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THE COMPANY

The Hoft & Wessel Group is a leading IT, hardware and software technology specialist for ticketing, parking and mobile solutions in
Germany and the United Kingdom. Established in 1978 by the two entrepreneurs who gave the company its name, the enterprise has
grown from a start-up into a medium sized company with sales revenues of approx. EUR 80 million and a workforce of over 400
employees. The Company’s main locations are Hannover, Germany, and Swindon, England, west of London.

In Europe, in the field of research and development Hoft & Wessel is one of the leading enterprises according to the EU Industrial R&D

Investment Scoreboard and a well-known producer of ticketing systems for public transport and mobile terminals for data capture in
the retail and logistics sector. The British subsidiary Metric is one of the largest providers of car park terminals on an international scale.

KEY FINANCIALS

Sales revenues 78,875 86,252 94,828 94,098 98,072
Operating result before
depreciation and amortisation (EBITDA) (7,801) (4,769) 6,546 7,569 9,591
Operating result (EBIT) (10,795) (16,090) 1,419 3,076 (3,545)
in % of sales revenues - - 1.5 33 -
Earnings before taxes (EBT) (13,246) (17,194) 502 2,081 (5,023)
in % of sales revenues - - 0.5 2.2 -
Group earnings (12,983) (18,970) 1,888 1,854 (6,751)
Earnings per share (in EUR) (1.53) (2.23) 0.22 0.22 (0.79)
Dividend (in EUR) - - 0.22 0.08 -
Contribution margin (in per cent') 42,9 37,5 43,1 41,7 42,0
Cash flow from operating activities (1,378) 2) 8,654 5,933 1,456
Average number of employees 475 497 500 503 502

" Turnover +/- inventory changes — cost of materials in relation to turnover
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PREFACE

Dear Readers,

In October 2013, it can be said with firm conviction that the
streamlining of H6ft & Wessel AG has been successfully accom-
plished. And we can say so even though the overall impacts of
the streamlining measures have not yet fully materialised, with
various elements of the streamlining still being required to be
finally implemented. Within the past twelve months, both a
performance-related and a financial restructuring programme
have been carried out. In supplementation of these, a Strategy
2018 was defined, paving the way for a successful future for the
Company. The prerequisites for this future have been created;
the realisation still lies ahead of us. This phase of reorientation
of the Hoft & Wessel Group also extends to include the annual
accounts and the auditor’s certificate to the annual financial
statements for 2011 and 2012, which can only be provided once
the preconditions for a going concern have been met.

The massive losses that became evident in the 4th quarter of 2011
were the starting point, leading to extensive changes — also on
the Board of Management of Hoft & Wessel AG. In the spring

of 2012, a streamlining expertise was presented to the financing
institutions, confirming the Company’s ability to continue trading
as a going concern in certain circumstances. This expert opinion
identified significant deficiencies throughout the Company and
called for necessary improvements to this situation. The first
solution proposals served as the basis for preparing a streamlining
programme launched by the new Board of Management in July
2012.

The objective as stated in this streamlining programme was:
“Restructuring and refinancing of H&W by means of a holistic
multi-project H&W 2.0". While the restructuring was divided
up into a restrictive and a constructive phase, as part of the
refinancing the primary focus was on reducing the Company’s
level of debt and on procuring fresh capital. Moreover, the trust
and confidence of all stakeholders was to be reinforced and
rebuilt, respectively, and the foundations were to be laid for a
complete strategic reorientation.

During the restrictive phase of the restructuring, the focus initially
was on very short-term measures to avoid the acute threat of
insolvency resulting from the very limited liquidity situation. In
addition, the plan was to cut costs speedily as sales revenues had
dropped by over 20 per cent compared with the year 2010 owing
to the expiry of a number of large-scale projects. A cutback in
the size of the workforce by 72 persons was just as unavoidable
as the reduction of all key cost items.

Together with the measures implemented at short notice to

cut costs during this restrictive phase, constructive elements for
the streamlining programme — such as a changed structural and
procedural organisation, new leadership structures as well as
working capital measures and changed procurement terms and
conditions — were defined as elements of the restructuring section
and implemented by 30 June 2013, far beyond the target
parameters originally laid down. What is worthy of particular
emphasis are the firm working capital measures, which made it
possible to secure the Company'’s liquidity. This turned out to be
quite successful, seeing as we have not made use of the antici-
pated additional capital of EUR 3.5 million indicated in the
streamlining expertise to the present day.

In addition to the sub-projects mentioned, we also had to
contend with setbacks. For instance, along with those employees
whose contracts had been terminated, a further 27 persons left
after giving notice themselves. As a result, the Company’s ability
to perform was further weakened due to the loss of a total of
nearly 100 employees since 30 June 2012. Following the resigna-
tion of the CEO, Mr Michael H6ft, at the end of 2012, the Board
of Management was downsized to only one person and the
second managerial level reflected gaps in key functions, such

as the Management of Research & Development as well as the
Management of Sales. During the same period, there was
evidence of serious project deficiencies, resulting in substantial
threats of conventional penalties from customers owing to the
delayed deliveries in the period from the summer of 2011 until the
end of 2012. In particular, due to these problems with projects,
corrections were necessary to the results for the financial years
2011 and 2012.

It was only thanks to the stringent work procedures in realising
the potential inherent in Hoft & Wessel AG and Metric, as
identified during the realisation of the H&W 2.0 project, as well
as the level of commitment and dedication of the remaining
workforce (which deserves particular recognition and emphasis)
as well as the understanding and cooperation of our customers in
resolving all problems that we also succeeded in overcoming these
additional challenges described above.

Within the scope of the Company'’s reorientation launched in
2013, with a core team we managed to develop a strategy 2018
and to communicate it internally within the Company. In addition
to the formulation of our vision and mission statement, a key
element in developing this strategy was the definition of guide-
lines with the objective of improving the level of customer orienta-
tion on sustainable basis. And finally, the highly sophisticated and
ambitious requirement is documented externally by the customer-
oriented motto “Solution Partner for your Success”.

Furthermore, early in 2013 we launched a structured process to
acquire an investor and provider of equity capital. In the course of
this process, we succeeded in convincing a potential investor of
our “convalescence potential” with our performance delivered as
part of the H&W 2.0 streamlining project. Moreover, our Strategy
2018 and meanwhile newly acquired specialists and managerial



staff as well as the restructuring concept also supported jointly
by the financing institutions have served to convince the investor.

What | would like to emphasise in particular in this context are

the financing institutions. By closing ranks with our Company, the
financers supported our going concern efforts and believed

our forecasts. Against the backdrop of this progress made, the
financing institutions of H6ft & Wessel were willing to continue
negotiations with us regarding a long-term refinancing with us
and to prolong the existing lines of credit on several occasions and
to agree to a moratorium on repayment of principal. The financers
made it possible for us to contractually agree to the solution
concerning the refinancing arrangement.

A further key partnership for H6ft & Wessel AG is the arrange-
ment with Zollner Elektronik AG, headquartered in Zandt (Bavaria).
In order to further extend our competitive position, the product
origination process must likewise be further improved. For this
reason, the close and long-standing partnership with Zollner
Elektronik AG — a company with a global reach — will be further
expanded. Thanks to the broadly based and diversified industry
positioning and the variety of technology solutions of this family
enterprise, H6ft & Wessel AG can rely on a competent partner-
ship. Accordingly, objectives such as reduced production and
delivery times as well as a further improvement in quality can be
achieved on an optimum and sustainable basis.

Following the advent of the investor, we plan to significantly
boost investments in research and development and to implement
the initiatives defined within the scope of the Strategy 2018.

In the second half of 2013, a positive operating cash flow is
expected. Together with the fresh liquidity that will be available
thanks to the capital measures and the investor found, it will be
possible for the urgently necessary investments in new product
development to be made on the one hand, and the advance
financing for an existing customer project to be carried out on

the other.

Rudolf Spiller, CEO
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By means of the described path out of the crisis since it became
known in 2011, there is a high probability that H6ft & Wessel will
return to its former strength after the financial years 2012 and
2013. The past 12 months have shown that we are also quite
capable of sailing in rough seas. With our crew members that we
meanwhile have on board, our plan is not to reach calmer waters
but to face the challenging tasks that lie ahead of us instead. It

is our firm conviction that we will overcome these as well.

The successes of the streamlining programme initiated in mid-
2012 will already be reflected in the business figures for this year.
Following two years of substantial losses, we assume that we will
accomplish the turnaround in 2013 and expect to reach positive
earnings territory. Within the H6ft & Wessel Group, an earnings
potential of over EUR 12 million will be realised as a full-year
effect by the end of 2013, in relation to 31 December 2011.

On the financial side, the entry of the investor in combination
with the financing banks’ waiver of receivables has brought about
a substantial improvement. The burden of borrowed funding is
now sustainable on a long-term basis. There is also a significant
improvement in terms of equity capital. Moreover, the new
principal shareholder considers himself a proactive partner in
endorsing the business operations of the H6ft & Wessel Group.

After the successful restructuring, the forward-looking reorienta-
tion, the new management structure and team, the long-term
refinancing and the new strategic investor, coupled with the
extension of the partnership with Zollner, Hoft & Wessel AG has
returned to a successful track record. The Company anticipates
the turnaround in business this year, followed by sustainable and
successful business trends in the years to follow.

We wish to express our gratitude to our customers and suppliers,
shareholders as well as all stakeholders for their assistance in a
spirit of mutual partnership in the past several months.

In particular, | would like to thank the employees of Hoft & Wessel
for successfully mastering the many and various challenges they
have faced.

Hannover, October 2013

The Board of Management



REPORT OF THE SUPERVISORY BOARD

In the financial year 2012, the Supervisory Board of Hoft & Wessel
Aktiengesellschaft intensively monitored the activities of the
Company’s Board of Management. In doing so, it dealt with
corporate strategy and policy, the current market, competition
and earnings situation, with the Company’s streamlining pro-
gress and refinancing activities. The relevant statutory rules and
regulations, the Company'’s articles of association and its rules

of procedure were consistently complied with. In addition, self-
imposed obligations were voluntarily adopted within the scope

of the corporate governance code in place for some years now.

The Supervisory Board ordered regular monthly briefings by the
Board of Management and, where necessary at short notice by
way of written reports and in the form of detailed discussions
during Supervisory Board meetings. All the documentation
supplied and requested was subjected to extensive inspection and
audits. The Supervisory Board participated to a substantial degree
in decisions of fundamental importance to the company. With
regard to transactions and measures of the Board of Management
that required decisions on the part of the Supervisory Board in
accordance with statute law, the company’s articles of association
or the relevant rules of procedure, the Supervisory Board adopted
resolutions during the course of its meetings, duly documenting
the adoption thereof in the process. The Supervisory Board
formed a financial committee. During fiscal 2012, the Supervisory
Board convened for seven meetings, and the financial committee
for one meeting. In addition, the financial committee held
telephone conferences in each of the periods leading up to the
quarterly financial statements. The auditors attended the Super-
visory Board meeting at which the annual financial statements
were confirmed.

Beyond the institutionalised cooperation between the Supervisory
Board and the Board of Management, the Chairman of the
Supervisory Board and its members met on a regular basis with
the Board of Management for talks to exchange information or
for consultation purposes.

Besides consultancy and monitoring-related points of emphasis on
the Company'’s corporate development, the Supervisory Board in
particular devoted its attention to the following tasks:

e In 2012, the Supervisory Board dealt very intensively with the
streamlining of the Company.

e The Supervisory Board regularly addressed the development of
the individual companies and business divisions forming part
of the Group.

e In key corporate policy situations, the Supervisory Board
discussed the issues in question with the Board of Manage-
ment at length and approved the relevant decisions adopted
by the Board of Management following in-depth discussions
or arranged for supplementary measures to be adopted; in
each case to the extent that he was able to do so on the basis
of the information made available by the Board of Manage-
ment. In the second half of the year, the information was
chiefly sourced from the risk identification and evaluation
system initiated by Rudolf Spiller, the newly appointed
member of the Board of Management.

* The Supervisory Board dealt with the same parameters,
with the current assessment relating to the risks arising from
general market and competition trends, changes in legislation
and demand, as well as risks in the context of the risk
management policy.

* The Supervisory Board dealt extensively with the management
structure to secure the future of the Company. In the wake of
careful discussions, it decided to downsize the Board of
Management.

e The Supervisory Board consistently followed and endorsed the
permanent process to optimise the Company’s core operations
along with operational finance, personnel and materials
planning, as well as the realisation thereof.

e The Supervisory Board dealt with the Company’s finance
and liquidity situation on a regular basis and discussed the
measures to be adopted by the Board of Management at
length and gave its approval.

e The Supervisory Board addressed the following topics
pertaining to the Company’s own corporate governance:
corporate compliance, the corporate governance report and
the compliance declaration of the Company. In addition, the
Supervisory Board again carried out self-evaluations based on
a structured process and in so doing, it also subjected itself to
an efficiency check of its activities. The Supervisory Board also
dealt with the amendments regarding the composition of the
Supervisory Board adopted by the “German Government’s
Commission on the German Corporate Governance Code” in
May 2012 and will be formulating its objectives accordingly.



Moreover, the Supervisory Board dealt with the following
personnel-related matters concerning the Board of Management:

* Mr Hansjoachim Oehmen left the Company with effect as of
16 January 2012. Mr H6ft was appointed to the position of
Chairman of the Board of Management with effect on the
same date.

* Owing to the adverse financial developments revealed in
November 2011, the Supervisory Board filed an action against
the former Chairman of the Board of Management.

e Mr Thomas Wolf resigned from his mandate as a member of
the Board of Management on 23 May 2012.

e Mr Rudolf Spiller was appointed a member of the Board of
Management on 17 July 2012.

* Asat 31 December 2012, the Supervisory Board terminated
Mr Michael H6ft's mandate as a member of the Board of
Management at his own request. Since 1 January 2013, the
Company has been run by one Board of Management
member, Mr Rudolf Spiller.

The annual financial statements, the consolidated financial
statements, the management report and consolidated manage-
ment report as well as the related parties report for the year 2012
were audited by the auditor appointed and commissioned by the
Supervisory Board, KPMG AG Wirtschaftsprifungsgesellschaft,
and given an unqualified auditor’s certificate.

Chairman
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The auditing company issued a statement of independence of the
auditors to the Supervisory Board in accordance with No. 7.2.1 of
the German Corporate Governance Code; the Supervisory Board
has no doubts regarding their independence.

