
CUIrrent ProViSiONS ........coooviieiieeeee s e eereeeeeeeeeeeeees 77 43 25 —
Trade accounts payable...........ccooooiiiiccn e 1,008 402 — —
Other current financial liabilities ..., — — — —
Other current liabilities ...........eeeeeiiii oo, 11 — 2,539 47
Carryforward of unused tax I0SSes.........cccceveenvrvrnrnnnnnnn. 9 (0) — —
TOLAL et 11,095 6,779 21,288 21,790




During 2010, an increase in deferred tax asse&ldi24k (2009: €1,031k) was recognised directlgduity
since this increase related to the actuarial vaearon defined benefit schemes. A decrease inrddf¢ax assets of
€218k (2009: increase of €229k) was recognisedttijran equity since this decrease related to anadifferences on
effective hedging instruments. The changes arigimm translation differences for foreign operatiaresre recognised as
such in the other profit or loss. Apart from themlépther changes in deferred tax assets anditiabiwere recognised in
the income statement:

Recognised Recognised
Deferred Recognised in other Deferred Recognised in other Deferred
Tax in profit comprehensive Tax in profit comprehensive Tax
Balance Sheet Item 31.12.2008 or loss income 31.12.2009 or loss income 31.12.2010
EUR *000

Intangible non-current

ASSetS.iiiiiiiiiie s (10,990) (202) — (11,2193 (317) — (11,509)
Investments in subsidiaries . — — — — — — —
Tangible non-current assets (5,605) 636 3 (4,966) 772 4) (4,199)
INVENtOries .......cccvvvveeeeeeeennn. 1,097 433 (19) 1,512 782 43 3,473
Trade accounts receivable... 75 (418) (4) (346) (70) 8 (409)
Other current assets............. (4,438) (42) 17 (4,463) 3,995 (43) (511)
Employee defined benefit

obligations.............cc........ 1,815 a7 1,031 2,829 6 1,024 3,893
Other non-current

ProvisionS.........ccccceeeeeennn. 645 918 — 1,563 (874) — 747
Non-current financial

liabilities .....ccccvvevveerennnn. (935) 339 — (596) 376 — (220)
Other non-current liabilities 58 (36) 229 251 (38) (218) —
Current provisions .............. — 45 (1) 43 5 3 52
Trade accounts payable....... (36) 439 0 402 605 — 1,008
Other current financial

liabilities ..........ccceeeeiniis — — — — — — —
Other current liabilities ....... 115 (162) (0) 47 (2,481) — (2,528)
Carryforward of unused tax

0SSES..vvveeeiiiieeeiieieiii, 83 (83) (0) (0) 9 (0) 9
Total ..., (18,115) 1,849 1,255 (15,010) 2,771 813 (10,193)

Deferred tax assets €9k (2009: € 0), relating tased losses carried forward by one of our opersatiothe US
have been recognised. Utilisation of these taxtasisecovered by the amount recorded for deductiefeporary
differences. Potential deferred tax assets of €& 23009: €4,597k) resulting from unused tax loss@sied forward by
one of our operations in the USA have not beengmised. In addition, valuation adjustments of €3K§2009:
€2,133k) have been made against potential def¢apedssets relating to temporary differences ayiginthis operation
in the US. Potential deferred tax assets of €8,529K9: €6,510k) resulting from unused tax lossasied forward by
the parent company have not been recognised. FoHbIHing, Inc., there is a difference in the camg/iamount of the
investment in accordance with the IFRS consolidditegincial statements (2010: €96,407k; 2009: €77k»&nd the
corresponding tax base in the US (2010: €112,228k9: €82,139k) due in part to undistributed psofis it is
probable that these temporary differences willneotrse in the foreseeable future, the deferreddagts (with a tax rate
of 35%) were not recognised in the Group (IAS 12.39
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
Notes on the balance sheet

(16) Intangible assets

Trade marks

Patents,
Development licences,
costs Goodwill software
(self-generated) (acquired) (acquired) Total
EUR "000
Net carrying value at 01.01.2009........... 7,850 5,149 9,295 22,294
Acquisition/manufacturing costs
Balance at 01.01.2009..........cccccceeeeennnee. 11,464 6,649 22,433 40,546
Effect of movement in exchange rates....... — — (18) (18)
AddItioNS ... 2,676 — 337 3,013
Reclassifications .............ooooeiiiiiiceeeen. — — — —
Disposals/retirements...........cccccvvveeriam.. (1,133) — (920) (2,053)
Balance at 31.12.2009..........ccccccveeeeennnee. 13,007 6,649 21,832 41,489
Amortisation & depreciation
Balance at 01.01.2009...........cccccvveeennnee. (3,614) (1,500) (13,138) (18,252)
Effect of movement in exchange rates....... — — 10 10
Amortisation for the year.............ccceveee... (1,032) — (262) (1,295)
Impairment............ccooeccvviiiieeee e — — — —
Reclassifications ..........cccccoevviviiiieeen. — — — —
DiSPOSalS.....cvviiiiiiiiiiiiieeeeeee e, — — 920 920
Balance at 31.12.2009..........ccccccvveeeennnee. (4,646) (1,500) (12,470) (18,617)
Net carrying value at 31.12.2009........... 8,361 5,149 9,362 22,872
Acquisition/manufacturing costs
Balance at 01.01.201Q..........ccccvvveeeennnee. 13,007 6,649 21,832 41,489
Effect of movement in exchange rates....... — — 35 35
AdditionS ....ovveiiie e 3,388 — 321 3,709
Reclassifications ............ooooeiiiiiiceeeen. — — 22 22
Disposals/retirements............ccccvvvevrvamm.. (1,229) — (21) (1,250)
Balance at 31.12.201Q.........ccccveveerennnee. 15,166 6,649 22,188 44,003
Amortisation & depreciation
Balance at 01.01.201Q.........cccccevvvvereennn. (4,646) (1,500) (12,470) (18,617)
Effect of movement in exchange rates....... — — (18) (18)
Amortisation for the year..............ccceeee. (990) — (300) (1,289)
Impairment..............oocciiiiii e — — — —
Reclassifications ............oooooiiiiiiceeeen. — — (22) (22)
DiSPOSalS.....cvviviiiiiiiiiiieeee e — — 21 21
Balance at 31.12.201Q.........ccccveveeernnnee. (5,636) (1,500) (12,789)  (19,925)
Net carrying value at 31.12.2010........... 9,531 5,149 9,399 24,078

As described in Note 5, goodwill and other intahgilassets with indefinite lives are subject to ahnu
impairment testing. Goodwill is allocated to theéiindual companies within the Group, which repreésiie segments
and are the lowest level within the Heckler & KoBkteiligungs Group at which goodwill is monitoreat finternal
management purposes.

As shown above, aggregate goodwill is unchangeu ftte previous year at €5,149k. This is the portibthe
net book value of goodwill, through acquisitionsrfr independent third parties, at which it was hatdler German
GAAP at the date of transition to IFRS (Januargd06) as shown in the Heckler & Koch Sub-Group’asmidated
financial statements (excluding trademarks). Ogtlijn the parent company of this Sub-Group wasedaleckler &
Koch Wehrtechnik Holding GmbH. This company acqdirde design, manufacturing and distribution congpan
Heckler & Koch Gesellschaft mit beschrankter Hadtfuat the end of 2003 and in 2004 the two companére merged
and renamed Heckler & Koch GmbH. As a result, theup has goodwill of €4,016k allocated to the mdrgempany
Heckler & Koch GmbH. The balance of €1,133k is ediied to Heckler & Koch France SAS since this eslab its
acquisition in 2004. Goodwill relates to the valfethe companies in operation and is thereforetdétbas being of
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indefinite life. On the acquisition of Heckler & kKb Gesellschaft mit beschrankter Haftung, at thé @h2003, the
trademark was also recognised as an intangiblet #286&0: €8,393k, 2009: €8,393k) and allocated hi® tnerged
Heckler & Koch GmbH. The Group’s reputation is asated with this trademark so that, like goodwilis also treated
as being of indefinite life. These intangible assmte material to the Group’s financial statemémtaccordance with
IAS 38.122 (b).

NSAF Ltd was acquired for less than its equity eadund the negative goodwill arising from this teison is
included in the Group’s retained earnings. The WUBskliaries Small Arms Group Holding Inc. and Hecld: Koch
Defense Inc. were founded by the Group and havgoodwill allocated to them. The acquisition of th8 subsidiaries
Suhler USA, Inc. and Heckler & Koch, Inc. and th&iss subsidiary, Heckler & Koch S.A., were througnsactions
under common control and the Group’s figures haeenbrestated as if these transactions took plaice fur the
beginning of the earliest period shown; conseqyeh# difference between the price paid and thessets acquired has
been offset against equity rather than being shasvgoodwill.

HK Sidearms GmbH was acquired in July 2010 for €6ilion, which was less than its equity and resstv
During the purchase price allocation, its invergsriwere reduced to their value to the Group by ieltmg the
Heckler & Koch GmbH profits from before the acqtiai that were included in them. The remaining etéhce was
allocated to reduce the Heckler & Koch, Inc. ineei@s, since these include HK Sidearms GmbH préifisy before its
acquisition. The intangible non-current assets meduwith HKS (€22k) and the associated cumula@weortisation
(€22k) are shown in the “reclassifications” rowsad.

Since the Group is privately owned, and similar panies have not been bought or sold regularly oactine
market during the past year, it was not possibleage impairment tests on market value. Impairre=ts were therefore
based on value in use determined by discountingdutash flows projected based on actual operatisglts and the
first five years of the annual ten year busineasigl

The amortisation and impairment of intangible asgeincluded in the following income statementifioss:

2010 2009
EUR '000
COSE Of SAIES ...ttt e e e e e e e e e e e eaeaaeas 81 54
Research and development ...... ... e 999 1,046
Sales, marketing & diStriDULION ...........eiimecenre e e e e 1 22
ADMINISTFALION ... et e e e e st ee e e s st b e e e e s e snbaneeeeeeans 209 172
OtNEI EXPENSE ...t ceeee ettt et e e e e e e e e e e et e e e e e e e aae bbbt e beeeeeeaaaaaeaeaaaesaeaaaannns — —
Total @MOTtISALION ......veiiiiiiiiiie e e et e e 1,289 1,295

As at December 31, 2010 the Group had a balan€B5k (2009: €41k) on order for intangible assets.