The auditor could not confirm for the year 2012 that the Board of
Management adopted the measures required in terms of § 91 of
the German Companies Act (Aktiengesetz) and that the early risk
detection system in place at Hoft & Wessel is suitable in principle
to identify trends that might endanger the company’s status as

a going concern at an early stage. After a risk stock-taking and
assessment had been carried out in the financial year 2012 by
the Chief Restructuring Officer with the support of an external
business consultancy firm, these processes are to be continued by
the Company itself without external support on conclusion of the
restructuring programme in 2013.

Following careful preliminary checks by its individual members
and by the finance committee, the Supervisory Board discussed
the annual financial statements, the consolidated financial
statements along with the management report and Group
management report as well as the related parties report in detail.
In doing so, the Supervisory Board dealt intensively with issues
relating to accounting and risk management, independence of the
auditors, their commissioning, the determination of key issues of
the audit and the agreed remuneration payable.

The Supervisory Board agreed with the findings of the auditors’
examination, having itself determined that there were no grounds
for objections. The Supervisory Board approved the annual
financial statements, the management report, the consolidated
annual financial statements, the consolidated management report
as well as the related parties report for the year 2012; as a result,
the annual financial statements were adopted.

The Supervisory Board wishes to thank the members of the Board
of Management, all executives and all employees for their

dedication in the year 2012.

Hannover, 7 October 2013

The Supervisory Board

Prof. Dr. Dr.-Ing. Dr. h.c. Klaus E. Goehrmann



STATEMENT ON CORPORATE GOVERNANCE
CORPORATE GOVERNANCE REPORT (PART OF CONSOLIDATED MANAGEMENT REPORT)

The principles of responsible and good corporate governance represent the framework for action on the part of
the management and control bodies of the Hoft & Wessel Group. In this declaration — pursuant to § 289a HGB
(1) — the Board of Management reports, also on behalf of the Supervisory Board, on corporate governance and,
as incorporated in accordance with par. 2 therein, submits (1) the declaration in conformity with § 161 of the
German Companies Act (AktG), (2) information on corporate governance practices beyond those subject to
statutory requirements and (3) a description of the working methods of the Board of Management and the
Supervisory Board and pursuant to No. 3.10 of the German Corporate Governance Code.

Effective corporate governance enjoys high priority within the H6ft & Wessel Group. Through its corporate
governance, H6ft & Wessel ensures responsible management and control of the Company, geared to creating
added value. The essential foundations are the German Companies Act (AktG), the German Securities Trading
Act (WpHG) and the German Corporate Governance Code.

(1) Statement by the Board of Management and Supervisory Board in accordance with §§ 161
of AktG, 15 EC AktG on the Corporate Governance Code

Hoft & Wessel AG complies with the recommendations of the German Corporate Governance Code in the
version of 15 May 2012 and will continue to do so in future, subject to the following few exceptions:

e Annual General Meeting (No. 2.3.1)
Due to the Company’s restructuring phase, including the ongoing negotiations to conclude a long-term
financing arrangement, it was only possible to publish an incomplete version of the annual financial
statements for 2011, which is why no Annual General Meeting was held in 2012.

e Nomination Committee (No. 5.3.3)
In view of the Supervisory Board’s size, the tasks of the Nomination Committee are exercised by the
Supervisory Board as a whole.

e Composition of the Supervisory Board (No. 5.4.1)
According to No. 5.4.1, the Supervisory Board shall designate specific targets for its composition which take
into account the international activities of the enterprise, potential conflicts of interest, an age limit for
Supervisory Board members which is yet to be determined, and diversity, giving due consideration to the
Company's specific situation. In particular, these specific targets are to include an appropriate level of
representation of women. However, the Supervisory Board intends to comply with the recommendations in
No. 5.4.1 in future in that it will set targets for the composition of the Supervisory Board.

e Performance-oriented remuneration and taking account of committee work as part of remunera-
tion for Supervisory Board members (No. 5.4.7)
The German Corporate Governance Code recommends performance-oriented remuneration of the Supervi-
sory Board, with membership of Supervisory Board committees to be taken into account in the remuneration
paid to members of the Supervisory Board. Hoft & Wessel AG is not of the opinion that separate remunera-
tion of committee work or performance-oriented remuneration could improve the sense of commitment of
the Supervisory Board members any further.

e Accounting (No.7.1.2)
Due to the Company’s restructuring phase, including ongoing negotiations on concluding a long-term
refinancing arrangement, it was not possible for the consolidated financial statements for 2011 and 2012 to
be finally audited; for this reason these statements were not capable of being published, like the subsequent
quarterly reports.

Since the last declaration of conformity was issued in March 2012, H6ft & Wessel AG has been in compliance with
the Code in its version of 15 May 2012, subject to the exceptions stated in the last declaration of conformity.

Hannover, 25 April 2013

[See also http:/www.hoeft-wessel.com/investor-relations/corporate-governance/entsprechenserklaerung/]
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(2) Hoft & Wessel AG has formulated company guidelines on corporate governance practices
that exceed the statutory requirements; these are published on the Company’s website at
www.hoeft-wessel.com

(3) Description of working methods of the Board of Management and Supervisory Board

Shareholders and the Annual General Meeting

The shareholders of H&ft & Wessel AG exercise their rights of co-determination and control at the Annual
General Meeting held once a year. At this meeting, resolutions are adopted on all matters stipulated by law,
with a final and binding effect on all shareholders and the Company. Every shareholder is entitled to attend the
Annual General Meeting if registered to do so in time. Moreover, the shareholders are entitled to have their
voting rights exercised by a proxy, an association of shareholders or by the proxies stipulated by H6ft & Wessel
AG, who are bound by the company’s instructions.

The date for the 2013 Annual General Meeting will be announced in time. The invitation to the Annual General
Meeting and the reports and information required for resolutions to be adopted are published in accordance
with the rules and regulations of the German Companies Act and made available for download from the

Hoft & Wessel AG website.

Supervisory Board

The Supervisory Board of Hoft & Wessel AG consists of four (as at 28/01/2013 five, as at 21/12/2012 six)
members. The Supervisory Board elects its Chairman from its own ranks. The Supervisory Board was elected for
five years at the 2008 Annual General Meeting and formed a financial committee.

The Supervisory Board appoints the members of the Board of Management. It advises and supervises the
Board of Management in managing the Company and is engaged in all issues of fundamental importance to
the Company. Resolutions of material importance are subject to the approval of the Supervisory Board.

The Board of Management informs the Supervisory Board comprehensively and on a timely basis in writing and
at the regular meetings convened on the Company’s planning activities, business trends and situation of the
group of companies, including risk management and compliance matters.

Board of Management

In accordance with the Company’s articles of association the Board of Management of Hoft & Wessel AG
consists of one (as at 31/12/2012 two members, from 23/05/2012 to 17/07/2012 one) member. Being a manage-
rial body, they are in charge of the Company’s business operations with the objective of creating sustainable
value on their own responsibility and in the Company’s interests. The Board of Management briefs the Supervi-
sory Board regularly, comprehensively and on a timely basis on all questions of relevance to business develop-
ments, planning, financing and the Company’s business situation.

Accounting and Audits

The Hoft & Wessel Group prepares its consolidated financial statements as well as the interim consolidated
financial statements in accordance with the International Financial Reporting Standards (IFRS) applicable in the
European Union. The annual financial statements of H6ft & Wessel AG are prepared according to German GAAP
(Commercial Code — HGB). The consolidated annual financial statements are prepared by the Board of Manage-
ment and reviewed by the auditor and the Supervisory Board. Prior to publication, the interim reports are
discussed with the Board of Management by the financial committee.

The consolidated financial statements of the H6ft & Wessel Group and the annual financial statements of

Hoft & Wessel AG were audited by the auditing company KPMG AG Wirtschaftsprifungsgesellschaft, of
Hannover, elected at the Annual General Meeting of 2011. The audits were carried out in accordance with
German auditing rules and regulations, subject to the generally accepted accounting principles established by
the German Institute of Auditors (Institut der Wirtschaftsprifer — IDW). The audits also comprised risk manage-
ment to the extent prescribed by law. Moreover, it was contractually agreed with the auditor that he would
notify the Supervisory Board without delay of any possible reasons for exclusion or a conflict of interests as
well as of material findings and events during the course of the audit.
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Transparency

Hoft & Wessel notifies capital market participants and the interested public without delay, regularly and simul-
taneously about the business situation of the group of companies and any new developments as they unfold.
The annual report and interim quarterly reports are published, if possible, in the periods defined to that end.
Press releases and, where appropriate, ad-hoc reports are published to provide information on current events
and new developments. All information is made available at the same time in German and English and is
published in print as well as via suitable electronic media such as e-mail and the Internet. Moreover, the website
www.hoeft-wessel.com provides extensive information on the Ho6ft & Wessel Group and Hoft & Wessel's share
price. In the Company calendar, the planned dates of key recurring events are announced, such as the Annual
General Meeting or the publication of the annual and interim reports. The Company calendar is also published
on the www.hoeft-wessel.com website, with adequate advance notice.

Remuneration of the Board of Management and Supervisory Board

Hoft & Wessel AG complies with the recommendations of the German Corporate Governance Code, which
provide for the remuneration of the Board of Management and Supervisory Board to be disclosed on an
individualised basis. The fundamentals of the remuneration systems and the remuneration itself are presented
in the Remuneration Report as part of the Company’s Management Report.

Risk management

Dealing responsibly with business risks is part of the fundamentals of good corporate governance. The Board of
Management of the Hoft & Wessel Group has comprehensive reporting and control systems in place across the
Group and for specific businesses, which facilitate the recording, assessment and control of the risks in question.
The systems are continually further developed, adjusted to changing fundamentals and reviewed by the auditors
to the extent prescribed by law. The Board of Management informs the Supervisory Board on a regular basis
concerning existing risks and their development.

Details on risk management in the Hoft & Wessel Group are shown in the report on risks and opportunities as
part of the Group Management Report in the 2012 Annual Report. This includes the report required in accord-
ance with the German Accounting Law Modernisation Act (BilMoG) on the accounting-related internal control
and risk management systems.

Directors’ dealings — trading of shares by Board members

§ 15a of WpHG contains a rule applicable to all members of management bodies that is required to be complied
with for certain securities transactions. Specifically, the purchase and sale of shares whose total value in relation
to the total number of transactions entered into by the person required to report and that person’s closely
related parties exceeds 5,000 euros within a calendar year are required to be reported. Should this negligibility
threshold be exceeded, then the members of the management bodies and/or their family members are obliged
to file a report in writing within five days of contracting both to the issuer and to the German Financial Super-
visory Authority (Bundesanstalt fir Finanzdienstleistungsaufsicht - BaFin). Hoft & Wessel AG will publish these
reports throughout Europe without delay and forward a record thereof to BaFin.

During fiscal 2012, no securities transactions were reported to Hoft & Wessel AG. On 14 February 2013,

H& W Beteiligungsgesellschaft mbH, Hamburg, reported that it acquired 24.90 per cent of voting rights through
the acquisition of shares. On 25 July 2013, Droege International Group AG, Dusseldorf, reported that it holds
37.12 per cent of the voting rights in Hoft & Wessel AG.
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The stock portfolio of members of management bodies and their family members as at 31 December 2012 was
as follows:

Supervisory board:
— Manfred Zollner 1,500

Board of management:

— Michael Hoft 36,527

H&W Holding GmbH 3,450,000

Zollner Elektronik AG 891,103
Compliance

Hoft & Wessel AG is required to comply with legislation, ordinances, directives, contractual and self-imposed
obligations. Accordingly, the Board of Management is required to ensure that the Company’s employees obey
the law, i.e. compliance. To this end, H6ft & Wessel has set up an appropriate compliance organisation.

Hoft & Wessel AG perceives its need to act in a sustainable economic, ecological and social manner as a key
element of its corporate culture.

Insider trading rules

Companies and their employees with access to insider information are required to comply with certain rules of
conduct. It must be ensured that the information lead, referred to as “insider knowledge” is not used for private
benefits or passed on to any third parties. The objective in this regard is to ensure that the same information is
made available to all investors at the same time in order to achieve maximum transparency on the stock market.
In order to achieve this level of transparency in the market, various instruments have been enacted by the
legislature, and Hoft & Wessel AG is committed to observing and complying with these. § 13 WpHG contains

a definition of the term "insider information” that directly affects the issuer itself. In accordance with § 15b
WPpHG, issuers must record the names of all persons with authorised access to insider information in an insider
register and constantly update the latter. H6ft & Wessel AG has implemented this requirement.

Employees of Hoft & Wessel are informed of new regulations enacted in good time before the relevant statutory
amendments actually enter into force. Employees are given access to all information with regard to internal
company insider directives and the prevailing legal situation via the internal corporate Intranet. In the event of
any changes, employees are informed accordingly. Persons with special tasks and employees possibly dealing
with sensitive information in performing these activities receive a separate information letter, the content and
acknowledgment of which they confirm and undertake to comply with accordingly.

In addition, employees in managerial functions are required to implement the insider directives and to inform
their designated members of staff in doing so. New employees in key positions are briefed in particular detail on
the legal framework and terms when commencing employment. They too are required to acknowledge the
insider trading rules of Hoft & Wessel AG and to commit themselves to compliance with these.

1
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H&W 2.0 - NEW PROCESSES AND ORGANISATION

Hoft & Wessel

Metric

* Sales

* R&D

* Field Services

* Production &
Purchasing

* General
Overhead

Within the scope of the reorientation of the

Hoft & Wessel Group, the business processes were
also redefined and the organisational structure was
adjusted accordingly. The core business of this
technology enterprise is now handled by the three
processes described as order procurement, defining
solutions, executing orders as well as supporting
services. By means of this optimisation of internal
processes, Hoft & Wessel AG has improved its orien-

tation towards meeting customer needs even

Management processes: leadership & control

1. Order generation process:

Sales & Marketing

2. Solution generation process:

3. Order fulfilment process:

Supply Chain Management, Service, Project Management

Research & Development

4. Service & Support processes

Sales &
Marketing

* Markets
DACH
ROW
UK
New markets

* Backoffice

(internal service processes)

R&D

* Architecture &
Techn. Manage-
ment

* Hardware

» Software

* Documentation

* Prototypes &
concept studies

Board of Management H6ft & Wessel AG

Supply Chain
Management &
Service

* Purchasing

* Production
control

* Logistics,
services, storage

e Service

* Quality
management

Projects

* Project
management

e Contract
Management

further. The new processes have made

it possible to further simplify the organisational
structure. In future, immediately below the Board
of Management there will be a management level
consisting of five Managers as well as the Managing
Director of the Metric subsidiary. These assume
responsibility for the operational business of the
Company listed on the stock exchange.

Customers

IR/PR
QMB/UMB?
Assistance

Business
Services

° F&C

* HR

* Rights & patents
o [T

* Facility
Management

" Quality and Environmental Management Officers



SHARE

ISIN:
Symbol:

Type of share:

— PERFORMANCE AND LIQUIDITY

Hoft & Wessel's share price declined by 36 per
cent in 2012, continuing the previous year’s trend
(2011: =32 per cent). During the same period, the
benchmark index Technology All Share was up

by 17 per cent and the German key DAX index by
as much as 25 per cent. The negative share price
performance reflects the corporate phase of
restructuring of the public limited company under
German law.

The highest Xetra closing price for H&ft & Wessel
shares amounted to EUR 2.91 (2011: EUR 4.23). This
was achieved on 29 January 2012 with a below-
average trading volume at the time. On 26 October
2012, the lowest level was reached with a Xetra
closing price of EUR 1.57 (2011: EUR 2.39). The
average price came to EUR 2.12 (2011: EUR 3.41).

The average volume per trading day on all stock
exchanges amounted to approx. 5,430 (2011:
approx. 7,700) shares. The primary trading location
is Xetra, with an average of approx. 3,100 (2011:
approx. 5,200) shares traded. The average trading
volume in the fourth quarter came to approx. 7,200
shares, considerably higher than the average for the
first nine months of the year, in the region of 4,800
shares.
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As in the past, the fluctuation bandwidth of the
liquidity expressed by the number of shares traded
remains very high.

The highest daily gain of H6ft & Wessel shares in
2012 came to 10.2 per cent and was achieved on
11 May 2012 on below-average trading volumes. A
causal link to corporate reports was not discernible.
The highest trading volume across all stock market
locations of approx. 67,000 shares (2011: approx.
72,000) was achieved on 11 December 2012, when
the share price was down by 3 per cent. Again, no
causal link with corporate reports is discernible.

On the whole, it was established that the liquidity
of Hoft & Wessel shares, expressed in an average
trading volume of approx. 5,400 shares in 2012,
declined year-on-year. The average trading volume
in relation to all stock exchange locations was
substantially lower by approx. 30 per cent, and on
the Xetra trading platform by as much as approx.
40 per cent.

DE0006011000
HWS

Bearer shares without
par-value

Stock exchange: Frankfurt, Germany —

Sector:
Index:
Reuters:

Bloomberg:

Prime Standard
Technology
Technologie All Share
HWSG.DE

HWS GR

Number of shares: 8,497,490

Market
capitalisation:

EUR 13.8 million
(28/12/2012)
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CONSOLIDATED MANAGEMENT REPORT ON FISCAL 2012

A. Business trends and risks
1. Restructuring needs of the Company
1.1 Operational and earnings crisis

The asset, financial and earnings position of the Hoft & Wessel
Group saw a massive deterioration owing to continual declines
in sales revenues in the financial years 2011 and 2012 compared
with the financial year 2010, along with a simultaneous decline
in gross earnings as well as excessive personnel costs and other
operating expenses. In particular, Hoft & Wessel has not suc-
ceeded in fully compensating for the shortfall in sales due to the
expiry of large-scale projects with the acquisition of small projects,
especially since the large number and complexity of the small
projects had an adverse impact on the Company's cost structure.
The most recent similar decline in business operations of Metric
Group Holdings Ltd., a subsidiary based in the United Kingdom,
likewise impaired the results recorded by the Hoft & Wessel
Group.

Consequently, in the financial year 2011 the H&ft & Wessel Group
generated a consolidated operating result (EBIT) of -EUR 16.1
million on consolidated sales revenues of EUR 86.3 million. In the
financial year 2012, the Group achieved an operating result of
-EUR 10.8 million on sales revenues of EUR 78.9 million. The
Company’s liabilities to banks amounted to EUR 23.6 million at
the end of 2012 (previous year: EUR 20.8 million). In the financial
year 2011, the Group’s equity capital declined from roughly EUR
26.8 million to EUR 7.4 million, amounting to as little as approx.
-EUR 4.3 million at the end of 2012. At the end of the year 2012,
Hoft & Wessel AG was over-indebted on the face of the balance
sheet and still is at this time.

1.2 Liquidity crisis

It has been possible chiefly through massive cost-cutting measures
and intensive working capital management (and, above all, the
postponement of urgent capex investments to maintain the tech-
nological excellence of the Group) to avoid a shortfall in liquidity
in the past that was originally expected as early as autumn of
2012. At the extraordinary general meeting held on 18 July 2013,
the shareholders adopted a resolution with a large majority for a
comprehensive streamlining concept to be implemented in the
coming weeks. Amongst other measures, the Group will receive
fresh capital of up to EUR 8.5 million by way of a capital increase.
The measures are specifically explained in Section 1.4 of the Man-
agement Report.

1.3 Restructuring through added liquidity
and waiver of receivables

Accordingly, in order to enable the Hoft & Wessel Group to con-
tinue to trade as a going concern, according to the Board of
Management and the Supervisory Board, key shareholders as well
as the financing banks, apart from the operational streamlining
introduced within the scope of the “"H&W 2.0” programme
initiated, a far-reaching financial restructuring will be necessary,
providing for the Company to receive fresh funding of the order
of up to EUR 8.5 million and for the Company to simultaneously
be relieved on a massive scale from liabilities to banks. Amongst
other factors, added liquidity will be indispensable to make the
investments necessary to maintain the Company’s technological
expertise and to perform advance services required within the
scope of various large-scale projects necessary for the Company to
make progress. Moreover, liquidity is necessary to enable loans to
be repaid at short notice, since some credit institutions are not
prepared to continue maintaining their exposures. The simultane-
ous relief from additional liabilities is urgently necessary to enable
the Company to perform its debt service in respect of the remain-
ing liabilities without its urgently needed liquidity — also for invest-
ments and advance services in projects as well as

in research and development — being depleted.

The measures described above will be implemented in the coming
weeks, and the Hoft & Wessel Group will be provided with fresh
liquidity by way of an increase in cash capital, amounting to up to
EUR 8.5 million.

1.4  Concept for a financial and operational restructuring
programme

Based on this analysis, in autumn of 2012 the H6ft & Wessel
Group began to systematically and comprehensively prepare the
streamlining concept already mentioned, comprising both the
restructuring and the refinancing programme. The streamlining
programme “H&W 2.0” comprises service-related and financial
business measures for H6ft & Wessel AG with the objective of
accomplishing an increase in operating earnings with a full-year
effect until end-2014 of more than EUR 11 million in relation to
31 December 2011. The cost reduction measures planned relate
to the optimisation of processes and organisational workflows as
well as reductions in material costs and working capital. By mid-
2013, these had been implemented in full. An appropriate restruc-
turing programme was also prepared for the Metric subsidiary.
This resulted in an improvement potential of EUR 1.3 million by
mid-2013. A total improvement potential of over EUR 12 million is
to be realised in the Hoft & Wessel Group by end-2014 thanks to
targeted restructuring measures. Within the scope of the restruc-
turing, the size of the workforce was already reduced in 2012 by
85 employees, to more than 400 persons.



In order to implement the refinancing concept developed by the
Hoft & Wessel Group, the measures adopted by resolution at the
Annual General Meeting on 18 july 2013 included the following
(referred to collectively as the “GM Measures”):

e Capital reduction of the current share capital amounting to
EUR 8,497.490.00, divided up into 8,497,490 no-par-value
bearer shares (no-par-value shares) with a prorated amount of
the share capital of EUR 1.00 per share in a ratio of 5: 1 by
EUR 6,797,992.00 to EUR 1,699,498.00, divided up into
1,699,498 no-par-value bearer shares;

e asubsequent cash capital increase of the Company'’s share
capital reduced to EUR 1,699,498.00 in a ratio of 1 : 5 by up to
EUR 8,497,490.00 by issuing up to 8,497,490 new no-par-value
bearer shares (no-par-value shares) with a prorated amount of
the share capital of EUR 1.00 per no-par-value share to up to
EUR 10,196,988.00 at an issue price of EUR 1.00 per share and
granting the shareholders’ subscription rights.

The GM Measures represent components of a uniform restructur-
ing concept, with the implementation of all components thereof
being of crucial importance. If the GM Measures are not imple-
mented as adopted by resolution, the financial restructuring and
rescue of the Company would fail. There is no alternative restruc-
turing scenario, which means that the Company’s continued
existence as a going concern — as outlined above — would be in
acute danger. In contrast, by means of the GM Measures (which
represent the basis for implementation of the further restructur-
ing measures), the Board of Management is convinced that the
long-term continued existence of the Company as a going con-
cern can be guaranteed. Thanks to the improved equity capital
base, in combination with the operational restructuring pro-
gramme described above, the Company’s competitiveness will be
restored and a sustainable on-going corporate governance of the
Company will be enabled.

The Board of Management has also dealt intensively with alterna-
tives to the proposed restructuring concept of the Company. The
alternatives considered included the following:

¢ a refinancing of the Company subject to the participation of the
current creditor banks or a new banking syndicate;

e the sale of the Group member company Metric Group Holdings
Ltd., Swindon/UK and/or other assets of the Company;

¢ the execution of an insolvency plan procedure over the assets of
the Company as a going concern settlement, with operations
continuing.
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However, none of the alternatives has proved to be capable of
implementation or promising in nature.

In view of the high debt quota of the Company and owing to a
lack of adequate items of collateral, neither the current lenders
nor any other possible banks were prepared to make additional
outside funding available. Besides, in the medium term the Com-
pany would not be in a position to cope with an even higher level
of debt than that at present at any rate. Yet the banks, in turn,
make the necessary waiver of receivables contingent upon sub-
stantial volumes of equity being made available in support. In the
banks’ assessment, this is also necessary to make the Company
capable of competing again in operational terms and thus pro-
tecting the value of the remaining receivables on the part of the
banks.

A sale of the Group member company Metric Group Holdings Ltd.
and/or other assets of the Company would not have been a solu-
tion. Metric itself was subjected to a restructuring process in
recent months.

The execution of an insolvency plan procedure as a kind of going
concern settlement would most probably have had negative
effects on the Company’s operations and would have impaired
the Company’s status on the market in an unacceptable fashion.
In addition, it is likely that the current shareholders would have
largely forfeited their shares in full if such a going concern plan
procedure had been implemented.

In the opinion of the Board of Management and the Supervisory
Board, which is shared by the external consultants of the Com-
pany, there was no expedient and meaningful alternative to the
proposed streamlining and restructuring concept.
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2. Statement of fundamentals and
business operations

2.1 General economic conditions

Figures presented by the Institute for World Economy in Kiel (IfW)
indicate that global economic growth in 2012, at 3.2 per cent,
turned out to be slightly weaker year-on-year. For the business
activities of the Hoft & Wessel Group, Europe with its two home
markets of Germany and the United Kingdom is of particular
significance. According to the IfW, economic growth in Europe
declined by 0.6 per cent in 2012. In contrast, Gross Domestic
Product in Germany rose moderately by 0.7 per cent and in the
United Kingdom by 0.2 per cent.

2.2 Business trends

In 2012, the H6ft & Wessel Group generated EUR 78.9 million in
sales revenues. Compared with the previous year, sales revenues
declined by 9 per cent owing to the ongoing restructuring and
reorientation (2011: EUR 86.3 million).

With the delivery of an EMV contactless ticketing system (Euro-
pay/ Mastercard/Visa) for buses as part of a large-scale order to
the FirstGroup and the leading position of the Metric (Parking)
segment in the market for car park terminals, the share of sales
revenues contributed by the United Kingdom rose significantly.
Europe’s share of sales revenues likewise rose thanks to the supply
agreement for ticketing terminals with the Belgian state railway
SNCB. In Germany, as in the previous years the development of
business was dominated both by services to regular customers in
the Almex (Ticketing) segment, such as to Deutsche Bahn and
Hamburger Hochbahn and in the Skeye (Mobile Solutions) seg-
ment such as the delivery of mobile data capture devices to retail
grocery store organisations like Edeka and Rewe.

According to a revenue breakdown, Germany remained the key
sales market at 38 per cent, followed closely by the United King-
dom at 32 per cent. 16 per cent was accounted for by the remain-
ing EU countries, and Switzerland, the USA and other countries
generated 14 per cent.

Germany

Great Britain

Rest of the EU

Switzerland, the US and other countries
Total

The operating result (EBIT) again was clearly in negative territory
in 2012, at ~-EUR 10.8 million (2011: ~EUR 16.1 million). The oper-
ating result for 2012 includes EUR 4.0 million in expenditure on
severance pay and consultancy in connection with the restructur-

ing.

Despite the negative annual results in the years 2011 and 2012,
the existing lines of credit were sufficient to cover the liquidity
requirements of the Hoft & Wessel Group in 2012. The operating
cash flow turned out negative for the year 2012 as a whole, at
-EUR 1.4 million; in contrast, reduced investments had an impact
on the cash flow from investment activities, which changed from
-EUR 4.3 million to -EUR 2.3 million.

The positive order intake trend also continued in the fourth quar-
ter. In 2012, new orders with a total volume of EUR 75.8 million
were added to the books (2011: EUR 70.5 million).

The largest orders received, with a total volume in excess of

EUR 10 million, were placed in 2012 for stationary ticket vending
machines by the Belgian State Railway SNCB, from a Polish part-
ner for the industrial region of Upper Silesia and from the Danish
State Railway. In France, the Company succeeded in being
awarded its first contract by Aérolis/Les Cars Air France. On the
buses of the Keolis subsidiary, on-board ticket vending terminals
with ticket printers are being installed. Two cities in the U.S. opted
for car park terminals from the British subsidiary Metric. In the
retail sector in Germany, Edeka, Rossmann and Rewe ordered
additional mobile data capture terminals. The Company managed
to sign up Fressnapf, a specialist pet food chain, as a new cus-
tomer.

At the end of the year 2012, the order portfolio amounted to

EUR 40.0 million (31 December 2011: EUR 43.2 million). Germany
accounted for 28 per cent of these orders, the UK for 25 per cent,
the remaining EU countries for 20 per cent, with 27 per cent
being contributed by countries like Switzerland, the U.S., and
others.

30.0 36.7
25.3 19.7
12.9 10.6
10.7 19.3
78.9 86.3



2.2.1 Segment Almex — Ticketing

With its Almex product brand portfolio, H6ft & Wessel is a well-
known provider of ticketing systems in Europe. In 2012, sales
revenues of EUR 36.0 million were generated with these products.
Compared with the same period a year earlier, this represents a
decline by 16 per cent (2011: EUR 43.0 million).

As expected, the operating result in this segment, at —-EUR 7.0
million, turned out substantially negative, also on account of
restructuring expenses of EUR 0.7 million (2011: -EUR 3.5 million).