(17) Property, plant and equipment

Land Fixtures, Assets
and Plant and fittings and under
buildings machinery other assets construction Total
EUR "000

Net carrying value at 01.01.20009................. 26,477 20,303 9,658 695 57,133
Acquisition/manufacturing costs

Balance at 01.01.2009..........cccccceeeviiiiieeeennns 32,617 50,253 42,200 695 125,764
Effect of movement in exchange rates............. (57) (29) 4 — (81)
AddItioNS ... 2,085 3,773 1,780 138 7,775
Reclassifications ...........ccccccvvviiiivicccec e 51 551 93 (695) —
DiSPOSAIS....eeiiiiiiiiiiiaiiei e (23) (1,929) (3,161) —  (5,114)
Balance at 31.12.2009..........ccccceveeviiinieeeennns 34,672 52,618 40,916 138 128,344
Amortisation & depreciation

Balance at 01.01.2009..........ccccceeeviiiiiieeeennns (6,140) (29,950) (32,542) — (68,631)
Effect of movement in exchange rates............. (5) 6 (5) — (5)
Depreciation for the year ..........ccccvvvvveeeenns (1,261) (4,745) (2,894) —  (8,800)
IMpairment............cooeeeecciie e — — — — —
Reclassifications ...........ccccccvvviiviieccccc e — (1) 1 — —
DiSPOSAIS....ceiiiiiiiiiiiieiii e 17 1,929 2,720 — 4,666
Balance at 31.12.2009.........cccccceeeeiiiinieeeennns (7,290) (32,761) (32,720) — (72,770)
Net carrying value at 31.12.2009................. 27,383 19,857 8,196 138 55,574
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Acquisition/manufacturing costs

Balance at 01.01.201Q.........cccccveeeiiciinieeeenns 34,672 52,618 40,916 138 128,344
Effect of movement in exchange rates............. 214 64 81 0) 359
AdItioNS ... 930 4,707 2,420 269 8,326
Reclassifications ............ccccccvvviviivicccec e 17 118 84 (135) 84
DISPOSAIS...cciiiiiiiiiiiie et e e eeeem e (1,758) (4,631) (906) —  (7,296)
Balance at 31.12.2010.........cccceveeeiiiiniieeennns 34,075 52,875 42,595 272 129,817
Amortisation & depreciation

Balance at 01.01.201Q..........cccceveeeiiiinieeeenns (7,290) (32,761) (32,720) — (72,770)
Effect of movement in exchange rates............. (45) (13) (56) — (114)
Depreciation for the year ..........ccccvvvvveeeeens (1,912) (4,634) (2,561) —  (9,108)
IMpairment.............coeeeecii e — — — — —
Reclassifications ............cccccvvviviivicccec e — — (76) — (76)
DiSPOSAIS....eeiiiiiiiiiiiieee e 754 4,036 781 — 5,572
Balance at 31.12.2010.........cccccvveeeiiiviieeeennns (8,493) (33,371) (34,632) — (76,496)
Net carrying value at 31.12.2010................. 25,582 19,504 7,963 272 53,321

During 2010 there were no reclassifications of ssem property, plant and equipment to held fdes

The fixtures, fittings and other assets acquireith WiKS on July 1, 2010 (€84k) and the associatedutative
amortisation (€76k) are shown in the “reclassifmas” rows above.

The asset group “fixtures, fittings and other assetcludes net carrying values of nil (2009: €7%) certain
assets acquired on finance leases, in particul@pater servers. See Note 25 for details of theeledigations and the
reconciliation between the total minimum lease payts at the balance sheet date and their presieeisva

As at December 31, 2010 the Group had a balan€d,dfl3k (2009: €655k) on order for tangible nonrent
assets (excluding amounts shown in the above tatuler assets in course of construction).

(18) Investments in equity accounted investees, @hnon-current investments and current loans, invesnents and
derivatives

The Group has granted loans to various third paere related parties. Some of these loans in@odsedded
derivatives, which are recognised at fair valuedlgh profit or loss. Because of impairments touhderlying contracts,
all embedded derivatives have been recognised since 2008.

1. Investments in and loans to the WOLF Gartengiinaluding embedded derivatives

In the past the Group has invested in shares ofi@amts to the Wolf Group. Collateral for the loanswWolf
Group companies was furnished in the form of lahdrge certificates and by the pledging of shared/atf—Garten
Holding AG, Switzerland. This collateral may onlg Bold or used as collateral in another transaéticthe event of
delinquent payment.

Since the first companies of the Wolf Garten Grpefitioned to open winding-up proceedings in Jan2&09,
followed by other companies during the first quadé 2009, an impairment loss was recognised d3eaember 31,
2008 for the entire investment of €380k and theO&34million loan receivable. A fair value of €0 wéserefore
recognised and retained in 2009 and 2010. Theialffieceiver in Oensingen, Switzerland, reportedFebruary 22,
2010 that the Swiss Wolf Group had been wound ugcodding to the official receiver, HKB cannot expeny
payment. €13,093k gross (nil net) in loan and egereceivables from the companies of the Swissf Wobup were
therefore derecognised in 2010.

The Heckler & Koch Beteiligungs Group also holdsiavestment in Waipuna Ltd., which cooperates with
Wolf. Due to the insolvency of the Wolf Group in8) the investment in Waipuna Ltd. was recognisethé financial
statements for 2008 at a fair value of €0m. Theaimmpent loss in 2008 amounted to €398k, which veasgnised in the
financial result. Since the situation has remaimechanged, the fair value of nil was retained i@2and 2010.

The insolvency proceedings for the Wolf Group inr@any are still in progress. The official receives

reported that HKB'’s claims were rejected in tharalaerification process. Based on the latest infation, it can be
assumed that HKB will not recover its loan receleab
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2. Loans to Vezla Ltd.

Vezla Ltd. is an investment firm engaged in theibgyand selling of equities, primarily of listedrapanies.
Based on its good investment track record, Vezih lsas able to increase its investment activityhat start of 2008
through loans from Heckler & Koch Beteiligungs Gmbk 2008 many of these investments were negatafgcted by
the turmoil in the global financial markets, regdt in an total loss on Vezla Ltd.'s portfolio. Héer & Koch
Beteiligungs GmbH therefore recognised an impaitmem the entire €16.4 million in loans to Vezla Ltds at
December 31, 2008.

On October 28, 2009, Vezla Ltd. and HKB agreedaz@mperiod for repayment of the loans, includirtgriest,
until Vezla Ltd.’s business recovered (as meastmgdilaterally agreed terms and conditions). The@aiment loss
remains recognised in full as Vezla Ltd. has fatedeach the lower limit defined for the graceiper

3. Loan to Aquamax S.A.

In 2007, the Group extended a loan to Aquamax f&/elp finance the retrofitting of a ship, secubsdits
entry in the ship register. This collateral mayyohk sold or used as collateral in another traimaéh the event of
delinquent payment. As market opportunities haveddup following the economic crisis, the projeasastopped and
the loan written down in full. The recognised assdtAquamax S.A. are so insignificant that they satisfy neither the
financing bank nor Heckler & Koch Beteiligungs GmbA fair value of €0 for the loan receivable indlugl accrued
interest was recognised in 2008 and this entireaimment loss was retained up to and including 20h@ value of the
loan including interest as at December 31, 201€1i8,290k; in 2010, the interest income for the entrryear was
matched by an impairment charge of €531k (20096&bBcognised in the financial result.

4, Loans to Aviamax GmbH and Aviamax Aviation Ltd.

The Group extended loans to Aviamax GmbH and Aviarwgiation Ltd. to help fund their investments in
aircraft. In 2009, the entire €3,748k in remainlogn and interest receivables had to be writtenrdafter it became
obvious that the market would remain in a protractieimp after the financial and economic crisis #rat the price of
the aircraft would remain low. In 2010, €575k inmpaént was recognised on the interest income argdiorcurrency
translation differences for the current year armbgaised as finance cost.

Winding up proceedings were instituted againstasets of Aviamax GmbH on September 2, 2010. Thieen
€1,719k in loan and interest receivables are tbezafincollectible. The winding up proceedings aiteusder way. The
impairment loss has been retained.

The loan to Aviamax Aviation Ltd. for €2,603k (at Becember 31, 2010) including interest and foreign
currency translation differences is expected tameollectible. One of the company’s aircraft waklso October 2010.
The proceeds on the sale did not cover the podfdhe asset financed by the leasing company. Repatof the loan
by Aviamax Aviation Ltd. is not possible now ortlre near future. The receivable has therefore tpaired in full.

5. Loan to Moraun S.A.

On November 6, 2008, HKB extended a loan to Moréurestment S.A. Luxembourg (Moraun S.A.) for
€2,925k. Moraun S.A. was unable to repay the |l@aschedule on October 31, 2009; following a pama@ayment of
€600k, they were given until February 28, 201049 the remainder. In spite of repeated promis@spgay the loan on
time, the loan remained unpaid as at February @80 2After being told that legal steps would beetgkMoraun S.A.
surprisingly made a counterclaim based on a daroag® from Armatix GmbH against Heckler & Koch Gmlair the
grounds of alleged anticompetitive conduct. Theaenage claims are unfounded and were rejected bkléte
Koch GmbH.

In order to assert its claim for payment, HKB brbugn action before the District Court of Stuttgart
March 12, 2010, which froze Moraun’s accounts. Ehawasures led to a settlement whereby Moraundédpai €
3.0 million in principal and interest less a €5@ékluction on July 21, 2010. The €1.4 million impamhloss was partly
offset against the reduction on the loan and isteneceivable, with the balance being reversed.

Taken as a whole, the write-downs in ‘Other invesita’ explained in points 1 to 5 have resultednregpense
in the financial result of about €33.1 million 2010 (2009: about €5.7m).
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Other investments

The Group held a €13k investment in a dormant jeariture that was consolidated at equity in 2008 &as

liquidated in 2009. A loss of €1k on liquidation sveecognised in other expenses in 2009 and a easlpt of €12k is
included in investment activities in 2010.

The other non-current investments relate to theameimg balance not yet due on long-term loans.

The Heckler & Koch Group shows certain securitigthiw other loans, investments and derivatives (201
€933k, 2009: €£612k). This investment is required3gyman law and these securities are pledged litofgkecure claims
relating to the German company’s early retiremeheme “Altersteilzeit.”

As at December 31, 2010, the Group held €40,688R92€ 35,111Kk) in short-term loans including ietgrto
its shareholder Andreas Heeschen and €55k (2009in€ghort-term loans including interest to its r&lder Keith
Halsey; no separate collateral was held. Althodghltorrower is willing and able to repay the loarthie medium term,
€ 32 million impairment was recognised (2009: atlthe reporting date in accordance with the intpamiinciple. As the
shareholders are private individuals, the auditengaged to audit the 2010 financial statements hasefficient

information to enable them to determine whethesé¢hkwan receivables are impaired; this has beermened on
accordingly in the auditor’s opinion.

Other than embedded derivatives, the Group only dedvative financial instruments relating to forda

exchange and option contracts for USD/EUR. Unlesigh accounting applies, these are held at fairevidlrough profit
or loss (2010: €262k, 2009: €239K).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010

(19) Inventories and prepayments for inventories

31/12/2010 31/12/2009
EUR '000
Raw materials, consumables and SUPPIIES .. e eeereeeeeeeeeeeeeiiesiisiiiinnns 21,551 19,937
WOPK IN PrOGIESS ...vvvvviiiiiiiieeieieeeseesmmmmm e s e e s e s ssssnt et sresaeeeeeeeaaaaeeeeees 33,357 29,891
Finished goods and merchandise ..., 18,276 21,978
10 ] 7= | PP PRPRP 73,184 71,806

Under inventories, provisions of €13,055k (20090496k) have been made to account for marketabibls
and slow-moving items. These provisions reduceageltems of inventory to carrying values in linéttwtheir fair
values (less costs to sell) of €14,396k (2009: E217).

Impairment losses of €86k (2009: €124k) recordegriar years have been reversed within materiabagps
following increases in net realisable value duth®reassessment of saleability of certain itenasthe disposal of other
items at higher values than their carrying valdewrite-down of inventories of €1,972k (2009: €288} was recognised
as an expense.