Last year, the Belgian State Railway SNCB ordered 282 ticket
vending machines. These will gradually replace the existing termi-
nals. The range of items ordered also extends to include a back-
ground system, the application on the ticketing terminals and
seamless integration into the SNCB system world. In the process,
an e-Ticketing application with the contactless MOBIB card is also
being integrated. By securing a contract award in Poland, business
in Eastern Europe was further extended. In 2012, about half of
the total of 109 ticket vending machines was delivered to the
municipal transit association of the industrial region of Upper
Silesia headquartered in the city of Katowice, Poland. The new
generation of terminals will be set up at bus and tram stops in
combination with the introduction of a smart card featuring RFID
technology, the so-called Skup card. Additional ticket vending
machines went to the Danish State Railway and the transit author-
ities in the Swiss city of Geneva. Lufthansa received additional
check-in terminals. The delivery of on-board computers with ticket
printers and reading devices for e-Tickets and credit cards with an
EMV contactless application to the FirstGroup in the United King-
dom continued. The total order volume comprised over 3,500
units. In addition, the first mobile e-Ticket readers of a completely
newly developed generation of devices were delivered to the
Danish state railways. A new mobile communications system
based on GSM Rail is being developed for shunters and railway
construction workers of the Swiss Federal Railways SBB.

The order intake for ticketing solutions also saw promising
development in 2012, accounting for almost half the total port-
folio of incoming orders of the Hoft & Wessel Group. In France,
Hoft & Wessel managed to enter the market with a first contract
award. The bus company Les Cars Air France operated by Aérolis,
a joint subsidiary of Keolis and Air France, ordered an innovative
e-Ticketing system for its buses in service between the airports of
Paris Charles-de-Gaulles and/or Paris Orly and the inner city of
Paris. The First Group in the United Kingdom ordered additional
on-board systems featuring the future technology EMV contact-
less. The Belgian State Railway (SNCB) and the Danish State Rail-
way placed additional orders for stationary ticket vending termi-
nals. Follow-up orders for on-board computers for buses were
received from a partner in South Africa.
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2.2.2 The Metric segment — Parking

The Metric segment represents the subsidiary of the same name.
The manufacturer of car park terminals and service provider head-
quartered in Swindon (to the west of London) and its subsidiary in
the US, in 2012 generates sales revenues of EUR 20.4 million,
down by 5 per cent year-on-year (2011: EUR 21.4 million).

The operating result, at -EUR 0.33 million, turned out slightly
negative (2011: EUR 0.55 million).

In its home market in the United Kingdom, Metric entered into
two key strategic partnerships at the end of 2012. The subsidiary
of H6ft & Wessel AG took over Amano's British parking business
along with all customers and has been the sole provider of pay-
on-foot systems from this manufacturer since early 2013. Thanks
to its collaboration with one of the world’s biggest provider of
parking solutions, Metric is consolidating its leading position on
the British market. Metric also cooperates with a leading partner
in this field on a solution to enable automatic plate number recog-
nition (APNR) for cars. The product portfolio is being extended by
including this special solution.

Business trends in the United Kingdom were stable in 2012, by
and large. In particular, on that market it was possible largely to
compensate for the planned reduction of service operations with
London Bus by means of other orders placed.

In the US, another key regional focus of business, Metric is repre-
sented by a subsidiary of its own in Mt. Laurel, New Jersey, and
entered into a strategic partnership in 2012 with Amano McGann,
the US branch of the Amano Group headquartered in Yokohama,
Japan. While Metric’s US subsidiary has only been able to take
care of the eastern region of the US to date, Amano McGann will
now begin marketing Metric car park terminals throughout the
United States. This will open up additional potential to Metric. In
the U.S., in 2012 orders were received from the cities of Seaside
Heights, New Jersey, and Port Jefferson, New York.
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2.2.3 The Skeye segment — Mobile Solutions

With its portfolio of the product brand Skeye in the segment of
the same name, Hoft & Wessel is a leading manufacturer of
mobile data capture terminals in Europe. In 2012, sales revenues
came to EUR 22.5 million, up by EUR 0.6 million year-on-year
(2011: EUR 21.9 million).

The operating result, at -EUR 0.3 million, turned out negative on
account of restructuring expenses of EUR 0.5 million (2011:
-EUR 11.6 million). The operating result for 2011 was heavily
impacted by the ongoing high pressure on margins as well as by
an impairment test in accordance with IAS 36 with a volume of
EUR 4.0 million as well as impending losses and the depreciation
of inventories of EUR 2.5 million.

In the financial year 2012, as part of one of the largest IT projects
in the German retail sector H6ft & Wessel delivered over 2,500
mobile terminals to the retail grocery chain EDEKA. About 1,000
data capture devices went to Rewe, the second biggest German
food retailer. A further 1,000 units including the relevant software
applications were delivered to another retailer, Rossmann. In the
process, Hoft & Wessel consolidated its leading position as a
supplier of mobile data capture devices to the retail sector in
Germany. Moreover, Lekkerland, the US restaurant chain Outback
Steakhouse, the Swiss Post Office and other retailers in Europe
were supplied with lower numbers of units.

The partner network was further extended, and small-scale orders
for handhelds were received from existing partners like Warok,
Primelco, Prometheus and Lomosoft. In the United Kingdom, the
first major customer was acquired via the partner Hands Free
Company, namely the forwarding agency Abbey Road. Some

200 mobile terminals featuring the Android operating system
were delivered and installed on board trucks in 2012.

The radio module business remains very stable. For instance, last
year 8,500 radio modules were delivered to Sirona Dental Systems,
a key component of this customer’s systems.

A contribution to the order intake was made e.g. by an order
placed by Fressnapf, a new customer, for 1,500 data capture
devices. Alongside Edeka, this is the second customer with whom
Hoft & Wessel cooperates with SAP and GK software. The delivery
is largely scheduled for 2013. New orders from portfolio custom-
ers were received from Fegro-Selgros for over 1,500 mobile ter-
minals as well as smaller-scale orders from Rewe and Edeka.

2.2.4 Corporate Services

The costs of administration and the stock exchange listing
amounted to EUR 3.2 million in 2012 (previous year: EUR 1.5
million). Taking account of the restructuring and consultancy
expenses remaining after apportionment, amounting to EUR 1.5
million, general administrative expenses remained at the same
level as the previous year.

2.3 Workforce

In 2012, the H6ft & Wessel Group employed an average of

475 persons (previous year: 514) including trainees. In the financial
year 2012, as part of its restructuring the Company was resized in
accordance with its expected sales revenues, and its workforce
was accordingly reduced to only 428 employees by the end of

the year.

2.4 Production and procurement

External manufacture of its products, predominantly by German
suppliers, represents a key element of the business model of
Hoft & Wessel AG. The entire development work, all the way
through to preparing the parts lists, remains with Hoft & Wessel.
Moreover, the company is closely involved in external production
activities and performs detailed quality control. The British sub-
sidiary Metric has its own final assembly operation for car park
terminals.

2.5 Research and development

Roughly one third of the workforce of the Hoft & Wessel Group

is engaged in research and development. The IT specialists and
engineers located in Hannover and Swindon develop new hard-
ware and software solutions, adapt products and software to
customers’ requirements and write complex application programs.
In 2012, the development of software modules and further prod-
uct enhancements continued.

Predominantly on account of the difficult business situation and
the Company’s concentration on critical large-scale projects,
expenses on research and development declined by EUR 3.0 mil-
lion in the year under review, from EUR 10.6 million to EUR 7.6
million. In this context, the share accounted for by the Metric
segment remained constant at EUR 1.9 million. The share of
Group sales revenues accounted for by expenditure on research
and development declined from 12.3 per cent in 2011 to 9.6 per
centin 2012.



2.6 Service

With a contribution to Group sales revenues amounting to
roughly 37 per cent, services remain a key, reliable mainstay of
basic business. In 2011, the share of sales revenues derived from
services was in the region of 39.0 per cent. The absolute volume
of sales from services amounted to EUR 29.1 million in the year
under review, down by EUR 4.6 million year-on-year (2011:

EUR 33.7 million). The Metric segment managed to nearly
match its previous year’s service revenues at EUR 11.7 million
(2011: EUR 11.9 million).

2.7 Investments

Investments by the Hoft & Wessel Group predominantly relate to
the field of research and development. This is where new IT solu-
tions, products and systems are developed and configured in line
with customers’ specifications. In the financial year 2012, addi-
tions to fixed assets amounted to EUR 2.3 million (previous year:
EUR 4.3 million). Of this sum, EUR 1.5 million (2011: EUR 3.3
million) was accounted for by capitalised development activities.

Development

P 1%

Administration

Sales 0%

Service

13

Production/Purchasing

Status as at 31/12/2012
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3. Statement of the Company’s asset, financial and
earnings position

3.1 Asset position

The volume of non-current assets declined by a total of EUR 1.1
million. This decrease is chiefly attributable to the scheduled
depreciation of fixed assets which, at EUR 3.0 million in the year
under review, exceeded investments of EUR 2.3 million by EUR 0.7
million. Only a low level of depreciation of fixed assets, namely
EUR 91 k, was recorded in the financial year (previous year:

EUR 5.0 million).

In the preceding year, in particular the Company had depreciated
capitalised development costs (EUR 4.0 million). A further EUR 1.0
million was accounted for by injection moulding tools and other
office and business equipment in 2011.

Within the scope of the restructuring programme H&W 2.0, it
was possible to reduce the volume of inventory assets within the
Group by means of numerous defined measures by a total of EUR
5.4 million, from EUR 21.9 million to EUR 16.5 million. Of this sum,
Metric accounted for EUR 444 k. This trend effectively contributed
towards securing the Company’s liquidity.

The volume of receivables was likewise reduced by EUR 3.4 million,
from EUR 18.0 million to EUR 14.6 million. The contribution by
the Metric segment came to about EUR 0.7 million. In the Almex
segment, the volume of receivables declined by EUR 5.0 million.
For the Skeye segment, the Company recorded a slight increase in
receivables of EUR 2.0 million thanks to comparatively higher
December sales revenues.

The reduction of equity by EUR 11.7 million, from EUR 7.4 million
to -EUR 4.3 million, was largely the result of the negative earnings
for the period.

e 32%

. 2%

30 40 50
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Against the backdrop of the agreements entered into with the
financers, all bank and leasing liabilities were reported as current
in nature. Specifically, reference is made to the explanatory notes
in Section 1.4. As a result, short-term liabilities to banks increased
by EUR 2.7 million to EUR 23.6 million. In total long-term liabilities
decreased in fiscal year by EUR 0.4 from EUR 3.0 to EUR 2.6
million. After deduction of cash in hand, the net financial liabili-
ties amount to EUR 22.7 million after EUR 17.7 million as at
31/12/2011.

The restructuring measures carried out as well as the planned
recapitalisation also had a negative impact on the supplier side.
Lines of merchandise credit insurers that were cancelled or sub-
stantially reduced prompted suppliers to reduce their terms for
payment or to insist on advance payment, either wholly or in part.
As a direct consequence of this trend, liabilities to suppliers as at
31 December 2012 only amounted to EUR 2.9 million (previous
year: EUR 9.8 million). The level of advance payments from cus-
tomers increased by EUR 2.3 million in the fourth quarter due to
various project advances made.

In total, current liabilities decreased by EUR 1.3 million in the
year under review. Total non-current and current liabilities
decreased by EUR 1.7 million, from EUR 48.1 million to

EUR 46.4 million.

Asset intensity [fixed assets (EUR 8.6 million) /

total assets (EUR 42.1 million)]

Inventory intensity (inventory assets (EUR 16.5 million) /
total assets (EUR 42.1 million)]

Receivables intensity [trade receivables (EUR 14.6 million) /
total assets (EUR 42.1 million)]

[Equity capital (-EUR 4.3 milion) / total assets (EUR 42.1 million)]

Cash flow from current operating activities

Cash flow from investment activities

Cash flow from financing activities

Changes to financial funds impacting on payments

3.2 Financial position

Against the backdrop of the Group’s difficult business develop-
ment in the last two financial years and an increasingly scarce
volume of cash and cash equivalents, finance management essen-
tially focused on maintaining business operations as efficiently as
possible with the existing credit lines.

The cash flow from current operating activities amounts to

-EUR 1.4 million (previous year: -EUR 2 k). Significant outflows of
funds resulted from a decline in trade payables and other debts.
A positive impact was derived in particular from the reduction of
inventories and of customer receivables by a total of EUR 8.8
million. Both developments were core targets laid down as part
of the restructuring programme H&W 2.0. As in the previous
year, the limit for factoring operations amounted to EUR 5 million
and had been utilised to an extent of EUR 0.9 million (previous
year: EUR 3.1 million) as at the balance sheet date.

Trade receivables sold to a financial service provider within the
scope of factoring arrangements are cancelled if the opportunities
and risks involved were essentially transferred to the financial
service provider. These transactions are so-called transfers, in

the course of which they are taken off the books completely. At
Hoft & Wessel AG, a contractually agreed security lien of ten per
cent is applicable (previous year: five per cent). In this connection,
this security lien reflects the maximum possible risk of loss arising

20% 18%
39% 39%
35% 32%
(10) % 13%
(1,378) @)
(2,269) (4,257)
1,365 2,874
(2,282) (1,385)



from factoring transactions and is intended to cover possible
payments and credit notes not capable of being duly assigned or
classified (financial year: EUR 121 k; previous year: EUR 788 k).

The receivables from customers sold to the factoring companies
are subject to strict requirements (for example, the exclusion of
certain EU countries, no purchase of project receivables, no pur-
chase of past due receivables or advance payments, etc.). The
costs of this type of advance financing are included in the Com-
pany’s net interest income as interest expenditure. In addition,
bank charges are payable.

With slightly reduced investments in the field of property, plant
and equipment, investments in capitalised product developments
declined comparatively sharply, by EUR 1.7 million, from EUR 3.2
million to EUR 1.5 million. The negative cash flow from investment
activities in 2012 thus amounted to ~EUR 2.3 million following
-EUR 4.3 million in the previous-year period.

The funding requirements described above were covered by
increased utilisation of current bank loans and repayment of the
volume of cash holdings. This led to a positive cash flow from
financing activities of EUR 1.4 million. The decrease with an
impact on payments in the fund of financial assets before cur-
rency influences on bank inventories thus amounts to -EUR 2.3
million. No non-current lines of credit were available to the Com-
pany as at the balance sheet date. The free credit lines as part of
the existing standstill agreement amounted to EUR 1.5 million as
at the balance sheet date (previous year: EUR 4.4 million).