(20) Trade and other receivables and prepayments ifénventories

31/12/2010 31/12/2009
EUR '000
Trade accounts reCeivabIe...........uo i, 48,286 39,263
Prepayments for inventories 3,727 5,843
(@] 1 1T =TT =] £ SRR 1,895 2,624
L0 = | AP 53,908 47,730

The carrying values of trade accounts receivabtk @her receivables correspond to their fair maxkties.
Trade accounts receivable include amounts due fthen parent and indirect parent of the Group and raoke
interest-bearing; they usually have due dates keitv@® and 90 days. These receivables also incimdeirats relating to
construction contract revenue (€1,398k, 2009: €kh2

The other receivables are mainly for VAT & similax claims against various countries arising in ribemal
course of business.

Prepayments for inventories include €1,398k (2002;686k) relating to advances paid for construction
contracts (PoC).

If there is an indication that a receivable mayirbpaired, at the latest if it becomes over 180 dayerdue, the
possibility of impairment is reviewed by the fin@ycsales and legal departments. Provisions of & {2009: €958Kk)
have been made for individual doubtful debt riskthiw trade accounts receivable. The provision doubtful trade
accounts receivable has had the following movenduntisig the reporting period:

2010 2009
EUR '000
Opening balance JanUAry 1St ........cc...viceemmmeeeeeerereeeeeee e e e e e e e s s rrrreeraeaaeaee s 958 1,043
(@1 L= 110 ] £ E OO PPPTPPPPPRPT 219 123
RElEASE/ULIIISALION ... ...uueiiiiiiiieieeees e st e e e e e e e e e e e e e e e e ssesran e enneeeeeeeeees (1,065) (195)
Effects of foreign CurrenCy CONVEISION .......cccueuuiiiiiiiiiiiiiiiaiae e 29 (12)
Closing balance DeCemMDBEr 3LSL. . .uuuuiiiiiiiiieiee e e e 141 958

All expenses from impairment (or income from reegrsf impairment) of trade receivables is shownermnd
other operating expenses (or income.

The aging of financial instruments that are traclants receivable is as follows:

31/12/2010 31/12/2009
EUR '000
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NOT OVEITAUE:. ... .eeeiie ettt e s e e e e e e neres 38,607 29,633
Overdue:

—WIthIN 30 GAYS ...eeeeeeiiiiieieee e 6,565 5,241
—between 30 and 60 dAYS .........uueeeiiiiiicec e 806 2,067
—between 60 and 90 AYS ........uuuueeeeeesimmmmmme s e e e e a e 606 60
—between 90 and 180 dAYS ......uuueeeeeeees s vveeeeereeereeseeeaeaeasessaeannnnns 962 551
—after more than 180 daysS..........ooo oo eeeeeeei 840 1,713
10 ] 7= | PO PUPPPTRRRP 9,779 9,631
Net trade accounts receivable............oooooiiiiiiiiiiiiieeeee e 48,286 39,263

As at the balance sheet date, no evidence haditbestified to suggest that any of the accountsivatde that
were neither overdue nor impaired were doubtful.

(21) Cash and cash equivalents

The position cash and cash equivalents includds loalances, cheques, bank balances on currentrascand
short-term deposits, the original term of whicleiss than three months. These are valued at nonahs.

(22) Shareholders’ equity

The following reconciliation of movement in capithd reserves shows the changes in the individessi of
equity in the Group:

Additional Reserve for Consolidated
Share Paid in Translation Defined Benefit  Hedging Retained Shareholders’
Capital Capital Reserve Obligations Reserve Earnings Equity
EUR '000
As of 31.12.2008........... 36 9,920 (527) 3,662 —  (128,164)  (115,074)
Total recognised
income & expense....... — — 700 (2,688) (598) (9,005) (11,591)
As of 31.12.2000........... 36 9,920 173 974 (598)  (137,169)  (126,664)
Total recognised
income & expense....... — — (398) (2,670) 569 (22,033) (24,532)
As of 31.12.2010........... 36 9,920 (225) (1,695) (29)  (159,203)  (151,196)

The share capital shown is the nominal capitalhef parent company Heckler & Koch Beteiligungs GmbH.
Since it is a German limited company (“GmbH"), theébscribed capital is not divided into shares. fitvminal capital of
Heckler & Koch Beteiligungs GmbH is €80k. Underatarised equity sale and transfer agreement, déb®gmber 23,
2007, the parent company acquired 55.38% (par v@dde3k) of its own equity. The purchase price w&2,000k and
was based on an enterprise valuation from IVAS Gpibhited to the value of the proportion of thedrequity and
reserves determined from the interim statemennahtial position as at the acquisition date.

The additional paid in capital arises from addiéibcapital contributions from the shareholders.

The translation reserve comprises all foreign awyedifferences arising from the translation of flrancial
statements of foreign operations.

The reserve for defined benefit obligations congwithe cumulative actuarial gains and losses grisimthe
employee defined benefit obligation provisions, ofetax. The net decrease is due to actuarial $0e6€3,694k (2009:
€3,719k) net of €1,024k (2009: €1,031k) deferreesa

The hedging reserve comprises the cumulative gant losses arising on the recognition of fair value
movements on effective hedging instruments as défby IAS 39. In 2010 there was a gain of €788lI0R2&828k loss)
net of €218k (2009: €229k) deferred taxes.

The consolidated retained earnings/cumulative ossdude a reduction of €62,333k arising from ¢ffects of
the transition to IFRS on January 1, 2008, mainlg tb the valuation difference on the acquisitibireasury stock in
November 2007 described above. An additional rédnodf €2,857k arose from the difference betweequasition
prices and associated net assets for the commdrottmansactions involving the acquisition of SeihUSA, Inc., that
took place in April 2009, and Suhler Jagd- und 8gaffen Holding GmbH, that took place in May 2008t have been
shown as if they had taken place prior to the begmn of 2008. The consolidated retained earningsidative losses,
both currently and in the prior year, include neitprofits nor losses relating to construction cacts.
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Under the German limited liability companies acim(i@1G), the distributable dividend is determinedthg
retained earnings in the annual financial statemehteckler & Koch Beteiligungs GmbH drawn up gtardance with
the German commercial code (HGB), adjusted foragenhon-distributable items. The executive boardhef parent
company, Heckler & Koch Beteiligungs GmbH, will pase to the shareholders meeting to add the loghdoyear as at
December 31, 2010 to the cumulative losses.

(23) Provisions for pensions and similar employeeefined benefit obligations

The pension schemes at the foreign companies &redeontribution plans, while Heckler & Koch Gmlaiid
HK Sidearms GmbH have both defined benefit and neefi contribution plans. The defined benefit scherives
employees were most recently closed to new entiar2802.

Under theDefined Contribution Plans the company pays contributions to state or priyetesion schemes on
the basis of statutory or contractual obligation® a voluntary basis. Having paid the contribogiothe company has
no further obligations. The current contributiornypeents are shown as pension expense for the relgean; for the
Group, they amounted to a total of €3,254k (20(92%9k).

The Defined Benefit Plansare accounted for in the Group by setting up miowis for pensions, retirement and
death benefits determined by the Projected Unitdi€mglethod in accordance with IAS 19. Under thistineel, in
addition to the pensions and vested rights knowthatbalance sheet date, expected future incréagasnsions and
salaries, with realistic estimates of the demogdraphriables, are also taken into consideratiore Value is obtained
from an actuarial report calculated using biomedigtuarial assumptions (Prof. Dr. Klaus Heubeclkd82 G guideline
tables).

The main assumptions are:

Measurement at 31.12.2010 31.12.2009

DiISCOUNE FALE ....eveie ettt e et e e eenneas 4.65% 5.00%
Increase in entitlement of active pension expestant...........cccccoccvvveeeennne 0.00% 0.00%
FUtUure PeNSION INCIrEASE L8 . ...ci i o st etbeeteeeeeeeeeaaaaaaaaeeeesaaaaanns 2.00% 1.75%

Under the defined benefit schemes, on reachingdtiement age of 65, employees are entitled taefitsn
based on their length of service. The defined hesefiemes in operation before 1995 entitle memtwebenefits for the
first ten years’ service of 8% of the average mbn#alary for the final year, plus 0.25% for eaalditional year of
service. Together with the state pension, the comgeension entittement may not exceed 75% of theleyee's
average monthly gross salary for the final yeacrdases are no longer possible since these schenmedosed and
members’ entitlements remain fixed.

Under the defined benefit scheme from January 9518embers are entitled to benefits of a fixed pemyear
of service depending on the member’'s grade. Trevaet grade for active members is the grade oreméint. This
scheme was closed to new entrants on Novembei082, 2

Senior employees are also covered by the aboversshealthough some have individual pension agretsmen
within their contracts. In these cases, the le¥elntittements depends on the contractual agreement

The following amounts are recorded in the incorageshent with regard to defined benefit plans:

2010 2009

EUR '000
CUITENE SEIVICE COSES ...iiiiiiiittiiieee sttt e e e sttt eeeessanbbeeeeeessbbeeeeessaseeeeeessanbbneeeeesanns 313 277
LTS TS =34 1= 1S 2,457 2,700
Less expected return 0N SChEME ASSELS ... caauaeeceiiiiiieieee e (22) (24)
LI ] -1 =Y A=) o =T = 2,748 2,953

The current service costs are shown within oth@eages and the annual interest expense is showwim lie
interest result. Actuarial gains and losses aregeised in the statement of comprehensive incordeaken to reserves.

The changes in the present value of the gross defliand funded defined benefit obligations arebgvis:

2010 2009
EUR 000
Present value of obligations as at Jan. Lst.........ccccooeviiiiiiiiiiiiieeeeeee e e 48,897 44,998




(oL U =] g1 AT V(o1 o0 1) £ 313 277

LTS TS =3 0= 1S 2,457 2,700
Pension paymentS/UIlISAtION ...............ueeeemcreeeeeeeeeeeesies s e e e e e e e ee e e e s anannnes (2,866) (2,766)
Actuarial (QaINS)/ I0SSES .. ..cci i it i i e e e aaaa e 3,669 3,688
Present value of obligations as at DecC. 31LSt.......ccceeeeeiiiiiiiiiicceee e 52,960 48,897

The changes in the present value of the fundedgsdaats are as follows:

2010 2009

EUR 000

Fair market value of plan assets as at 01.01.........ccccccvviiiiiiiiiiieriee e 426 433
Expected return 0N SChEME @SSEtS.........ccevveeeeiie e e e e 21 24
Reclassification of credit note balance to advap@ag...................cccocecviviiiiie s ccceeeeeeee, (57) —
Actuarial QaiNS/(IOSSES) ......cciiiieceiiieeiet ettt et e e e e e e e s e e s s e s rr e e e e e aaeeae e e e e e e e nnnnnn (25) (31)
Fair market value of plan assets as at 31.12........ccccccuiiiieiiiiiiiiie e 366 426

The fair market value of the plan assets relatesset values from reinsurance policies. The eggdong-term
returns from these plan assets are calculated5xd%b (2009: 5.5%). These are based on the pasesttevel for long-
term retirement plans (for example life insuranoégies). The actual earnings from the plan asass€4k loss (2009:
€7k loss). Contributions of around €30k are exptdebe made in 2011.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(23) Provisions for pensions and similar employeeefined benefit obligations
The amount shown in the balance sheet for the Gsalgigation is derived as follows:

31.12.2010 31.12.2009 31.12.2008 01.01.2008

EUR '000
Present value of obligations covered by funds ancbi
covered by funds.........cccuueiiiiiii 52,960 48,897 44,998 44,995
Less fair market value of plan assets ......ccccmeeeeeeeeeenennn. (366) (426) (433) (276)
Present value of net obligations...........cccceeevvvvviviieeeeennnnn. 52,594 48,470 44,565 44,719
Actuarial losses not yet recognised...........cccceeeuuiriininnenn. — — — —
Net liability in the balance sheet..........cccccceeiiiiiiiiiiins 52,594 48,470 44,565 44,719
(24) Other current and non-current general liability provisions
The current and non-current general liability psiens are as follows:
31/12/2010 31/12/2009
EUR '000

Current provisSions & aCCruals ............coieeveeeeeeee e 7,522 5,206

NON-CUITENE PrOVISIONS ...uvviiiiieiieeeees s e e e e e eaeeaeeasassessnnneneensenseeeneeees 13,493 12,432

10 ] = | PP PRRRP 21,015 17,638

The provisions comprise:
Obligations
Personnel Warranty relating to Other
obligations obligations sales risks Total
EUR '000

Balance at 01.01.2010Q.........cccuvveveeiiiiiiieeee e 5,000 1,559 9,566 1,512 17,638
Exchange rate difference ..........ccccvvviceccecceeeeennn. 359 — 99 — 457
ULIlISALION ..oveeiiiiiicee e e 1,226 (488) (201) (702) (165)
REIEASE ...uvvvii ettt (112) — (902) (20) (1,035)
Creation .....ccccceeeviiiiiiiee e 1,339 1,894 453 433 4,120
Balance at 31.12.201Q 7,812 2,966 9,014 1,223 21,015

Provisions for the German early retirement schetAtefsteilzeit”) are included in the personnel igaitions.
These provisions take account of the additionatsctmsthe company during the early retirement phpasially offset by
the reduced pay taken by employees in this schamagdthe working phase. The value is based onagsociated
contractual obligations and is obtained from ad&iaeports, calculated using biometric actuarisguanptions (Prof.
Dr. Klaus Heubeck’s 2005 G guideline tables), disted at 5.5%. There are no material uncertaimtitsregard to the
value of these provisions. The early retiremenesoh agreements usually cover four years. In tis¢ fivo years the
provision is created; the outflows of economic bgs@ccur in the last two years.

The personnel obligations also include provisiamsléng-service anniversary benefits, similar odfigns and
termination. These personnel provisions are detexthbased on the associated contractual obligagindghe outflows
of economic benefits are generally expected witlhielve months, although the anniversary benefig6{&, 2009:
€523k) will be paid out over forty years. There acematerial uncertainties with regard to the valtithese provisions.

The provisions for warranties were recognised enhihisis of past experience with regard to the Ghaidity
for a warranty period of two years. Accordingly thatflows of economic benefits are expected witho years. There
are no material uncertainties with regard to tHeevaf these provisions.

Provisions relating to sales obligations includevisions for offset obligations, late delivery phigs, costs to
complete and price-audits on certain projects. & lpgsvisions have been recognised in line withptedability of their
incidence, based on the associated contractuajatigins and the current status and the outflowscohomic benefits
are generally expected within twelve months, witfiset compensation payments falling due after ufetoyears. There
are no material uncertainties with regard to thee/af these provisions.
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The other provisions relate mainly to litigatiosks, recognised in line with the probability of ithecidence.
The outcome of the litigation depends on the assedilegal proceedings and accordingly these pomgsare based on
particular uncertainties. The outflows of econotmnefits are generally expected within twelve menth

The effects of accretion and changes in discouesraere material for the valuations of certain-narrent
general liability provisions. The financial resuttcludes €1,161k (2009: €0k) net income due to alisting and
accreting these other non-current provisions, ket a reduction in the value recognised for thgrsgisions.

(25) Current and non-current financial liabilities

The Group does not have any bank overdrafts orsloiirhas two main financial liabilities: a PIK loand a
high yield bond.

The PIK loan for an original amount of €100 millieras issued by the parent company in 2006, withrést
charged at the EURIBOR rate + 8%, and since Sepme2®09 at the EURIBOR rate +10%, and maturing pnil/2013.
HKB acquired participations in this PIK loan andsthese assets with the corresponding liabilitieterest due can
either be paid on a quarterly basis or added tdahe; the company has regularly availed itseltha latter option.
Accordingly the net loan liability increased to 81614k (2009: €149,073k). The net accrued intese€8,931k (2009:
€ 3,514K) is recognised within the other liabiktie

The shares in HK Holding, Inc., the parent compafiyHeckler & Koch GmbH, have been provided as
collateral to secure Heckler & Koch Beteiligungs ig#'s liabilities arising from the PIK loan. Througthe
consolidation, these shares, which are carried®2tnflllion in the separate financial statements, r@ot included in the
consolidated statement of financial position; iadtethey are replaced by the assets and liabilitiebe consolidated
entity.

The PIK loan agreement contains rules on the uséfiends and sets down half-year reporting oblmyadi A
breach of the PIK loan conditions (“default”) eredbkhe lenders to have the administrative agentilMieynch issue a
formal notice of default requiring the fulfilment the obligations. If the default is not remediedhin 30 days of this
notice, the administrative agent can declare antesfedefault so that the loan can be accelerateldnaade immediately
due and payable.

In 2009, Merrill Lynch issued a series of formaltines of default to the borrower, Heckler & Koch
Beteiligungs GmbH, based on breaches of the PIK tmanditions. In two instances, the borrower remédhe breaches,
which were based solely on defaults in respecinuih; in two other cases, it submitted writtendarice that no breach
of the PIK loan conditions had taken place. The Ri#&h agreement expressly states that, if the tiondiare breached,
the administrative agent can declare an event fafutteand make the loan immediately due and payafieno time
whatsoever did Merrill Lynch declare an event ofadé.

On November 18, 2009, a group of PIK lenders (tkelge funds CMF Cayman Ltd., Redwood Master
Fund Ltd., Stark Master Fund Ltd., D.E.Shaw LamiRartfolios, L.L.C.) and loan agent Merrill Lynchrdught an
action against Heckler & Koch Beteiligungs GmbHdrefthe New York State Supreme Court. They acctkedkler &
Koch Beteiligungs GmbH of having breached varioosditions and obligations under the loan agreerméMarch 23,
2006 for €100 million. On February 3, 2010, thepditened the complaint with an action against Hedl&och
Beteiligungs GmbH’s shareholders for money hadrandived.

The action and broadened action qualify as actiona declaratory judgment under German law. Tlaénfffs
asked for a court ruling that HKB was in breachtlid PIK loan conditions and in breach of contrawd hat the
situation had not been remedied. The court wasasdked to rule that Merrill Lynch, as the admiritre agent under
the PIK loan agreement, follow the instructiondhe PIK lenders and declare an event of defaulhed”IK loan could
be made due and payable as soon as possible. lalsasrequested, in the broadened action, that HiKB its
shareholders, Heeschen and Halsey, immediately thpaamounts owed to the plaintiffs, i.e. the R#Kders, including
the cost of legal advice incurred in conjunctioth#iKB'’s alleged breaches of contract.

HKB finds the allegations unfounded and rejectsth&irkland & Ellis, attorneys for the defendanited a
motion to dismiss with the New York Supreme CourtMarch 12, 2010 with the following reasoning:

There is no cause of action, as there is no evieagfault. Such would be, according to the PIK legneement,
a mandatory condition to making the loan immedjatkle and payable. In addition, an event of defealt, under the
PIK loan agreement, only be declared by the adinatige agent (Merrill Lynch). If the administraévagent manifestly
does not carry out the lenders’ instructions tolatecan event of default, the lenders can bringeétion against the
administrative agent, but not the borrower; in agim the defendant is not the proper party witpeesto the plaintiff's
claim.
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On April 13, 2010, the claim was heard by the Neavk'Supreme Court in the presence of the attorfamythe
plaintiffs and the defendant.

As expected, the claim was rejected in August 288 hadmissible.

The high yield bond for €120 million was issueddmpsidiary Heckler & Koch GmbH in 2004 at a fixeder of
interest of 9.25%, and matures in July 2011. Thiscbis carried at its amortised cost of €119,2@000: €117,851k).
The €5,118k (2009: €5,118k) in accrued interesté®gnised within the other liabilities.

As security for Heckler & Koch GmbH'’s liabilitiesnder the Bond Indenture, the subsidiaries of Hedkle
Koch GmbH have entered into Supplemental Indentares Abstract Acknowledgements of Indebtedness ranct
provided Subsidiary Guarantees. Heckler & Koch Gniid also issued a €30 million Note Proceeds LoaitstUS
subsidiary Heckler & Koch Defense Inc. and has @@ security interest in its rights under thighte Bank of New
York as trustee under the Indenture. In additioi Holding, Inc., the sole owner of Heckler & KochmBH, has
granted first ranking pledges over all present futare shares in Heckler & Koch GmbH as securitytfe obligations
under the Indenture.

The bond for €120 million matures in July 2011. Feinancing purposes, Heckler & Koch GmbH engaged

Close Brothers Seydler Bank AG (CBSB), Frankfurt &hain, to prepare the issue of a new corporate bdind
company intends to repay part of the existing bfioch its own funds. The new bond is intended topksced for a
reduced total of €100 million with a term of betwefive and seven years and offered to institutianakstors in
Germany and the rest of Europe as well as, prob&@#yman private investors. Given the sound fundaahelata and
the company’s recent positive trend in businessedkas the favourable market environment at pregka management

is confident that the bond can be placed succégskinding the existing bond by issuing a new He@porate bond is

a cornerstone of the future financial structurepafent company Heckler & Koch Beteiligungs GmbH @)Kwhich
gives its unreserved support; although other optioncluding the early repayment of HKB’s PIK loaare being
explored.

Considering the favourable market environment attiime, Citibank was engaged for the issue of & lyigld
bond, with which both the soon to mature HKO bond the PIK loan maturing in April 2013 could beimahced early.
The feasibility of this option will depend on theceptiveness of the market and the conditions.

The credit facilities for the Heckler & Koch Growge only for the issue by banks of advance payroent
performance guarantees, including bid bonds. THeevaf guarantees currently outstanding is not gaised in the
balance sheet. As of December 31, 2010 we hadah @abt€17.3 million such guarantees outstandingnmared to
€19.2 million as of December 31, 2009. As a requést for the provision and maintenance of these aimer
forward-cover and guarantee lines, our guaranteeighers require us to maintain a varying level epdsits with them
as security. As at December 31, 2010 we had €1Blimsuch security deposits (2009: €19.0 millipthese pledged
security deposits are included in cash and casivaguts.