Sales revenues

Earnings before taxes and interest (EBIT)
Earnings before taxes (EBT)

EBT margin in % of sales revenues
Consolidated earnings after taxes

Sales revenues
Cost of materials incl. inventory changes
Contribution margin 1 in % of sales revenues
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The following credit lines are available to the Group as at balance
sheet date:

e EUR 16.4 million in uncollateralised, partly mixed current
account and guarantee lines (previous year: EUR 16.4 million).
Interest rates 2012: 1.61 % — 9.38 %

(previous year: 2.12 % — 9.38 %).

e EUR 4.8 million loan with a term to maturity until 2017
(previous year: EUR 5.0 million).
Interest rate 2012: 3.85 % (previous year: 3.85 %).
For this loan, ownership of an inventory at Head Office
amounting to EUR 7,019 k was assigned by way of collateral
security.

e EUR 4.0 million in uncollateralised loans with final maturities in
December 2013 (previous year: EUR 4 million).
Interest rates 2012: 1.61 % — 5.85%
(previous year: 2.30 % — 5.85 %).

e EUR 4.3 million in pure guarantee lines
(previous year: EUR 10.5 million).

e EUR 5 million factoring line (no change in relation to
previous year).
Interest rates 2012: 2.21% - 3.12%
(previous year: 2.88 % — 3.53 %).

The agreements contain no financial covenants.

78,875 86,252
(10,795) (16,090)
(13,246) (17,194)

(16.8) (19.9)
(12,983) (18,970)
78,875 86,252
45,009 53,920
42.9 37.5
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3.3 Earnings position

Sales revenues of the H6ft & Wessel Group saw a year-on-year
decline by roughly 8.6 per cent, from EUR 86.3 million to EUR
78.9 million. The Almex segment in particular had to contend
with a significant sales revenue decline of 16.3 per cent and only
invoiced approx. EUR 36.0 million (previous year: EUR 43.0 mil-
lion). While this segment managed to register a slightly higher
order intake of EUR 36.2 million (previous year: EUR 33.7 million),
capacity bottlenecks and delays involved in individual large-scale
projects led to substantial postponements in planned project
deliveries along with the relevant sales revenues realised. Substan-
tial declines in sales were also recorded in the Metric business
division. Revenues generated by Metric were down 4.7 per cent,
to EUR 20.4 million (previous year: EUR 21.4 million). Adjusted
for currency effects, the decline in sales revenues was as high as
11.0 per cent. Only in the Skeye segment was it possible to boost
sales slightly, by 2.7 per cent, to reach EUR 22.5 million. In 2012,
the Company recorded an order intake of EUR 75.8 million across
all segments, up by 7.5 per cent compared with 2011.

In the year under review, the percentage-based contribution mar-
gin (sales revenues minus cost of materials, including portfolio
changes) rose by 5.4 percentage points, to 42.9 per cent, returning
to the level reached in the financial year 2010. In 2011, the depre-
ciation of Skeye inventories amounting to approx. EUR 2.5 million,
resulted in an unusually low level for this key ratio of only 37.5

per cent.

The increase in personnel costs in the Group by nearly EUR 2.4
million, to EUR 27.8 million, is essentially attributable to the social
plan (redundancy programme) at the Hoft & Wessel AG, imposing
a burden of EUR 1.5 million on personnel costs in 2012. At Metric,
the costs of pension provisions booked through profit and loss
were up by roughly EUR 0.4 million compared with 2011. Further-
more, in 2012 a provision was set up for a former member of the
board of management of the Company (EUR 0.3 million).

Other operating expenses were up by EUR 1.8 million in the year
under review, to EUR 17.6 million. Legal and consultancy costs in
connection with the restructuring and refinancing of the Com-
pany amounted to approx. EUR 2.2 million. This was offset by
early successes in achieving cost reductions as part of the restruc-
turing programme H&W 2.0.

Depreciation and amortisation in the year under review came to
EUR 3.0 million (previous year: EUR 11.3 million). In 2011, addi-
tional expenses had been incurred in the wake of impairment
tests carried out according to IAS 36. Moreover, depreciation and
amortisation are lower due to reduced investment activities.

As a result of the developments referred to above, the operating
result (EBIT) in the Group came to -EUR 10.8 million (previous
year: -EUR 16.1 million).

The negative net financing income deteriorated substantially in
2012 by -EUR 1.3 million, to -EUR 2.5 million. This is due on the

one hand to higher utilisation of credit lines throughout the year
compared with the previous year (-EUR 0.4 million). In addition,

an existing hedge accounting relationship for bank liabilities sub-
ject favorable intrest rates was terminated. This had an effect on
profit and loss amounting to -EUR 0.9 million.

Earnings before taxes therefore came to ~EUR 13.2 million (previ-
ous year: —EUR 17.2 million).

3.4 Capital measures

The Board of Management had invited the shareholders of

Hoft & Wessel Aktiengesellschaft to an extraordinary general
meeting scheduled for 18 July 2013. In particular, the agenda of
the extraordinary general meeting provides for disclosure by the
Board of Management of the loss of half of the Company’s capi-
tal stock pursuant to Section 92 (1) of the German Companies
Act (AktG), the adoption of a resolution on the reduction of the
capital stock and a resolution on increasing the capital stock
against cash contributions with subscription rights.

The capital measures are part of a comprehensive refinancing
concept prepared by the Board of Management in recent months.
For implementation purposes, the Board of Management had
searched for potential equity capital providers and negotiated
with seriously eligible investors on the financing concepts involved.
As a result of these efforts, on 18 July 2013 a comprehensive
streamlining arrangement was entered into, namely between the
Company, the long-term oriented investor Droege Group Inter-
national AG, and the creditor banks.

In accordance with this Agreement, the investor Droege commit-
ted itself to provide the Company with fresh equity capital by way
of a capital increase, a maximum amount of just under EUR 8.5
million. Of the EUR 8.5 million, EUR 3.3 million will be paid to the
banks in partial compensation for their waiver of receivables
amounting to EUR 16.8 million. The execution of this transaction
will be carried out via a subsidiary which will be provided with a
liquidity of a minimum of EUR 3.3 million. Accordingly, EUR 5.2
million in fresh capital will remain within the group of companies.
At the same time, on average the banks are to waive about half
of their volume of receivables.

The obligation of the investor Droege is subject in particular to the
terms and conditions that the resolutions on the capital reduction
and capital increase are listed in the Commercial Register, that the
German Federal Financial Supervisory Authority (Bundesanstalt
fur Finanzdienstleistungsaufsicht — BaFin) has issued an exemption
from the mandatory offer rule, the clearances by the cartel
authorities have been given. The precondition of the investor of

a stake according to the completed streamlining arrangement has
been met.

The banks’ obligation is also fulfilled, because all new shares have
been subscribed to and paid up in full. The agreements still to
be concluded are subject to the suspensive condition that they



will become invalid if the investor or one of the banks effectively
rescinds the streamlining agreement and if an arrangement is not
reached between the banks, in terms of which one bank named

in the streamlining agreement will be appointed as trustee.

In addition, in the case of two credit institutions the Group has
guarantee lines totalling EUR 5.25 million, which will only imple-
mented after the capital increase enter into force.

3.5 General statement by the Board of Management

According to the Board of Management, the Company’s asset,
financial and earnings position is inadequate. To achieve a sustain-
able improvement, the Board of Management has prepared a
uniform restructuring concept, of which all components are to

be implemented if it is to be successful.

The Board of Management complied with its obligations under
the German Companies Act and convened an extraordinary
general meeting for 18 July 2013, at which further steps were
adopted towards a streamlining and reorientation of the Com-
pany. Specifically, reference is made to the explanatory notes in
Section 3.4 Capital measures.

The Company’s continued existence as a going concern will be
secured only if it succeeds in placing the shares created due to the
capital increase against a cash contribution and if the operational
streamlining efforts actually produce the expected results. In
addition, it is necessary for the projects identified as critical by the
Board of Management early in 2013 to be successfully concluded.
The capital measures, in combination with the planned pro-
gramme for the Company’s operational streamlining, will lay the
foundations for a substantial improvement in the Company’s asset,
financial and earnings position. The Board of Management has
taken all steps necessary in order to implement the streamlining
concept as a whole. The Board of Management is convinced of
the terms and conditions stated in Section 3.4 being met and of
the successful implementation of the streamlining measures and
therefore firmly assumes that the Company will continue to trade
as a going concern. The Board of Management anticipates the
turnaround in business this year, followed by sustainable and
successful business trends in the years to follow.

If the capital measures described in the previous section 3.4 are
not carried out, or if project risks result in unforeseen liquidity
outflows, and if the operational streamlining measures adopted
do not yield the expected results, the Company will become
insolvent and lose its status as a going concern.
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4. Events after the balance-sheet date

Following the close of the financial year 2012, since 1 January
2013 Rudolf Spiller has been responsible as sole Board of Man-
agement member and CEO. On 18 July 2013, a comprehensive
streamlining agreement was entered into, namely between the
Company, the long-term oriented investor Droege, key individual
shareholders, and the creditor banks. Specifically, reference is
made to the explanatory notes in Sections 3.4 and 3.5.

5. Risk and opportunity report

With regard to the risks endangering the Company as a going
concern, reference is made to the explanatory notes in Section 3.4
Capital measures and 3.5 General Statement by the Board of
Management.

Entrepreneurial action means taking risks. With its international
business relationships and multiple locations, the H6ft & Wessel
Group is subject to rapidly changing general conditions in its sales
markets and is therefore exposed to risks. In order to avoid these
risks threatening the Group’s existence as a going concern, the
legislature has called for implementation of an early risk detection
system. This system had been introduced at Hoft & Wessel AG
years ago and was an integral element in the planning and imple-
mentation of the corporate strategy.

In 2012, due to the substantial losses and the restructuring initi-
ated for this reason, the Board of Management decided to com-
mission an external business consultancy firm to carry out an
identification and assessment of the Company’s risk profile. This
continual screening made a substantial contribution towards
identifying risks, subsequently mitigating them and, therefore, to
a stabilisation of the Company’s business trends.

In addition, new processes were introduced. Weekly liquidity plan-
ning at a regular so-called order flow meeting creates adequate
transparency in order to carry out liquidity management success-
fully. Moreover, business processes are being better managed, for
instance by setting up a steering committee and in the course of
core team meetings.

The restructuring measures carried out in the financial year 2012
call for an adjustment of the early risk detection system to the
newly created structures. After finalisation of the restructuring
phase in 2013, the new processes and methods will be reconciled
with the early risk detection system in place at Hoft & Wessel AG
and will then once again continue to be handled internally in full
by the Finance & Controlling department.

The various sets of measures forming part of the early risk detec-
tion system of Hoft & Wessel AG are described in detail below.
Early risk detection management distinguishes between external,
operational and financial risks. In the external risk category, a
further distinction is made between changes in market demand,
political changes and economic developments.



24 CONSOLIDATED MANAGEMENT REPORT

Operational risks that are monitored continuously include business
transactions with major customers, planning for large-scale
projects, as well as project management, quality, external manu-
facture, storage and contractual risks, human resources, commu-
nications and IT security.

Hoft & Wessel deals with market and sales revenue risks by
endeavouring to establish long-term contractual relations with
customers wherever possible. The risk of declining order receipts
on account of the general economic situation is countered by
continual market monitoring. Changing customer requirements
and impending technological changes are monitored closely and
coordinated with staff working on projects currently at the devel-
opment stage. Broadening the customer base in the individual
business divisions and developing new sales markets and regions
helps reduce the level of dependency on individual customers,
industry segments or countries. Until the restructuring measures
have been successfully completed, the performance and efficiency
of the Company might receive negative ratings from purchasers
and suppliers, which might impair its market opportunities and
supply prices and conditions.

Regular monitoring of projects and orders by the heads of the
business divisions and deployment of the overarching ERP system
serve to identify internal risks on a timely basis and to counter
them effectively in future. In the field of financial risks, a distinc
tion is drawn between such factors as liquidity, interest rates,
receivables in default, foreign transactions, currencies and finan-
cial markets. Risks resulting from any of these areas are monitored
and assessed continually.

The risks arising from the reorientation are being taken into
account in particular with a substantially improved early risk
detection system in the current financial year, which also extends
to include more effective liquidity management. This will create
the prerequisites to be able to take counteractive steps speedily
and in a targeted manner if required.

In order to ensure liquidity at all times, the Company’s free

cash & cash equivalents are continually monitored with the aid of
short-term liquidity planning and medium-term demand projec-
tions. There is a liquidity risk if there should be substantial delays
in implementing the capital increase. This applies in particular
because there is a direct link between implementation of the
capital increase and the revival of the guarantee lines that the
Company urgently needs to collateralise advance payments by
customers.

An increase in the level of interest rates, a downgrading of the
Company’s ratings or changes in lending terms may entail the
risk of increasing interest expenditure. The risk of market-related
interest rate fluctuations is partially taken into account by means
of interest rate hedges and, additionally, by taking out loans with
multiple-year terms to maturity. The specific measures on interest
rate hedges are described in Note 21. The risk of default in trade
receivables is countered by deploying merchandise credit insur-
ance and a debtor management system that continually under-

goes further development. Currency risks arising from exchange
rate fluctuations are hedged in accordance with the parameters
laid down by the Board of Management for the Company’s hedge
strategy. The measures relating to currency hedges are explained
in Note 21.

The Group’s Management perceives technological risks to lie in
the fact that too little could be spent on research and develop-
ment as well as in vocational and advanced training of employees
in the past two years. Know-how losses due to employees resign-
ing of their own accord compounded this development, which
will need to be effectively countered in future. Catching up and
closing the technology gap is a critical success factor for the
Company's future ability to survive since the demand for inte-
grated holistic solutions is increasing, in turn raising the require-
ments regarding convergence with IT systems further.

Project risks of varying intensity continue to exist with a number
of large-scale projects. These range from considerable margin
losses due to unplanned expenditure necessary on external staff,
impending losses arising and all the way through to significant
conventional penalties because of project delays. These risks were
duly taken into account in the annual financial statements for
2012. Nearly all large-scale projects were critically analysed early
in 2013, project capacities were considerably improved and the
project management teams were extended or completely
replaced. Progress has been made across the board.

The Company’s future development will depend heavily on
whether it will be possible to deal with the critical projects as
contractually agreed. If not, as described above, projects will be in
danger of liquidation and/or conventional penalties might be
payable. In addition, the shifting of services alone represents a
sizeable liquidity risk for the Company. In order to ensure liquidity
at all times, the Company'’s free cash & cash equivalents are con-
tinually monitored with the aid of short-term liquidity planning
and medium-term demand projections. The postponement of
incoming payments may have an impact on the Company’s exist-
ence owing to the difficult financing situation.