As mentioned in Note 17, the Group acquired ceréaisets on finance leases, in particular compeateess.
The finance lease liabilities are payable as fadlow

Present Present
Future value of Future value of
minimum minimum minimum minimum
lease lease lease lease
payments Interest payments  payments Interest payments
2010 2010 2010 2009 2009 2009
EUR '000
Less than one year .........cccccvvvieiieeeeeeeeeennenn. — — — 87 2 86
Between one and five years ................ccuu.ee — — — — — —
More than five years ...........ooooiiiiicceeee e, — — — — — —
Total finance lease liabilities..............cccceeel — — — 87 2 86

(26) Trade and other payables

Trade and other payables include outstanding iiedsil from trade and operating costs, together \wvitBrest
payable on the bond. Of these, €111k (2009: €18k }hown within non-current liabilities since theg not due within
twelve months.

31/12/2010 31/12/2009
EUR 000
Trade PaYabIES .......cooi i e e e e e e e ———————————— 26,317 22,047



INterest Payable ... 9,069 8,652
Other PaYabIes ..o 5,761 7,022

TOMAL et 41,146 37,722

The carrying value of the trade payables correspapgproximately to their fair market value.
With the exception of normal trading ownership néiten clauses, the trade and other payables argecoted.
(27) Advanced and stage payments received

Advanced and stage payments received comprise paymexeived from customers in advance of the dsfiv
of the associated products or services. The advandestage payments include amounts relating t@rembs for
construction contracts (€708k, 2009: €1,480Kk).

Other disclosures
(28) Financial risk management
Currency risk

The Group is exposed to currency risk on salespamchases that are denominated in a currency tiharthe
respective functional currencies of Group entitigsmarily the euro (EUR), but also US dollars (US&nhd Sterling
(GBP). The majority of both our costs and our salesin euro, so we only have foreign exchangestetion exposure
for those sales in currencies different to the eissed costs. Group policy is to cover a proportbhe expected USD
(%) income and the associated foreign exchangedcdion exposure with hedging transactions. As etehber 31,
2010 we had forward cover contracts for a toté1m.

Group policy is not to speculate with loans or d#soin foreign currencies. Financing and invesiiithin the
Group usually take place in the appropriate fumzticcurrency and any financial instruments are lgui@ operating
purposes. Contrary to Group policy, Heckler & Kdgateiligungs GmbH granted loans in foreign currefdgD) in
2007. Apart from one, all of these loans were @ p@i2008 without any loss. The remaining loan Wwakl in 2009 and
2010 at a fair value of nil, as it had become uectible in the meantime. In future, no new loamgdreign currency,
with corresponding foreign currency risk, will beagted at Group level either; instead, the ger@ralip policy shall be
followed.

Seven subsidiaries of Heckler & Koch Beteiligungsli are outside the Euro zone. Since the Hecklgo&h
Beteiligungs Group reporting currency is the edhe, income and expenses of these subsidiariesoareited to euro
for consolidation. Changes in average foreign emghaconversion rates compared with prior perioastbarefore have
an effect on the consolidated results.

In addition, through these subsidiaries the Groap #&ssets and liabilities in local currencies detshe Euro
zone. The conversion of these positions to euatsis affected by fluctuations in foreign exchangewersion rates. The
change in valuation of these positions is refledteithe Group reserves.

The rates used for the consolidation are showherfdllowing table:

Rate on Rate on Rate on Average Average
balance balance balance exchange exchange
sheet date sheet date sheet date rate rate
Currency Abbr. 31.12.2010 31.12.2009 31.12.2008 2010 2009
US Dollar (USA) ....uuvvieiiieieieiiieieeeeeeamn, usD 1.3362 1.4406 1.3917 1.3282 1.3947
Pound (United Kingdom)...................... GBP 0.8608 0.8881 0.9525  0.8590  0.8919
SWISS Francs ........cccceeeeeeieieeeeeeeeevieeens CHF 1.2504 1.4836 1.4850 1.3790 1.5102

In order to quantify the possible effects of foregxchange rate fluctuations on the Group EBITDsles and
equity, a sensitivity analysis has been carried out

If the US dollar had been 10% weaker against thie eampared to the rates used for the 2010 corsalitl
(i.e. had been an average of €1 = $1.4610 and tao$1 = $1.4698), then 2010 sales would have laggamoximately
€4.0 million lower, EBITDA would have been approstaly €1.5 million lower and equity and reservesuldohave
been approximately €3.6 million lower.
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If the pound sterling had been 10% weaker against éuro compared to the rates used for the 2010
consolidation, (i.e. had been an average of €1.842® and a spot of €1 = £0.9468), then 2010 sabedd have been
approximately €1.4 million lower, EBITDA would haveen approximately €0.5 million lower and equitg aeserves
would have been approximately €0.1 million higher.

Interest rate risk

Interest rate risk is the risk that the fair vahrethe future cash flows of a financial instrumemy change
depending on market interest rates. The Groupwasrterest-bearing liabilities: (i) a €120 millidtond which matures
in July 2011 and has a fixed interest rate of 9.28%d (ii) a PIK loan for €100 million plus accruederest, which
matures in April 2013 and is subject to interesthet EURIBOR rate plus a 10% spread. The fair valuthe bond is
dependent on market interest rates but the retazskl flows are fixed.

For the PIK loan, the amount repayable upon matdepends on changes in market interest ratesadvence
payment guarantees or performance bonds, whichanlts provide to our customers, are not intereatibg.

If the EURIBOR rate on the four dates when the Rit€rest rate was fixed in 2009 were 1 percentaget p
higher than the interest rates used in 2010 (Jgrfuam 0.685% to 1.685%; April from 0.642% to 1.842July from
0.827% to 1.827% and October from 0.982% to 1.982%)enue and EBITDA would have remained the santt a
equity and the reserves would have been aboutrgillién lower. The difference affects interest imee and expenses
only, as no material tax effect is expected becat@ilee limit on deductibility of interest for tavalculation rules.

If the EURIBOR rate on the four dates when the Ritérest rate was fixed in 2009 were a maximum of
1 percentage point lower than the interest rates urs 2009 (January from 0.685% to 0%; April from342% to 0%;
July from 0.827% to 0% and October from 0.982% %) Orevenue and EBITDA would have remained the sante
equity and the reserves would have been about &1llign higher. The difference affects interestome and expenses
only, as no material tax effect is expected becafitiee limit on deductibility of interest for tavalculation rules.

In December 2010, Close Brothers Seydler Bank AG e&rajaged to prepare the issue of a new corpooatt b
for €100 million, which would be added along witietcash funds to repay the current bond. The fgngnocess is
expected to be completed by the end of the secoardar of 2011.

As the interest rate for this financing is not fixat present, this increases the Heckler & Kochu@sexposure
to interest rate risks. However the interest ratexpected to be less than 9.25% and therefor@Hassfor the current
bond. The optional high yield bond—total refinarcireferred to in Note 25 also includes an interat risk, yet here
too, expectations are that the overall intereseagp will be lower than with the present financitrigicture. At any rate,
the long-term clarity on financing conditions wilhve a positive effect.

Commodity risk

Because our purchases of commodities in terms ahtifies purchased are relatively small, our exposa
commodity risk is limited.

Credit risk

Credit risk is the risk of financial loss to thedBp if a customer or counter-party to a finanaiestiument fails
to meet its contractual obligations. Credit riskifie operating Sub-Group arises principally frora trade receivables
and, in HKB, from loan and interest receivables.

Trade accounts receivable

Because the vast majority of our customers areréédstate or local governmental agencies of NADOntries,
our exposure to credit risk is limited. However tieeent worldwide financial and economic crisis &ne consequent
increased sovereign budget deficits are likelyublpng-term pressure on defence budgets in martlgeotountries we
deliver to, leading to increased credit risk fortae customers. Rating agencies have reduced &t catings for some
countries, but the Group does not have accounésvaae from less credit-worthy countries.

Our goods are sold subject to retention of titlusks so that in the event of non-payment the Grayphave a
secured claim. Where management is of the opirfian the risk is not sufficiently secured by theergion of title
clauses, we require letters of credit or prepaymente Group has internal credit management presdssreview and
manage overdue positions and if necessary stdpefudeliveries or initiate legal action.
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In addition, provisions are held for doubtful debthe maximum risk is the value shown as trade @utso
receivable in the balance sheet. The book valu&sdé accounts receivable analysed accordingeio dging, together
with the associated provisions, are shown in N6teRisk concentrations arise for financial instrumseof a similar
nature, which react similarly to economic and ottlesinges. Risk concentrations are determined pertexparty, with
all of a country’s authorities being treated as ooanterparty. The largest risk concentration fadé receivables and
other assets as at December, 31, 2010 is €18ibmillved by one counterparty, €0.2 million of whistpast due.

Some of our customers cover the risk of potentahage arising from a breach of production or dejiterms
on our part through advance payment guaranteepenformance bonds.

Loan and interest receivables

Some of the loans are impaired; see Note 18. Tsle axposure is limited to the carrying amount ashat
reporting date. Risk concentrations arise for foiahninstruments of a similar nature, which reantisrly to economic
and other changes. Risk concentrations are detedmper counterparty. The largest risk concentratanloan and
interest receivables as at December 31, 2010 %r8ilion owed by one counterparty.

Cash and cash equivalents

Cash and cash equivalents include cash balancegques, bank balances on current accounts and tehirt-
deposits. The Heckler & Koch Beteiligungs Grougxposed to credit risks if the banks holding oysatéts default on
their obligations. To minimise this risk, the bark® selected with care and the majority of theoditp are with a
German bank which is partially owned by the StdtBaren-Wirttemberg and participates in a depesiusty reserve.
The risk exposure is limited to the carrying amoasat the reporting date.

Liquidity risk

Liquidity risk is the risk that the Group will ndte able to meet its financial obligations as thely due. The
target of the Group’s approach to managing liquiditto ensure that there will always be sufficikguidity to meet its
liabilities when due, under both normal and strésgenditions, without incurring unacceptable lossessking damage
to the Group’s reputation.

The Heckler & Koch GmbH Sub-Group mainly generatash through its operating activities and this is
primarily used to finance capital expenditure amatking capital. In 2004 additional financing wagaibed through the
issue of fixed rate Notes, the proceeds of whichewmainly used to (1) repay shareholder loans,(andartially finance
the purchase of minority interests. The bond wae attended to (3) pre-fund an expansion in the kifyever the
anticipated contract was not awarded so that thigat@xpenditure was not required, leaving a sigaint cash balance.

At present the Heckler & Koch Group does not hawe @edit lines set up other than for the issudagks of
advance payment or performance guarantees, howevbelieve that the current cash position is mbama tsufficient to
meet liquidity requirements until the maturity detNotes in July 2011. The requirement that theddm refinanced in
July 2011 presents the greatest liquidity risktfoe Group at present. As explained in Note 25, @ddnber 2010 the
Close Brothers Seydler Bank was given a mandapeepare the issue of a new bond, expected to b&1f@d million.
Based on a study of the market, the receptivityeappto be good. This process is expected to beletarby the end of
the second quarter of 2011.

In November 2010, Standard & Poor’'s downgradedréitieg for Heckler & Koch GmbH from B- negative to
CCC+ negative; in December 2010, Moody’s also attehe rating from B2 to B3 They cited the inconglefinancing
for the €120 million bond falling due in July 204% the main reason. For the same reason, StandBab&s further
downgraded the rating to CCC- in February 2011 ianMarch 2011 Moody’s downgraded the company’sniatio
Caal. Although a downgrade is detrimental to thedimns of the funding sought by the Group, wendb see this as a
threat to obtaining follow-up financing. The compaxpects that when the funding is complete, Stah&aPoor’s and
Moody'’s will upgrade the company’s rating.

Heckler & Koch Beteiligungs GmbH’s €100 million Plk¥an, on the books since April 2006, plus accrued
interest over the entire term of the loan, muspaiel by April 7, 2013. The ability to repay the toand accrued interest
(€167 million as at December 31, 2010) using thamany’s interest-bearing assets is limited to allspnaportion, the
earnings power and financial strength of the Grang therefore the defence division will be requiesdwell. As
reported in Note 25, the premature repayment oPileloan and its funding through a high yield basén option.

The following table shows the timing of contractpalyments due for financial instruments that amoants
payable, capital leases, loan interest, loan repaysror derivatives.
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Derivative

Trade financial
payables liabilities Other Total
EUR '000

Balance at 31.12.2010

BOOK VAIUE ... et 26,317 40 291,560 317,917
Related PAYMENTS.....covviiiiee e eeeeree e 26,415 40 346,267 372,722
Payments due:

—WIithin 0NE MONEN c..ccieei e 17,467 6 5,551 23,024
—between one and three MONthS...........ocueeviiiiiiiiiiiiie e, 7,061 34 — 7,095
—between three & twelve months.............ceveeien e, 1,887 — 125,606 127,492

—between one and five years — — 215,111 215,111
—after more than five years ... — — — —

Variances between book value and related paymeists @here certain non-current liabilities, in partar the
bond, are held at their amortised costs. Additionfdrmation on financial liabilities is given indte 25. The PIK loan
agreement contains rules on the usage of fundssetsdout half-year reporting obligations. A brea€tihe PIK loan
conditions (“default”) enables the lender to hadenaistrative agent Merrill Lynch issue a formaltice of default. If
the default is not remedied within 30 days aftefagothereof, the loan can be accelerated and mamediately due and
payable. This concerns €167,045k in principal andrest; the expected payments of €215,000k irtahke above are
presented as falling due between one and five yddesse are determined using an average interesofd 1.1%, and
assume no premature interest payments.

Capital management

The policy of the Executive Directors of the HeeldeKoch GmbH Sub-Group is to maintain strong cabit
base in order to ensure investor, creditor and etar&nfidence is sustained and thereby to faalitaid support future
business development. To achieve this policy, itesessary to maintain a strong credit rating aralthy capital ratios.
The rating downgrades from Standard & Poor’s inrkaty 2011 to CCC- and from Moody’s in March 20610aal are
due to the fact that refinancing for the bond hatsyet been finalised. The company expects thalihegrating agencies
will upgrade the rating once refinancing has béealised.

The Group aims to have a simple corporate and alagitucture and does not have any off balancetshee
financing. In the normal course of business, penforce and advance payment guarantees are issaeddostomers by
banks and insurers on our behalf (see Note 25uspolicy requires that the return be determingdafblarge contract
bid decisions.

Debt financing is largely long-term in nature bethgough the €120 million Heckler & Koch GmbH boadd
the €100 million PIK loan taken out by Heckler & ¢toBeteiligungs GmbH. There is also the interestwed on the
PIK loan, amounting to €72.2 million as at the @fidhe reporting period. Based on the contract@dindion, this is
recognised as €68.1 million loan principal and €dillion interest payable. In addition, PIK loanrpeipations were
purchased in January 2008 and May 2010. This redtioe net liability by €5.1 million (2009: €2.0 tioh) and,
accordingly, also the net interest expense forltas.

The aim of HKB's financial management is to sernigiire interest payments and the repayment otjpat to
schedule. According to the terms of the corporaiadh the Heckler & Koch GmbH Sub-Group may onlytritisite
dividends to HKB under very limited conditions. dmder to reduce interest expenses, it is intendegtdrganise the
financial structure at the individual company leaslwell as at Group level. All funding options aeng examined. In
order to benefit from the low interest rate levelpeesent, the full or partial premature repaymaithe PIK loan is
conceivable.

Dividends to shareholders are restricted undetethes of the PIK loan; together with certain ottransactions,
they are classed as “Restricted Payments”. The lativeitotal of such payments is limited to:

* €35m

* plus the cash inflow from the disposal of certairHKB’s assets that were recognised as at DeceBihe
2005.

» plus payments received in relation to HKB’s Iagaceivables and similar assets that were recogmisext
December 31, 2005.
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» plus payments received in relation to loans amdla investments, which were made in accordanith w
this clause.

Neither the parent company nor any of its subsiekagire subject to externally imposed capital nexmpénts.

The Group’s capital structure is as follows:

2010 2009
EUR 000
o [V OO PR PPRSPPR (151,196) (126,664)
as a percentage of total fINANCING.........cccciiiiii e -53% -43%

Long-term liabilities
Short-term liabilities

369,807 349,783
65,725 73,285

= o] PP PRPRURRPPSRR 435,532 423,068
as a percentage of total fiNANCING.........cccciiiiiii e 153% 143%
Total equity & lIaDIlIIES ......cooei e 284,337 296,403

(29) Additional disclosures on financial instrumeng

This note provides an overview of the significanédinancial instruments and provides additiondbrmation
on the balance sheet positions containing finanmesatuments.

The following table shows the book values (BV) &aid values (FV) of the financial assets:

Trade Derivative Other
Cash and accounts financial financial
equivalents receivable Securities instruments instruments
BV FV BV FV BV FV BV FV BV FV

EUR '000

Balance at 31.12.2010
Cash & equivalents ............... 55,893 55,893 — — — — — — — —
Loans & receivables... — — 48,286 48,286 — — — — 19,651 19,651
Held to maturity .......... — — — — 933 933 — — — —
Held for trading....
Available for sale .................. — — — — — — — — — —
Held at fair value through

profit or loSs ........cccceeeeee. — — — — — — 262 262 — —

Total financial assets.......... 55,893 55,893 48,286 48,286 933 933 262 262 19,651 19,651

Balance at 31.12.2009
Cash & equivalents ............... — — — —
Loans & receivables... 39,263 39,263 — — — — 47,152 47,152
Held to maturity ..........ccc...... — — — — 612 612 — — — —
Held for trading.......c..cccvveee.. — — — — — — — — — —
Available for sale .................. — — — — — — — — — —
Held at fair value through

profit or loss .........ccoceueee. — — — — — — 239 239 — —

Total financial assets.......... 52,502 52,502 39,263 39,263 612 612 239 239 47,152 47,152

The fair values of loans and accounts receivabibelieved to be equal to the book values. Thisami due to
the short terms of these instruments. The finanegfuments held to maturity are participationgunds by which there
is not material variance between book and fair ealtOther financial instruments” are mainly loandaimterest
receivables. During the reporting period there wereeclassifications of financial assets or trarsbf financial assets
that did not qualify for derecognition.

The following table shows the book values (BV) &aid values (FV) of financial liabilities:

Other financial
Trade payables Finance lease liabilities Derivative liabilities liabilities

BV FV BV FV BV FV BV FV
EUR '000

Balance at 31.12.2010
Held at amortised cost.............. 26,317 26,317 — — — — 291,560 284,739
Held for trading..........cccovveeennnns — — — — — — — —

Held at fair value — — — — 40 40 — —
Financial liabilities ................... 26,317 26,317 — — 40 40 291,560 284,739
Balance at 31.12.2009

Held at amortised cost................ 22,047 22,047 86 86 — — 276,936 277,313
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Held for trading..........cccoveeeennnns — — —_ — — — — _
Held at fair value........................ — — — — 828 828 — —

Financial liabilities ................... 22,047 22,047 86 86 828 828 276,936 277,313

The other financial liabilities mainly relate tcetPIK loan, the bond and the interest liability floese.

During 2009, Heckler & Koch GmbH entered into alcélew forward cover hedging arrangement for a éarg
purchase contract with USD cash flows during 200942 The derivative is recognised at its fair vadsedetermined by
the partner bank (€40k, 2009: €828k). The deriweaisva perfect hedge since it enables the paynemsitch the related
EUR receipts, so changes in fair value are recegnia other comprehensive income (€788k income92@828k
expense).

The table below analyses financial instrumentsiedvrat fair value, by valuation method. The diffaréevels
have been defined as follows:

» Level 1: quoted prices (unadjusted) in active kats for identical assets or liabilities

« Level 2: inputs other than quoted prices includétthin Level 1 that are observable for the assdiability,
either directly (i.e. as prices) or indirectly (iderived from prices)

» Level 3: inputs for the asset or liability thaeanot based on observable market data (unobserirghits)

31.12.2010 Level 1 Level 2 Level 3
EUR '000

Derivative financial aSSEtS ........ccoiuuiieeeieieeeeee e — 262 —

Derivative financial labilitieS..........cooieeeviviiiiieiee e, — 40 —

31.12.2009 Level 1 Level 2 Level 3
EUR '000

Derivative financial aSSEtS .........ccvuuiiiiiieeieeiiiiee e — 239 —

Derivative financial liabilities............oocceeveviiiiiiiiieee e, — 828 —

The financial instruments recognised at fair vafuaccordance with the valuation technique at I8vebmprise
embedded derivatives in the loan contracts. Becadisenpairments to the underlying contracts, thesebedded
derivatives have been recognised as nil since 2008.

Net income/(expenses) due to financial instruments:

2010 2009
EUR 000
Financial assets held for trading ..........commmeeeeeeeeei e e e — —
Financial assets held to Maturity......... oo — —
Loans and receivables and financial liabilitiesdhall coSt ..., (30,786) (5,613)
Held at fair VAU ...t 42 (946)

The net income/(expense) from loans and receivadhes financial liabilities held at cost include haoge
gains and losses, impairments and reversals ofiquevimpairments. The net income/(expense) fronarfaial
instruments held at fair value (derivatives) redate the recognition of (1) the valuation changesférward contracts to
hedge USD cash flows (2010: €277k income; 20097&&Xpense), and (2) losses on the valuation abepto hedge
USD cash flows in 2010 (€235k; 2009: €49k).

The total interest income and expenses relatinfingmcial assets and liabilities not held at faitue through
profit and loss are as follows:

2010 2009
EUR 000

INEEIESE INCOME ...eiiiiiiiiiiiie e e s e s 5,202 4,875

Accretion of non-current llabilities.........ccveveeiiviiiiiiie e, (4,131) (3,923)

Other INtEreSt EXPENSES ....uvvvirireeeeeesimmcmmms s e e e e s s ssssntesbeeareeerereeereeeaeeeeaeanannnns (28,324) (26,632)
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(30) Cash flow statement

The Group cash flow shows the cash inflows andl@utf leading to the change in cash and cash equntsal
during the year. Cash and cash equivalents inatadb balances, cheques, bank balances on curentras and short-
term deposits. As required by IAS 7, cash flowsaaralysed between operating, investing and fingnaativities.

Cash flows from investing and financing activita® determined directly while those from operattvities
are calculated indirectly from the net results. Thanges in balance sheet positions used in theeatcalculation are
adjusted to exclude the effects of foreign excharage variances and changes in the companies ddatgal into the
Group. The changes in the balance sheet positlomsrsin the cash flow are therefore different te #uro changes in
the Group balance sheet.