Hoft & Wessel AG is certified according to the international qual-
ity standard DIN EN I1SO 9001:2008 and thus delivered proof of a
functioning quality management system (QMS) in the course of
an independent audit. The mandatory QMS rules in place for all
employees and divisions are recorded in the Quality Management
Manual (QMM). The increased transparency of competences and
procedures achieved through this minimises the risk of incorrect
interpretations and assessments.

The Hoft & Wessel Group was certified in accordance with the
environmental management standard I1SO 14001. Moreover, the
Metric subsidiary successfully met the requirements for informa-
tion security laid down in I1SO 27001.



6. Outlook

The Kiel-based Institute for the World Economy (Institut fir
Weltwirtschaft — IfW) assumes that economic activity will be
revitalised in 2013. Accordingly, the global economy will grow

by 3.4 per cent, a slightly higher increase in Gross Domestic Prod-
uct than in the previous year. For Europe, the key region for the
Hoft & Wessel Group’s business, a slight decline in aggregate
economic output by 0.2 per cent is anticipated. In the two key
markets for the Company, namely Germany and the United King-
dom, Gross Domestic Product is to rise by 0.6 and 0.5 per cent,
respectively, in 2013.

As a result, the overall economic environment of the Hoft & Wessel
Group will be slightly better in the current financial year than in
the previous year. Even though business trends of the group of
companies on the whole generally appeared to be largely unaf-
fected by cyclical influences, changed framework conditions in
individual segments may result in a lower level of public-sector
spending, for instance. For this reason, the industry sectors of
key importance to the Company’s business trends, namely public
passenger transport, parking as well as the retail and logistics
segment, are carefully monitored and the resultant opportunities
and risks are weighted accordingly and taken into account in
terms of market processing. Mega-trends and public policy
measures such as a deregulation of public transport or even
public-sector debt may acquire a certain relevance.

The comprehensive restructuring programme initiated in 2012 as
a streamlining element was concluded according to schedule in
mid-2013. After an extensive programme consisting of over 700
individual measures had initially been imposed on H&ft & Wessel
AG at the Hannover location, at the end of 2012 a similar pro-
gramme followed for the British subsidiary, Metric. Over EUR 12
million in improvements in EBIT are generated, constituting a
major lever for a definite improvement in earnings overall. After
two financial years of considerably negative results, for the finan-
cial year 2013 the Company expects to generate Group earnings
before interest and taxes (EBIT) of over EUR 1.0 million on sales
revenues of about EUR 82 million. As at 30 June 2013 the group
of companies achieved sales revenues of EUR 36.9 million with an
operating result before restructuring expenses of -EUR 0.9 mil-
lion. Further particulars can be found in the quar-terly reports
which are also published.

For 2014, Hoft & Wessel Group expects a further improvement
in the operating result and higher sales revenues.

With the advent of the strategic investor Droege International
Group AG, the medium-term refinancing, which is also an ele-
ment of the streamlining process, will be ensured at prices and
terms in conformity with the market and an adequate capital
endowment will once again be achieved. Moreover, the new
majority shareholder will enable investments to be made in
research & development and in the speedy development of
new products.
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As a result of a comprehensive strategy package created, the

Hoft & Wessel Group expects more than EUR 100 million in sales
revenues to be achieved by 2018. This is equivalent to a com-
pound average annual growth rate (CAGR) of about 4 per cent. In
the next few years, the Company perceives increasing demand for
management, planning, guidance, information and ticketing
systems, with growth rates of about 15 per cent per annum.
Contributory factors in this respect are current trends like urbani-
sation, growing environmental awareness, ever scarcer energy
supplies but also the deregulation of the public transport system,
resulting in a convergence with private motorised transport and
rising mobility needs. As a result of this trend, an increasing politi-
cal willingness to promote public transport is identifiable. This
leads to a global establishment and extension as well as moderni-
sation of public commuter transit systems. In the course of this
development, differences are evident in tandem with the expan-
sion of public transport. While the development in Europe tends
to be rather subdued, public transport in Russia, South America
and Asia is undergoing robust growth. Hoft & Wessel plans to
develop in these markets as a central European niche specialist for
individual customer solutions for ticketing and parking as well as
mobile data recording systems for the retail sector and logistics.

Yet business development in the Metric segment will in future
also be influenced by the strategic partnership with Amano.
This is expected to result in higher sales revenues on Metric car
park terminals in the US and a consolidation of sales revenues
in Metric's home market, England, by taking over the Amano
products. On the other hand, the strategic partnership may also
entail some risks.

In future, Hoft & Wessel AG will also focus on its core operations,
namely Ticketing, Mobile Solutions and, increasingly, Vehicle
Systems, and intensify the expansion of its service business. The
concentration will lie on handling critical large-scale projects step
by step in order to regain customer trust and confidence in this
way and thus lay the foundations for attractive follow-up business.

On the whole, the Company anticipates increasing mechanisation
and an increasing convergence with IT systems. Once the overall
financial situation in Europe and across the globe has returned to
normal, in the course of consolidation tendencies new competi-
tors are also expected to emerge. This will then lead to further
cost pressure on public-sector principals, along with outsourcing
of services and a growing number of cooperative ventures, also
against the backdrop of increasing calls for integrated, holistic
solutions. All this will be accompanied by a further internation-
alisation of business. Hoft & Wessel will benefit from this in the
next several years, especially through its expertise in the field of
contactless payments.

This management report contains forward-looking statements
and information. Such forward-looking statements are based on
current expectations of the Company and on certain assumptions.
Accordingly, they give rise to a number of risks and uncertainties.
Business trends of the Hoft & Wessel Group are affected by a
large number of factors that are beyond the sphere of control of
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the Company. These factors can cause the actual results, suc-
cesses and performance of the Group to differ substantially from
the information on results, successes and performance expressly
or implicitly contained in these forward-looking statements.

B. Further disclosures
1. Remuneration Report

In addition to fixed remuneration, the Board of Management of
Hoft & Wessel AG receives regular, variable remuneration based
on the pre-tax earnings of the Hoft & Wessel Group. The non-
performance-related share of remuneration is defined by the
Supervisory Board in specific individual cases, taking account of
professional experience, qualifications and performance. The
fixing of remuneration for the members of the Board of Manage-
ment is based on the economic and financial situation of the
Company, as well as the extent and structure of remuneration
paid to management boards of comparable enterprises. In addi-
tion, the tasks and contribution of each relevant member of the
Board of Management are taken into account.

Non-performance-related remuneration comprises basic remu-
neration, benefits in kind and perquisites (company car, health-
care and insurance policies). The basic remuneration is disbursed
monthly in the form of a salary payment. Benefits in kind essen-
tially consist of the value of using a company car in accordance
with tax regulations and allowances paid towards insurance pre-
miums.

Half of the performance-based remuneration is paid on reaching
the Group's sales and pre-tax earnings target. The maximum
amount is capped in case targets are exceeded. In the event of

a shortfall by more than 10 per cent, this remuneration compo-
nent will be dispensed with.

Rudolf Spiller 141
Michael Hoft 264
Thomas Wolf 96
Hansjoachim Oehmen 18
Peter Claussen -
Total 519

In the financial year 2012, no stock options were issued to the
Board of Management. For a former member of the Board of
Management, the Company set up an additional provision for
severance pay amounting to EUR 321 k. In the current year,
no provisions were set up for bonus payments (previous year:
EUR 68 k).

No pension commitments have been made to the members of
the Board of Management. No benefits from third parties were
approved to the members of the Board of Management with
regard to their activities as members thereof. If a member of the
Board of Management dies during the contractual term, three
monthly salaries will be paid by way of benefits to surviving
dependants. In the event of illness, continued salary payment for
the members of the Board of Management has been agreed for
three months.

The remuneration of the Supervisory Board is governed by the
articles of association and is exclusively payable in the form of a
fixed salary. The Chair in this regard receives double the remu-
neration paid to a member of the Supervisory Board. The Deputy
Chairman receives 1.5 times the remuneration paid to a member
of the Supervisory Board. No payments were made to earlier
Supervisory Board members. There are no commitments on the
part of the Company to do so.

= - - 141 -
16 - - 264 16
223 - 40 9% 263
528 - 79 18 607
17 - 71 - 188
884 - 190 519 1,074



2. Share-related disclosures

The total nominal value of the Company’s capital stock is deno-
minated in 8,497,490 no-par-value bearer shares, with each such
share representing an entitlement to exercise one vote.

H&W Holding GmbH, Burgdorf, notified us that it had a direct
equity interest of 40.6 per cent in the Company’s capital stock as
at the balance sheet date. In the current fiscal year the H&W
Holding has sold their stake in H6ft & Wessel AG. After a capital
increase, Droege International Group AG has a significant equity
interest in the company.

Zollner Elektronik AG, Zandt, notified the Company that it has a
direct equity interest of 10.5 per cent in the Company’s capital
stock as at balance sheet date. In the current financial year this
stake has decreased to less than 3 per cent.

In accordance with the articles of association, the Board of Man-
agement consists of one or several persons. Deputy members of
the Board may be appointed. In addition, the statutory regula-
tions and provisions apply to the appointment and dismissal of
members of the Board of Management (8§ 84, 85 AktG) and to
any amendments to the articles of association (§§ 133, 179 AktG).
At the Annual General Meeting held on 17 June 2010, the Com-
pany was authorised to acquire treasury shares up to a maximum
amount of 10 per cent of the capital stock. This arrangement
applies until 16 June 2015. The Board of Management was also
authorised to redeem own shares with the consent of the Supervi-
sory Board, without a further resolution of the Annual Sharehold-
ers’ Meeting being necessary in this regard. Beyond the disclo-
sures in the Remuneration Report, no material agreements were
entered into by the Company with the members of the Board of
Management or the employees concerning the terms and condi-
tions of a change of control following a takeover bid or any com-
pensation arrangements in the event of such a takeover bid being
made.

Prof. Dr. Dr.-Ing. Dr. h.c. Klaus E. Goehrmann
Dr. Peter Versteegen

Michael Hoft

Dr. Martin Kinnemann

Rolf Wessel

Manfred Zollner

Hinrich Peters

Total
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C. Statement on Corporate Governance

The statement on corporate governance is reproduced in the
Corporate Governance Report within this Annual Report as well
as on the Company’s website at http://www.hoeft-wessel.com/
investor-relations/corporate-governance/.

D. Related parties report

In the financial year 2012, H6ft & Wessel AG was an enterprise
that was dependent on H&W Holding GmbH as contemplated
by 8 312 of the German Companies Act. For this reason,

in accordance with § 312 (1) of the German Companies

Act, the Board of Management of H&ft & Wessel AG prepared a
related parties report, which contains the following final state-
ment: “The Board of Management declares that the Company
— according to the facts and circumstances of which the Board of
Management was aware at the time at which legal transactions
were entered into or the measures were taken or omitted —
received reasonable consideration in the course of each such
transaction or that the performance of the Company was not
unduly high and that the Company was thus not adversely
affected by the measures taken or omitted. Finally, the Board of
Management declares that no legal transactions or measures
were carried out at the behest of any affiliated entities.”

Hannover, 7 October 2013

The Board of Management

20 20
15 15
= 10
10 10
10 10
10 10
8 —

73 75
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IFRS Consolidated Financial Statement as of 31/12/2012
Consolidated Balance Sheet as of 31/12/2012

Non-current assets

Intangible assets (5) 5,071 5,641
Property, plant and equipment 6) 1,986 2,055
Deferred tax assets 7) 1,566 2,062
Total non-current assets 8,623 9,758

Current assets

Inventories (8) 16,472 21,889
Trade receivables 9) 14,574 17,994
Cash and cash equivalents (10) 829 3,103
Other assets 11) 848 1,533
Other non-financial assets 744 1,249
Total current assets 33,467 45,768
Total assets 42,090 55,526
Equity

Subscribed capital (12) 8,497 8,497
Capital reserves (12) 20,180 20,176
Accumulated retained earnings (12) (28,832) (15,849)
Other comprehensive income (4,135) (5,429)
Total equity (4,290) 7,395

Non-current liabilities

Personnel related provisions 17) 933 841
Financial leasing liabilities (14) 0 17
Deffered tax liabilities (7) 837 1,127
Other liabilities 21 857 1,057
Total non-current liabilities 2,627 3,042

Current liabilities

Provisions (18) 5,502 4,396
Current income tax liabilities 50 440
Financial leasing liabilities (14) 17 29
Financial liabilities to banks (14) 23,567 20,827
Trade payables (19) 2,871 9,753
Advance payments received 4,922 2,656
Personnel-related accrued/deferred liabilities 17) 1,513 964
Other financial liabilities 21 3,528 3,743
Other non-financial liabilities (20) 1,783 2,281
Total current liabilities 43,753 45,089
Total equity and liabilities 42,090 55,526

The following consolidated notes are an integral element of the consolidated financial statements.
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Consolidated Statement of Income and Comprehensive Income
for the Period from 1 January to 31 December 2012

Sales revenues (24) 78,875 86,252
Inventory changes relating to finished goods and work-in-progress (4,400) (2,462)
Other company-produced additions to plant and equipment 1,348 2,250
Aggregate output 75,823 86,040
Other income (26) 2,367 1,851
Cost of materials and services procured (40,609) (51,458)
Personnel expenses (25) (27,789) (25,421)
Other expenses 27) (17,593) (15,781)
Operating result before depreciation and amortisation (EBITDA) (7,801) (4,769)
Depreciation and amortisation of property, plant, and equipment and

intangible assets (2,994) (11,321)
Operating result (EBIT) (10,795) (16,090)
Financial income 1 1
Financial expenses (28) (2,452) (1,105)
Net financial income (28) (2,451) (1,104)
Earnings before taxes (EBT) (13,246) (17,194)
Tax position 263 (1,776)
Group earnings (29) (12,983) (18,970)

Reconcilation to comprehensive income

Difference arising from currency translation 266 386
Cash flow hedges 1,502 8
Deferred taxes on cash flow hedges (474) (3)
Cumulative other equity 1,294 391
Total earnings for the period (11,689) (18,579)
Earnings per share in EUR (basic) (13) (1.53) (2.23)
Earnings per share in EUR (diluted) (13) (1.53) (2.18)

The following consolidated notes are an integral element of the consolidated financial statements.
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Consolidated Cash Flow Statement
for the Period from 1 January to 31

-+

Group earnings

Tax position

Financial results

Depreciation

of fixed assets

Losses from reduction of assets

Increase in provisions

Rate effects with no impact on payments
Losses from impairments on receivables

Losses from Impairments

on inventories

Other effects with no impact on payments
Decrease/increase in inventories

Decrease in trade receivables

Decrease in other assets

Decrease in trade payables
Increase/decrease in payments received
Decrease/increase in other liabilties
Decrease in other long-term liabilties
Payouts for income tax

Cash flow from current operating activities

December 2012

Disbursements for investments in intangible assets
Cash flow from investment activities

Deposits from taking out financial credit facilities

Disbursement for finance leasing
Interest revenues

Interest expenditures

Disbursements for dividend payments

Cash flow from financing activities

Decrease / increase in liquid funds

Cash and cash equivalents at the beginning of the period

Changes in exchange-rate compensation item

Cash and cash equivalents at the end of the period

The following consolidated notes are an integral element of the consolidated financial statements.