Interest received is classified as a cash flow Wumvesting activities. Interest paid and paymemtating to
finance leases are shown as cash flows due tociimguactivities. In order to make this informationre useful to users,
the quarterly reclassification of interest payaiol® loans payable is presented for the PIK loarnterest payments
through receipt of additional loans, even thougthia particular case the interest is offset.

(31) Segment reporting

The organisation and reporting structure of thekiea Koch Beteiligungs Group is marked by its idion
into two lines of business: the Heckler & Koch Gmigdfence Sub-Group and the other investment &aetvibf
Heckler & Koch Beteiligungs GmbH.

The Heckler & Koch Sub-Group is organised around (prior to the acquisition of HKS: five) operating
companies, four of which serve defence and lawreafaent sectors, whilst the fifth (HKI) serves U@land local law
enforcement sectors and the sixth (HKS) servesGheman civilian market in addition to serving oth@&roup
companies. Correspondingly, the segments analyseitha site locations in Germany, split into Defeand Civil, Great
Britain, France and the United States, with thedl® split into Civil and Defense. Since these canips are each legal
entities, the figures shown for each segment arevditues for the companies as included in the He&lKoch Group’s
consolidated figures.

The activities in reporting segment Site Locatioar@any—Defence relate to the design, manufactuce an
distribution of defence and security products tbgetwith the provision of associated services. Fhe location
Germany—Defence mainly supplies to Group compamied to NATO members and allies in which no Group
subsidiaries are located. Site Location Germany-ebed# also has construction contract revenue, see@No

The newly acquired reporting segment “Germany—Cidbsembles pistols for the reporting segments
“Germany—Defence” and “USA—civil” and has sales agiidtribution activities for civil and security piacts in
Germany. The reporting segment “USA—civil” has sadmd distribution activities for civil and secyrjtroducts and
provides related services in the US. The othernteppsegments all have sales and distributiorviiets for defence and
security products and provide related services. Sites located in the USA and France supply toetlwmaintries. The
site located in Great Britain sells primarily teetbinited Kingdom, the British Commonwealth of Nasocand also to
certain other NATO allies.

The “Other holding activities” reporting segmentiates to Heckler & Koch Beteiligungs GmbH and its
investments and holdings outside the Heckler & K&chbH Sub-Group. These include the granting of $oand
making of other long and short-term financial irntwesnts. As this reporting segment contains sevaralpanies, the
figures reflect the amounts recognised for indigidtcompanies in the consolidated financial stateémas well as certain
consolidation adjustments within the segment.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
FOR THE YEAR 2010
(31) Segment reporting (Continued)

Operating segments

Germany— Germany— USA— Other Holding Total pre- Consolidation
Defence Civil USA—Civil Defense Great Britain France Activities consolidation transactions HKB Group
Segment 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009
EUR '000

Net external revenues. 138,81915,319 738 — 14,894 20,690 26,255 24,099 57,268 3534, 9,272 10,088 — — 247,244 234,748 — — 247,244 4B
Inter-segment revenue........ 73,324 188, 13,533 — 705 165 299 562 257 945 — — — — 88,11969,808 (88,119) (69,808) — —
Depreciation and amortisation..... (8,847)  (9,351) (3) —  (248) (242) (213) (221) (104) (112) (11) Y10  (980) (168) (10,407) (10,105) 10 10 (10,397) (Q98)
Interest income........ccocovveirinnne, 2,464 1,519 0 — 5 195 3 7 3 4 22 27 4,931 4,306 7,427 5%,0 (758) (1,184) 6,669 4,875
INterest eXPENSE .......cccvvvvereevnnns (18)60 (15,504) (6) — — (74)  (500)  (519) 1) — (14) — 17(090) (15,656) (33,215) (31,753) 759 1,197 (39)45(30,556)
Share of profit of associates (at

equity) ...... . — — — — — — — — — — — — — — — — — — — —
Tax on income..... .. (10,p64 (4,972) (416) — 221 (638) 2 (4) (1,675) (1,720) 289 (210) 955  (3,713) (11,766) (11,257) 2,552 274(9,214) (10,983)
Profit/(loss) after tax ................. 28,664 18,633 1,141 — (355 1,100 6,663 (1,092) 4,283 66,3 569 401 (34,756)  (5,816) 6,209 17,591 (28,24316,596) (22,033)  (9,005)
Other material non-cash items
—Impairment of assets ............... (124) (500) — — (45)  (108) (19) (585)  (181) @) @ (12) (3376 (6,078) (33,537)  (7,286) — —  (33,537) (7,286)
—Impairment losses reversed ..... — 26 — — 25 — 5 — 76 124 — — 1,374 655 1,480 805 — — 1,480 805

Non-current assets other than
financial instruments and
deferred tax assets ................. 148,503 3™B, 38 — 1,615 1,724 1,550 1,489 206 270 29 39 74), (90,676) 60,200 61,219 17,200 17,227 77,400 ,4483

Investments in associates ..... — — — —_ = — — — — — — — — — — — —

Capital Expenditure (Capex) (8,403) (8)306 (33) — (5) — 172) (81) (31) (79) 1) (14) ) 1M1 (8,646) (8,491) — 379 (8,646) (8,112)

Reportable segment liabilities ..... 250,276 2486,9 7,062 — 12,887 6,410 28,429 34,820 5,443 13,189 1,460 1,821 180,108 170,186 485,664 472,396 (50,13@9,329) 435,532 423,068

The above table shows the revenues and resultthtrgeith the assets and liabilities of the indivadl Group segments. With the exception of salem fbmth German
segments to the other segments, trading betweedliffeeent segments is only slight. The trade fefathips between segments have been consolidatade Between the segments
is conducted at ‘arm’s-length’ prices, as wouldéndeen agreed with informed and willing partiesiolg the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR 2010
(31) Segment reporting
Geographical and product group segments

The value of sales made to customers in differegions of the world and the proportions of sales ttuthe
different product groups are shown in the followtagles:

Sales
EUR '000 % Sales
GEIMANY ..eeeiiiieiiee it 2010 42,864 17% RIfleS ...coooviiiiiiiiiice e 2010 21%
2009 39,413 17% 2009 30%
USA e 2010 42931 17% Sub-machine guns & machine guns.......... 2010 14%
2009 46,968 20% 2009 18%
UK et e 2010 52,513 21% PiStOIS ....eiviiiiiiiiiiiecee e 2010 15%
2009 61,775 26% 2009 20%
Rest of the world.............ccccceeiei i, 2010 108,936 44% Development SErViCeS........cvvveeeeiveuvrrmmmnen. 2010 2%
2009 86,593 37% 2009 1%
TOtal . 2010 247,244 100% Other products & Services ..........cccccvvueeen. 2010 48%
2009 234,748 100% 2009 31%
Outside Germany ...........cccuveeeeeeeeeesiceeens 2010 204,380 83% TOtal....c.ccevniiiiiiiieieieeeeiee e 2010 100%
2009 195,335 83% 2009 100%

Major customers

IFRS requires customers known to be under commaoitra@oto be treated as one customer. Since the [iGrou
sells to the government agencies, which includdatveenforcement agencies and armed forces, inwsigcountries, this
requirement leads to all governmental agenciesparicular country being treated as one singlet joiistomer.

On this basis the Group’s major customers, to whmdividually more than 10% of sales were made i6%0
are the governmental authorities of Saudi Arab@L(® €54 million; 2009:; €11 million) and the Germgaovernmental
authorities (2010: €25 million; 2009: €14 millionyhich are shown in the segment Site Location GagmeDefence,
the UK governmental agencies (2010: €52 millionQ20€61 million), shown within the segment Site atien Great
Britain and the US federal and state agencies (262D million; 2009: €27 million) shown mainly withthe segment
Site Location USA—Defense with the balance in thgnsent Site Location USA—Civil.

(32) Contingent liabilities and pledged assets

There are no material contingent liabilities asDefcember 31, 2010 or December 31, 2009. For detéils
pledged assets, see Notes 18 and 25.

(33) Operating leases

Group expenses include €3,049k (2009: €1,926k)tduental and €304k (2009: €298k) due to other ajiey
leases.

As at the balance sheet date, the Group had odistapbligations arising from binding operatingdea that
fall due as follows:

31.12.2010 31.12.2009
EUR 000
UP T0 ONE YBAI ...ttt ettt e e e e e e e e e e eeeee s 449 1,721
More than one and up to fiVe YearS.....cccccceeeieiieee e 1,418 6,337
More than fiVe YEAIS ...t 192 4,595
TOMAL . 2,059 12,653

(34) Full-time equivalent number of employees

The workforce in the Heckler & Koch Beteiligungs dBp, as an annual average of full-time equivalents
(“FTE"), was as follows:

F-136



2010 2009

1Y/ F= T 10 2= od (1] 1 o PP PUPPPPPPRUR 445 449
Research & DEVEIOPMENT ......uuiiiiiiiiiii s e e e e e e e e e e e e e e e s s sennrne e raeeeeees 72 74
SalES & DISIIDULION ..eeoiiiiiiiie ettt e e e e s snnbaeeee s 72 71
W o [ a1 1S £ = 1o o [ UUPRPPPRPN 89 87
Total FTE employees excluding apprentiCeS.....uuuuiiiiiieieeee e e e e e e e e 678 681
Y 0] 01 (=] 0 (0T = SO 41 35
Total FTE employees inCluding apprentiCeS.. .. e e e 719 715

(35) Personnel expenses

Personnel expenses in the reporting year came 9B%9k (2009: € 47,385k). Of these expenses, €R,254
(2009: €3,259k) relate to employer’s contributidossocial security funds and similar defined cdnttion plans for
pensions.

(36) Related party disclosures
Parent and ultimate controlling party

Heckler & Koch Beteiligungs GmbH is the parent camp of the Heckler & Koch Group and is owned by
private investors. It has an investment throughhtiding, Inc. in Heckler & Koch GmbH’s defence gpou

Other related party transactions

Transactions between the parent company and refsdies that are its subsidiaries were eliminatethe
course of consolidation and are not described @sdhdisclosures in the Notes. Transactions witheatirand former
members of the executive board are covered in B®tespectively.