(12,983)
(263)
2,451

2,994
0
1,198
419
118

353
265
5,064
3,711
1,057

(6,896)
2,265
(931)
(200)

0
(1,378)

(2,269)
(2,269)

2,740
(29)

1
(1,347)

1,365
(2,282)
3,103

8
829

(18,970)
1,776
1,104

11,217

1,351
(530)
17

3,648
634
(306)
593
2,567

(2,875)
(2,570)
2,618
0
(254)
)

(4,257)
(4,257)

4,882
(72)

1
(1,088)
(849)
2,874

(1,385)
4,495

@)
3,103
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Performance of Shareholders’ Equity
for the Period from 1 January to 31 December 2012

Status as of 31/12/2010 as reported 8,497 20,167 5,469 (1,033) (4,787) (5,820) 28,313
Error correction according to IAS 8 (1,499) 0 (1,499)
Adjusted Status as of 01/01/2011 8,497 20,167 3,970 (1,033) (4,787) (5,820) 26,814

Currency differences from translation of

entities abroad (including taxes) 386 386 386
Effective portion of time changes of cash

flow hedges (including taxes) 5 5 5
Other earnings 0 0 0 5 386 391 391
Earnings for period (18,970) 0 (18,970)
Total consolidated earnings 0 0 (18,970) 5 386 391 (18,579)
Issue of stock options 9 0 9
Dividend payments (849) 0 (849)
Status as of 31/12/2011 8,497 20,176 (15,849) (1,028) (4,401) (5,429) 7,395

Currency differences from translation of

entities abroad (including taxes) 266 266 266
Effective portion of time changes of cash

flow hedges (including taxes) 1,028 1,028 1,028
Other earnings 0 0 0 1,028 266 1,294 1,294
Earnings for period (12,983) (12,983)
Total consolidated earnings 0 0 (12,983) 1,028 266 1,294 (11,689)
Issue of stock options 4 0 4
Dividend payments 0 0 0
Withdrawal from capital reserve 0 0 0 0
Status as of 31/12/2012 8,497 20,180 (28,832) 0 (4,135) (4,135) (4,290)

The following consolidated notes are an integral element of the consolidated financial statements.
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Consolidated Notes for Fiscal 2012

1 Reporting entity

Hoft & Wessel AG (also referred to hereinafter as: “the Company”,

Hoft & Wessel” or collectively as “the Group” including its
subsidiaries) is a company domiciled in Germany. The Company
is headquartered in Hannover, Rotenburger Strasse 20. The
consolidated financial statements include all German and foreign
subsidiaries in which Hoft & Wessel AG holds the majority of
voting rights. Hoft & Wessel AG and its subsidiaries develop,
manufacture and distribute hardware and software products in
the following business segments:
e Almex: ticketing and telematics for the public transport sector,
e Metric: parking space management systems and services
rendered within the scope of full-service agreements, and
* Skeye: mobile terminals and POS systems.

Authorised capital is classified as equity. The company is listed

in the “Prime Standard” segment of the Frankfurt Securities
Exchange. Its shares are traded under ISIN (International Security
Identification Number) DEO006011000.

The Board of Management assumes that the planned injections of

equity capital, the additional financing and the positive business
trend unfolding for the Company and its subsidiaries in the
financial years 2013 and 2014 will ensure the Company’s status as
a going concern on a sustainable basis.

In this context, we refer in particular to the explanatory notes
in the management report under Nos. 3.4 and 3.5 as well as
to the concept for financial and operational streamlining of
Hoft & Wessel AG referred to in the invitation to the extraor-
dinary general meeting of 18 July 2013.

Accordingly, the following core items represent the key prerequi-
sites for sustainable corporate governance as a going concern:

e A successful implementation of the planned "H&W 2.0”
restructuring measures,
e Placement of the newly issued shares against a cash
contribution,
e A debt waiver of the banks equivalent to approx. 50 per cent,
e A participation quota by the investor amounting to over
75 per cent,
e The revival of the guarantee lines amounting to
EUR 5.25 million.

The measures initiated and planned are in the interests of
on-going corporate governance and to ensure an appropriate
equity capital base so as to ultimately regain the confidence of
investors, the markets, business partners and employees alike.

Against this backdrop, the accounting and valuation within the
scope of the consolidated annual financial statements took place
under the assumption that the Company will continue to exist
as a going concern.

2 Principles of preparing the financial statements

Disclosures on compliance

The Consolidated Financial Statements as at 31 December 2012
were prepared in conformity with the International Financial
Reporting Standards (IFRSs) adopted by the European Union by
way of the endorsement process and released for publication by
resolution of the Supervisory Board on 22 August 2013.

Standards applied for the first time in the year under review
(Disclosure requirement regarding IAS 8.28):

e Amendments to IFRS 7 — Disclosures —
Transfers of Financial Assets
The amendments to IFRS 7 relate to extended duties of
disclosure when transferring financial assets. As a result,
relations between the financial assets transferred that are not
to be fully reversed and the corresponding financial liabilities
are to be rendered more transparent. Moreover, this is to ensure
that the type and, in particular, risks of continuing involvement
can be better assessed in the case of financial assets that have
been written off. With these amendments, additional disclo-
sures are required if a disproportionately large number of
transfers with continuing involvement occur around the end
of a reporting period, for example. These amendments have
no material impacts on the consolidated financial statements
of Hoft & Wessel AG.

* |AS 8.30 contributions required to be disclosed
The Hoft & Wessel Group does not plan to apply any of the
following new or amended standards and interpretations at an
early stage that will only become mandatory in later financial
years. Unless otherwise indicated, the effects on the consoli-
dated financial statements are in the process of being reviewed.

EU endorsement has already been given:

e Amendments to IAS 1 — Presentation of Items of
Other Comprehensive Income
This amendment changes the presentation of other comprehen-
sive income in the statement of overall results. The items of
other comprehensive income reclassified later in the income
statement (“recycling”) will in future be presented separately
from items of other comprehensive income that are never
reclassified. If the items are reported gross, i.e. without being
netted with effects relating to deferred taxes, the deferred
taxes are now no longer to be reported in one lump sum but
allocated to both groups of items.

The amendment is to be applied to financial years beginning
on or after 1 July 2012.



e Amendments to IAS 12 — Recovery of underlying assets
In the case of real estate held as financial investments, it is
frequently difficult to assess whether existing temporary tax
differences will be reversed within the scope of continued use
or in the wake of a sale. Following the amendment to IAS 12,
it has now been clarified that the valuation of deferred taxes
is to be made on the basis of the rebuttable presumption
that a reversal will be effected by sale. These amendments
have no impacts on the consolidated financial statements of
Hoft & Wessel AG.

IAS 19 — Employee Benefits (revised 2011)

In addition to more extensive mandatory disclosures on
employee benefits, in particular the following changes will
result from the revised standard: at present, there is an optional
right as to how unexpected fluctuations in pension liabilities,
referred to as actuarial profits and losses, can be presented

in the financial statements. These may either be recognised
(@) in the income statement through profit or loss, (b) in other
comprehensive income (OCl) or (c) subject to a time delay in
accordance with the so-called corridor method. With the new
version of 1AS 19, this optional right has been abandoned in
favour or a more transparent and comparable presentation,
which means that in future such items can only be directly
recognised in full as part of other comprehensive income. In
addition, past service costs are now to be recognised directly
through profit or loss in the year in which they arose.

Moreover, at present the expected gains of plan assets at the
beginning of the accounting period are determined by means
of the subjective expectations of management on the perform-
ance of the investment portfolio. Following the application

of IAS 19 (revised in 2011), only typical interest earned on plan
assets is permissible, amounting to the discount rate applicable
to the pension liabilities at the beginning of the accounting
period.

The expected amount of administration costs for plan assets
has been taken into account in net interest income in the past.
As a result of the amendments, administration costs for plan
assets are to be recognised as part of the revaluation compo-
nent in other comprehensive income, while other administration
costs are to be assigned to operating profit at the time they are
incurred.

The revised standard is expected to have a substantial impact
on future consolidated financial statements of Hoft & Wessel
AG. Owing to the new regulations, a decline in equity of

EUR 7.7 million and a corresponding increase in pension
reserves are anticipated. Fluctuations in terms of actuarial
assumptions, particularly of the interest rate, will lead to higher
volatility in equity in future. The changed definition of ben-
efits at the end of an employment relationship referred to as
termination benefits will impact on accounting for the increased
amounts approved within the scope of agreements relating to
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pre-retirement part-time work. In the past, the increased
amounts were classified as benefits relating to termination of
employment and, accordingly, provisions were made for these
in their full amount at the time of the agreement concerning
pre-retirement part-time work. Owing to the changed defini-
tion of benefits on termination of employment, in accordance
with IAS 19 (revised 2011) the increased amount no longer
meets the requirements for benefits arising on termination of
employment. Instead, in principle these are other non-current
benefits due to employees, which are to be accumulated in
instalments across the period of service of the employees in
guestion. Owing to the changed definition for benefits due to
termination of employment, the increased amounts approved
within the scope of agreements for pre-retirement part-time
work now represent other non-current benefits due to employ-
ees. On account of the prorated accumulation of increased
amounts across the relevant years of active service of employ-
ees benefiting from pre-retirement part-time work, no changes
to provisions were made as at 31 December 2012 since the
employees in question are already in the release phase of their
retirement plans. The amendment is to be applied to financial
years beginning on or after 1 January 2013.

Amendments to IAS 27 — Separate Financial Statements
As part of the adoption of IFRS 10 Consolidated Financial
Statements, the rules relating to the control principle and the
requirements concerning the preparation of consolidated
financial statements were removed from IAS 27 and finally dealt
with in IFRS 10 (see explanatory notes on IFRS 10). As a result,
in future 1AS 27 will only contain the accounting rules for
subsidiaries, joint ventures and associated companies in
individual financial statements according to IFRS. The amend-
ment is to be applied to financial years beginning on or after
1 January 2014. These amendments have no impacts on the
consolidated financial statements of H6ft & Wessel AG.

Amendments to IAS 28 — Investments in Associates

and Joint Ventures

Within the scope of the adoption of IFRS 11 Joint Arrange-
ments, adjustments were also made to IAS 28. IAS 28 — as in
the past — governs the application of the equity method. On
the other hand, the scope of application has been substantially
extended through the adoption of IFRS 11 since in future not
only interests in associates but also joint ventures (see IFRS 11)
will need to be measured according to the equity method. As
a result, the application of the quota-based consolidation for
joint ventures will be dispensed with.

In future, potential voting rights and other derivative financial
instruments will be decisive in assessing whether an entity has a
decisive influence or in determining the investor’s share of the
company'’s assets.

A further amendment concerns accounting according to IFRS 5
if only one part of the share in an associated company or a joint
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venture is intended for sale. IFRS 5 is to be partially applied if
only a share or part of a share in an associated entity (or a joint
venture) meets the “held for sale” criterion.

The amendment is to be applied to financial years beginning on
or after 1 January 2014. These amendments have no impacts
on the consolidated financial statements of H6ft & Wessel AG.

Amendments to IAS 32 und IFRS 7 — Offsetting Financial
Assets and Financial Liabilities

This amendment to IAS 32 established the requirements
applicable to the offsetting of financial instruments. In the
addendum, the meaning of the current legal entitlement to
offsetting is explained along with the methods for gross as

net offsetting as contemplated by the standard. In conjunction
with these clarifications, the rules on notes disclosures were
also extended in IFRS 7. The amendment to IAS 32 is to be
applied to financial years beginning on or after 1 January 2014.
The amendment to IAS 7 is to be applied to financial years
beginning on or after 1 January 2013. These amendments have
no impacts on the consolidated financial statements of

Hoft & Wessel AG.

Amendments to IFRS 1 — Severe Hyperinflation and
Removal of Fixed Dates for First-time Adopters

By means of this amendment to IFRS 1, the references in use
to 1 January 2004 as a fixed point in time for adoption have
been replaced by [the wording] “date of transition to IFRS”. In
addition, rules have now been incorporated in IFRS 1 for those
cases in which an enterprise was unable to meet the IFRS
regulations for some time because its functional currency was
subject to hyperinflation. These amendments have no impacts
on the consolidated financial statements of H6ft & Wessel AG.

IFRS 10 — Consolidated Financial Statements

In this standard, the term “control” is newly and comprehen-
sively defined. If an entity controls some other entity, then

the parent company is required to consolidate the subsidiary.
According to the new concept, control applies if the potential
parent company has decision-making powers over the potential
subsidiary on account of voting or other rights, if it participates
in positive or negative variable return flows from the subsidiary
and if it can exercise an influence on such return flows by
means of its decision-making powers. This new standard may
have consequences for the scope of consolidation, such as for
special purpose vehicles, for instance. The new standard is to be
applied to financial years beginning on or after 1 January 2014.
If, for an investment, differences are determined in the qualifi-
cation as a subsidiary between IAS 27/SIC-12 and IFRS 10, then
IFRS is to be applied with retrospective effect. Early application
is permissible only if this occurs simultaneously with IFRS 11 and
IFRS 12 as well as with IAS 27 and IAS 28 amended in 2011.
These amendments have no impacts on the consolidated
financial statements of H6ft & Wessel AG.

e |[FRS 11 - Joint Arrangements

IFRS 11 lays down new rules for accounting relating to joint
arrangements. According to the new concept, it must be
decided whether a business arrangement is to be classified as

a joint operation or as a joint venture. A joint operation applies
where the parties jointly in control have immediate rights to
the assets and obligations for the liabilities. The individual rights
and obligations are accounted for pro rata in the consolidated
financial statements. In contrast, in a joint venture the parties in
joint control have rights to the net asset surplus. This right is
reflected by applying the equity method to the consolidated
financial statements; the option to select quota-based inclusion
in the consolidated financial statements thus is cancelled.