In addition, there are arm’s-length business refstiips between Group companies and related paaties
defined by IAS 36, as follows:

e The Group provides administrative services tocRemie GmbH, formerly HK Sidearms Holding GmbH
(2010: €378k; 2009; £288k), a company partly owbgane of the shareholders of the Group.

e In mid-2010 the Group acquired HK Sidearms GmBHKS”) for €6.4 million from Prochemie GmbH, a
related party. The purchase price was based ofuatian from an independent, internationally redsgd
appraisal firm. The HKS figures are included witttie consolidated financial statements from JuljQ0

e Until June 2010, HK Sidearms GmbH (“HKS") was absidiary of Prochemie GmbH (formerly HK
Sidearms Holding GmbH); since July 2010 it is witktihe Heckler & Koch Group. Up until the acquigitio
in July 2010, the Group sold parts and assembbesiKS (€9,501k; 2009 full year: €20,170k) and
purchased goods from HKS (€13,492k; 2009 full y&&5,470). In addition until the acquisition in yul
2010, the Group provided infrastructure and adriigi®n services to (€649k, 2009 full year: €1,2p&kd
received licensing fees (€239k, 2009 full year: &Q0rom this company. From July 2010 this company
included in the Group with the usual consolidatatjustments; however in 2009 the Group recognised a
receivable of €3,528k and a payable of €6,224kregjdlhis company relating to these transactions.

e OnJanuary 1, 2008, an open-ended, unsecuredMasmgranted to shareholder Keith Halsey. In Sejpéem
2009, the €8,205k balance on the loan was traesféa another shareholder. In 2010, new paymertsrun
this loan were made to Mr. Keith Halsey, and theupgrrecorded €2k (2009: €743K) in interest income
from this loan. As at the end of the reporting périhe owed the Group €55k (2009: nil) in relatiorthese
transactions.

e In 2009, Suhler Jagd-& Sportwaffen GmbH (SJSH)asw purchased by Heckler & Koch
Beteiligungs GmbH (HKB), and both companies weregad with HKB. Mr. Heeschen granted loans to
SJSH prior to its acquisition. The Group therefomees €14k (2009: €14Kk) in interest to Mr. Andreas
Heeschen in relation to these transactions. Thisrdset payable is netted with the existing interest
receivable (Note 38). Because of the adjustmettigdigures to present them as if the acquisitib8I5H
had occurred prior to the end of 2007, the Growonaded €1k (2010: nil) in interest expense for 2009
relation to the loans from Andreas Heeschen, whiete repaid prior to the acquisition.
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The Group granted loans to the Wolf-Garten grahe, majority of which is held by a shareholder of
Heckler & Koch Beteiligungs GmbH (see Note 18). Thans are classified as financial assets held for
trading. The embedded derivatives arising fromptwdit-sharing clauses have been recognised atimike
December 2008. In 2010, the Group recorded nodstencome (2009: nil) on this loan as the main
receivable is uncollectible and therefore completeipaired. Because of the poor business trendhef t
Wolf-Garten group, the loan and interest receivabigve also been recognised at nil since the eR0G8S.
The impairment was retained in 2009 and 2010. €@Bk@ross (nil net) in loan and interest receivable
from the companies of the Swiss Wolf group wereedegnised in 2010 after the insolvency proceedings
were completed. The Group has recognised € 27,2389: €40,346k) in gross assets and nil (2009 imil
net assets for the remaining loan and interestvalles from the Wolf-Garten group.

Collateral for the loans and interest owed by thelfgroup was assigned to Heckler & Koch BeteiliggtcmbH by
Deutsche Bank AG in the form of €23.0 million imthcharge certificates and by €14.3 million in slsapledged by
Wolf Beteiligungs GmbH on November 7, 2005. Allthé German companies of the Wolf group are stithim process
of being wound up. It is unlikely that this colledéwill be sufficient to satisfy Heckler & Koch Baligungs GmbH.

In 2010, the Group recognised €19k (2009: €21Tkgntal income from Wolf Garten GmbH & Co. KG, a
Wolf-Garten group company. As at the end of theortipg period, it owed the Group €1,106k (2009:
€1,049K) in relation to this transaction. Becauthe winding up proceedings described above, treu®
has written down €57k (2009: €320k) on the renerable and recognised this loss in other operating
expenses.

The Group granted a loan to Aviamax GmbH, theonitgj of which is held by HKB'’s shareholders, tdhe
fund its investment in an aircraft. In 2010, theo@ recognised €64k (2009: €77k) in interest incomm

this loan. Because of the global economic crisis is1repercussions for the aircraft market, thenl and

the resulting interest receivable had to be writtewn in the full amount of €1,719k (2009: €1,653§4k

in interest for 2010 was written down and theref@eognised as both finance income and expense. The
Group has recognised €1,719k (2009: €1,655k) isgeassets and €0 (2009: €0) in net assets for lin@se
and interest receivables.

As at August 5, 2008 the investment object wasgassi to Heckler & Koch Beteiligungs GmbH as collatdor the
loan. Because of the market situation for airciiafis unlikely that this collateral will be suffient to satisfy Heckler &
Koch Beteiligungs GmbH.

The Group granted a loan in USD to Aviamax AwatlLtd., the majority of which is held by HKB’s
shareholders, to help fund its investment in acraft. In 2010, the Group recognised €119k (20094&)
interest income from the loan and an income of €2fa0 exchange rate differences (2009: expense of
€65k). Because of the global economic crisis andepercussions for the aircraft market, this laad the
resulting interest receivable had to be written damvthe full amount of €2,093k in 2009. This impaént
loss was recognised as finance expense. The Gamipehognised €2,603k (2009: €2,093k) in grosgssse
and nil (2009: nil) in net assets for these loath iaterest receivables.

As at August 5, 2008 the investment object wasgassi to Heckler & Koch Beteiligungs GmbH as colatdor the
loan. The loan is not contested, but it is uncoilide. The investment object was sold in Octobet@Mbecause of the
difficult market situation, the proceeds on theesadvered only the portion of the asset financethbyleasing company.
It is unrealistic that this collateral will be sigfent to satisfy Heckler & Koch Beteiligungs GmbH.

The Group extended a loan to Agquamax S.A., th¢onitya of which has been held by one of HKB’s
shareholders since 2008, to help finance the r#ingf of a charter ship. The loan receivable from
Agquamax S.A. was eliminated in 2007 in the consdéd balance sheet as Aquamax was part of the Group
Following its sale in 2008, the company is no langensolidated and the loan receivable, including
accrued interest, was recognised in the consotidstegement of financial position as a receivaBlcause
the economic crisis had also hit the ship markwt, receivable was stated at a fair value of niisTair
value remained unchanged as at the end of 20GBgeagalisation of this receivable was still unlkerhe
impairment loss recognised in finance expense iarihe with the interest income for the year, amisuto
€531k in 2010 (€536k in 2009). Given the marketiaibn, repayment of the loan, including accrued
interest, is unlikely. The recognised assets ofgax S.A. are so insignificant that they can satifither
the main financing institution nor Heckler & Kocletiligungs GmbH.

Vezla Ltd. is an investment firm engaged in thgyibg and selling of equities, primarily of listed
companies. Based on its good investment track decdezla Ltd. was able to increase its investment
activity at the start of 2008 through loans froncker & Koch Beteiligungs GmbH. In 2008 many of $he
investments were negatively affected by the turnmoihe global financial markets, resulting in atat loss
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on Vezla Ltd.’s portfolio. Heckler & Koch Beteiliggs GmbH therefore recognised an impairment on the
entire €16.4 million in loans to Vezla Ltd. as ad@mber 31, 2008.

On October 28, 2009, Vezla Ltd. and HKB agreed acgrperiod for repayment of the loans, includintgriest, until
Vezla Ltd.’s business recovered (as measured layebdlly agreed terms and conditions). The impaitnh@ss remains
recognised in full as Vezla Ltd. has failed to te#tee lower limit defined for the grace period.

(37) Governing bodies of the Group

Executive Board

Andreas Heeschen Director
Hanns-Friedrich Begemann Director
Wilhelm Haaga Director

(38) Remuneration of the executive board

The remuneration of the executive board in therfona year 2010 totalled €928k (2009: €928k). Iditidn the
directors have been awarded bonuses totalling €R,fa0 2010, which have not yet been paid out.

On January 1, 2008, an open-ended, unsecured lasigranted to shareholder and director Andreasdieas
The interest rate is variable and is adjusted ekatfryear. The rate was 11.0% for the first hdl2610 and 11.5% for
the second half. This resulted in interest inconé 4,069k (2009: €2,367k). As at September 1792@8,205k in loan
receivables of the Group against another shareh@itee 36) were transferred to this loan. A shertn loan extended
to Mr. Heeschen by a group company in 2009 resuftadterest income of nil (2009: €153k) in. As¢cember 31,
2010, €40,684k (2009: €35,111k) in loan and intereseivables from Mr. Heeschen was recognisetiérbtilance sheet
under loans, investments and derivatives (Note ABhough the borrower is willing and able to reptie loan in the
medium term, € 32,000k impairment was recognis®992nil) as at the reporting date in accordandé e imparity
principle.

As the shareholders are private individuals, theitats engaged to audit the 2010 financial statésnbave
insufficient information to enable them to determiwhether these loan receivables are impaired; Hais been
commented on accordingly in the auditor’s opinion.

Heckler & Koch Beteiligungs GmbH has had a contmaith Andreas Heeschen for the provision of adwisor
services since January 2005. In 2010, the Groupgrded €24k in expenses relating to advisory sesvi@@09: €7k in
income from refunds of advisory services and oupatket expenses). At the end of the reportingagerine Group
recognised a € 25k (2009: nil) receivable from ¢hieansactions.

In July 2009, Heckler & Koch Beteiligungs GmbH aitsl director, Hanns-Friedrich Begemann, entered an
agreement whereby office space and human resowaas be allocated to Mr. Begemann for his own us€010, the
Group recognised €34k (2009: €50k) income resulfiogn this arrangement. At the end of the reporfiegiod, the
Group recognised a receivable of nil (2009: nibnfirthis contractual relationship.

(39) Auditor’s remuneration

2010 2009
EUR '000
Audit of the financial StAtEMENTS .........oveeeee e 309 398
Other CONfIrMAatION SEIVICES ......ciiiii ettt et e e e e e e e e e et eeeeees — 1
TAX SEIVICES . .ceeetieieeeeete ettt e et e e e et e e e et e e e e e et e e e e e sat e e e e essa e eeeetanaeeeertnaeeeesnen 304 274
(@1 LT =T oV [o1 =T OO PUPRR 464 11
10 = AR 1,076 684

(40) Subsequent events

In accordance with the bond and PIK loan termstaadorovisions of commercial and company law, irrdha
2011 HKO granted two shareholders of the Hecklé¢dh Beteiligungs Group secured loans of €1.5 amilleach with
nine month terms.

As previously mentioned, the €120 million HKO bomwturing on July 15, 2011 will be funded with a new

corporate bond for €100 million. Close Brothers @ely Bank was engaged for the placement. Indepéiydehthis,
HKB had already engaged Citibank in May 2010 tonsbout the market prospects for a high yield boodabout
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€280 million, which could be used to pay the HKOhthaupon maturity and the PIK loan prior to maturi@iven the
current market situation, this alternative is d ogaion. Led by Citibank, the documents and stepsessary for placing
a high yield bond are presently being preparedoperation with Close Brothers Seydler Bank. Itplamentation will,
however, depend on a market study and the potenteest rates. In both funding options under m®ration, the
overall concept includes an increase in the Groegqisty at HKB level in the near future.

Between the balance sheet date of December 31, @3d0the date on which these consolidated financial
statements were approved, there have been poldiwiges in countries of Northern Africa and theldfé East, in
which the existing feudalistic structures are bejogstioned and in part removed. This also affd&$O allies in these
regions and therefore also markets and sales jmaltefitHeckler & Koch. A negative effect on thedimag position and
financial situation of the Heckler & Koch Group mbg expected but is not clear at this time.

No other material operating or structural changestransactions have occurred in the Heckler & Koch
Beteiligungs Group prior to the approval of thesasolidated financial statements.

Oberndorf/Neckar, April 26, 2011
The Executive Board

Andreas Heeschen Wilhelm Haaga Hanns-Friedrich Begemann
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