The new standard is to be applied to financial years beginning
on or after 1 January 2014. Specific transitional regulations
apply to the transition e.g. from quota consolidation to the
equity method. Early application is permissible only if this
occurs simultaneously with IFRS 10 and IFRS 12 as well as with
IAS 27 and IAS 28 amended in 2011. These amendments
have no impacts on the consolidated financial statements of
Hoft & Wessel AG.

IFRS 12 — Disclosure of Interests in Other Entities

This standard deals with mandatory disclosures with reference
to interests in other entities. The necessary disclosures are
considerably more extensive in relation to the disclosures
previously required to be made under IAS 27, IAS 28 and IAS 31.

The new standard is to be applied to financial years begin-
ning on or after 1 January 2014. These amendments have
no impacts on the consolidated financial statements of
Hoft & Wessel AG.

IFRS 13 - Fair Value Measurement

This standard deals with the fair valuation measurement in IFRS
financial statements in a uniform manner. All fair value meas-
urements required according to other standards must follow
the uniform, standardised parameters of IFRS 13 in future;
specific rules will only continue to exist for IAS 17 and IFRS 2.

The fair value according to IFRS 13 is defined as the exit price,
i.e. the price that would be achieved by the sale of an asset or
as the price that would need to be paid to transfer a liability. As
is known from the fair value measurement of financial assets, a
3-stage hierarchy system is to be introduced, which is gradu-
ated in line with the dependence on observable market prices.
The new fair value measurement may lead to different values in
relation to past regulations used. The new standard is to be
applied to financial years beginning on or after 1 January 2013.
These amendments have no impacts on the consolidated
financial statements of H6ft & Wessel AG.



¢ |FRIC 20 - Stripping Costs in the Production Phase of a
Surface Mine
This interpretation is intended to standardise the accounting for
stripping costs of a surface mine. If income is generated from
the further use of stripping, as expected, then the stripping
costs assignable are to be accounted for as inventory in
accordance with IAS 2. In addition, there is an intangible asset
which must be capitalised along with the asset of surface
mining if access to further deposits is improved and the pre-
requisites defined in the interpretation have been met. This
asset is to be depreciated across its expected useful life.
IFRIC 20 is to be applied to financial years beginning on or after
1 January 2013. These amendments have no impacts on the
consolidated financial statements of H&ft & Wessel AG.

EU endorsement is still outstanding:

e Improvements to IFRS 2009 - 2011
Within the scope of the annual improvement project, amend-
ments were made to five standards. By adjusting the wording in
specific IFRSs, a clarification of the existing rules and regulations
is to be achieved. In addition, there are amendments with an
impact on accounting, on recognition, valuation as well as
disclosures in the notes. The following standards are affected:
IAS 1, 1AS 16, IAS 32, IAS 34, and IFRS 1.

The amendments — subject to adoption in EU law still outstand-
ing at this point — are to be applied in financial years beginning
on or after 1 January 2013.

¢ Amendments to IFRS 1 — Government Loans
This amendment relates to accounting for a government loan
at an interest rate below the market rate by an IFRS first-time
adopter. For government loans in existence at the time of the
transfer, the valuation can be retained in accordance with
preceding accounting principles. The valuation rules in accord-
ance with IAS 20.10A read in conjunction with IAS 39 therefore
only apply to such government loans that are entered into after
the point in time of the transfer. The amendments — subject to
adoption in EU law still outstanding at this point — are to be
applied in financial years beginning on or after 1 January 2013.
These amendments have no impacts on the consolidated
financial statements of H&ft & Wessel AG.

¢ |FRS 9 - Financial Instruments
IAS 39 will supersede the accounting and valuation principles
applicable to financial instruments in accordance with IFRS 9.
In future, financial assets will only be classified and measured
in two groups, namely at amortised cost and at fair value. The
group of financial assets at amortised cost consist of such finan-
cial assets that only provide for a claim to interest and redemp-
tion payments at specified points in time and which, in addition,
are held within the scope of a business model, the aim of which
is to hold assets. All other financial assets comprise the group
measured at fair value. In certain circumstances, for financial
assets of the first category — as in the past — a designation to
the category at fair value (“fair value option”) can be made.
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Changes in the value of financial assets of the fair value
category are to be recognised through profit or loss as a matter
of principle. For certain equity capital instruments, however, the
optional right may be exercised to recognise changes in value
under other comprehensive income; dividend claims arising
from these assets must be recognised through profit of loss,
however.

The regulations for financial liabilities are assumed from I1AS 39
on principle. The most significant difference refers to the
recognition of change in value of financial liabilities measured
at fair value. In future, these are to be subdivided as follows:
the share accounted for by the entity’s own credit risk is to be
recognised under other comprehensive income and the residual
portion of the change in value through profit or loss. IFRS 9

— subject to adoption in EU law still outstanding at this point —
is to be applied for the first time in financial years beginning on
or after 1 January 2015. These amendments have no impacts
on the consolidated financial statements of Hoft & Wessel AG.

Amendments to IFRS 9 and IFRS 7 — Mandatory Effective
Date and Transition Disclosures

The amendments enable adjusted previous year figures to be
dispensed with on first adoption of IFRS 9. Originally, this relief
was only possible in cases of early application of IFRS 9 prior to
1 January 2012.

This relief entails additional disclosures in the notes according
to IFRS 7 at the time of the transfer. In line with the regulations
in IFRS 9, these amendments — subject to adoption in EU law
still outstanding at this point — are to be applied in financial
years beginning on or after 1 January 2015. These amendments
have no impacts on the consolidated financial statements of
Hoft & Wessel AG.

Amendments to IFRS 10, IFRS 12 and IAS 27 -
Investment Entities

These amendments contain a definition of investment entities
and exclude such entities from the scope of application of
IFRS 10 Consolidated Financial Statements.

Accordingly, investment entities do not consolidate the com-
panies controlled by them in their IFRS consolidated financial
statements; in the process, this exception from the general
principles must not be understood to be an optional right.
Instead of full consolidation, they measure shares held for
investment at fair value and recognise periodic fluctuations in
value through profit or loss. The amendments have no impacts
on consolidated financial statements comprising investment
entities unless the parent company itself is an investment entity.
The amendments — subject to adoption in EU law still out-
standing at this point — are to be applied in financial years
beginning on or after 1 January 2014. These amendments
have no impacts on the consolidated financial statements of
Hoft & Wessel AG.
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e Amendments to IFRS 10, IFRS 11 and IFRS 12 —
Transition Guidance
The amendments comprise a clarification along with additional
relief in transition to IFRS 10, IFRS 11, and IFRS 12. For instance,
adjusted comparative information is only required for the
preceding comparative period. Moreover, in connection with
disclosures in the notes on non-consolidated structured entities,
the obligation to provide comparative information for periods
prior to first adoption of IFRS 12 has been dispensed with.
The amendments to IFRS 10, IFRS 11 und IFRS 12 — subject to
adoption in EU law still outstanding at this point — are to be
applied in financial years beginning on or after 1 January 2014.
These amendments have no impacts on the consolidated
financial statements of Hoft & Wessel AG.

a) Direct holdings

Hoft & Wessel Traffic Computer Systems GmbH, Hannover
(non operating)

Skeye Partner Support Center GmbH (change of name in Metric
Group Holdings Ltd. (MGHL), Swindon (Great Britain)

b) Indirect holdings (via MGHL):

Metric Group Ltd., Swindon (Great Britain)

¢) Indirect holdings (via MGL):

Metric Group Inc., New Jersey (USA)

" No changes occured in comparision to the previous year.

Foundations for valuation purposes

The consolidated financial statements were prepared in principle
on the basis of historical costs of acquisition. To the extent that
the achievable amount is lower, amortisation and depreciation
(impairment charges) are made. Financial instruments available
for sale and financial derivatives are measured at market value.

Reporting currency

The consolidated financial statements have been prepared in euros.
Amounts are shown in EUR 000s in order to improve the transpar-
ency and clarity of the consolidated financial statements.

Exercising discretion and uncertainties in making estimates

The preparation of the financial statements in conformity with

the IFRSs commits Management to make certain estimates and
discretionary decisions that may relate to the value recognition of
assets, liabilities, revenues and expenses. Actual circumstances
may differ from these assumptions. Estimates and their underlying
assumptions are reviewed on a regular basis. In particular, the
following information was affected by discretionary decisions:

(a) Deferred tax assets on losses carried forward

The existing uncertainties concerning the application of losses
carried forward in the course of time were taken in account in the
sense that corporate planning was used as a basis for determining
the losses carried forward capable of being utilised.

(b) Trade receivables

In the context of specific valuation adjustments, the probability of
payments being received was estimated.

100 %

100 %
100 %

100 %

100 %



(c) Share-based remuneration

The yield volatilities of H&ft & Wessel shares and of the Prime All
Share Index used in assessing the weighted averages of fair values
of stock options as well as the correlation between the two yields
have been determined over a period of five years since the
publication of the Prime All Share Index in March 2003 and the
time of issue of the subscription rights. The volatility is defined as
the standard deviation of yields in the period indicated. Specifically,
reference is made to the information stated in Note (16).

(d) Personnel-related provisions

In the field of pension reserves, various assumptions were made
with regard to the expected residual lifetime and future market
trends in the context of interest rates, pensions and capital
formation on the stock markets. Specifically, reference is made
to the information stated in Note (17).

(e) Impairment tests of assets

Where there is occasion to do so, the smallest cash-generating
units reported are subjected to an impairment test. In the process,
the discounted cash flows expected are compared with the
carrying amounts accounted for by the entity to be tested. In
determining the discounted cash flows, assumptions are made
about the peer group providing the reference interest rate as well
as of the expected sales and earnings trend of the relevant entity.
Specifically, reference is made to the information stated in Note (5).

(f) Capitalised development activities

In determining the values recognised for capitalised company-
produced additions to property, plant and equipment, assump-
tions are made regarding the future realisation of product units to
which the development activities were contributed. Specifically,
reference is made to the information stated in Note (5).

(g) Anticipated losses from projects

In order to ensure that threatening losses from projects will be
captured immediately under expenditure, the costs still to be
incurred need to be estimated until such time as the project has
been concluded. This estimate is subject to uncertainty.

(h) Lawsuits arising liability relationships

The assessment as to whether the Company will be taken to court
owing to liability relationships is based on assumptions of the
probability of such steps being taken.
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3 Accounting and valuation principles

Common principles

The following accounting principles were consistently applied
throughout the preceding periods and applied in the same ways
and means to all group member companies.

Consolidation principles

The consolidated financial statements are based on company
balance sheets and income statements of Group member
companies prepared in accordance with uniform accounting
policies and measurement methods as well as in accordance with
the provisions of the IFRS required to be applied in the EU. The
companies consolidated within the Group comprise the subsidi-
aries listed in the table “Shareholdings”, all of which have been
included in the consolidated financial statements according to
the principles of full consolidation.

Foreign currency translation

Currency translation of transactions

Transactions in foreign currencies are translated into the func-
tional currency of the group member companies at the time of
the transaction; currency translation differences are recognised
through profit or loss. Assets and liabilities in foreign currencies at
the balance sheet date are valued at the rate applicable on the
reference date. Advance payments made and received do not
count as monetary items and, in accordance with IAS 21.23b, are
also to be translated in subsequent valuations at the exchange
rate prevailing on the transaction date. Spot transactions are
recognised as at the date of performance. Income and expenses
are translated at the transaction rate.

Currency translation of foreign operations

The balance sheets of foreign subsidiaries whose functional
currency is not the euro are translated at the modified closing rate
method. Translation differences are recognised under other equity.
The functional currency of the subsidiaries is the national currency
of the countries in which they are located.

Financial instruments

Financial assets and financial liabilities are recognised in the
balance sheet for the first time when a company becomes a
contracting party to a financial instrument. Non-derivative
financial instruments relate to trade receivables, other receivables,
cash and cash equivalents, financial liabilities from lease relation-
ships and to banks, trade payables as well as other liabilities.
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Financial assets are valued at the reference date and analysed for
possible impairments. An impairment will prevail where there is
objective proof of one or several reasons for negative impacts on
future payments received on the asset in question. If a receivable
is considered as probably uncollectible, appropriate valuation
adjustments are made to take this into account. Cash and cash
equivalents including cash accounts and current deposits with
credit institutions have a residual lifetime of up to three months
at the time of recognition and are valued at amortised cost of
acquisition.Trade receivables as well as other current receivables
are measured at fair value at the time of receipt, plus possible
transaction costs involved. Upon first recognition, receivables are
measured at amortised cost, applying the effective interest rate,
less impairments. Impairment charges in the form of specific
valuation adjustments as well as lump-sum specific valuation
adjustments adequately take account of the expected risks of
default. When determining specific valuation adjustments, finan-
cial assets with the same risk of default properties are grouped
and tested together for impairment; if necessary, specific valua-
tion adjustments are made. Specific defaults and interest effects
arising from the application of the effective interest method are
taken off the books through profit or loss.

Spot transactions of financial assets are accounted for on the day
of performance.

Non-derivative financial liabilities such as trade payables as well as
other liabilities are measured using the effective interest method
on principle at amortised cost of acquisition. First-time recognition
is made at fair value less transaction costs.

Hoft & Wessel classifies non-derivative financial assets in the

following categories:

a) financial instruments measured at fair value through profit
and loss,

b) loans and receivables

c) financial assets available for sale

A financial asset is measured at fair value through profit
and loss if held for trading or if determined accordingly on first
recognition.

Loans and receivables represent financial assets with fixed or
determinable payments that are not listed on an active market.
Such assets are measured at fair value on first recognition plus
directly attributable transaction costs. In the course of subsequent
measurement, loans and receivables are measured at amortised
cost, using the effective interest method less any impairment
charges.

Cash and cash equivalents comprise cash in hand and sight
deposits immediately available with a maturity of less than three
months.

Financial assets available for sale are non-derivative finan-

cial assets determined to be available for sale or which are not
assigned to one of the other categories mentioned. Financial
assets available for sale are initially measured at fair value plus
directly attributable transaction costs. In the course of subsequent
measurement, financial assets available for sale are measured at
fair value.

The Company uses financial derivatives to hedge interest and
currency risks resulting from operations or financial transactions.
None of the financial derivatives is held or negotiated for specula-
tion purposes. Financial derivatives are measured at fair value on
first-time recognition and in the course of subsequent measure-
ment dates.

For financial derivatives, fair value corresponds to the amount
Hoft & Wessel would have received or would have had to pay on
termination of the financial instrument at the closing date. In the
case of interest-bearing financial derivatives (interest rate swaps),
a distinction is drawn between the “clean price” and the “dirty
price”. Unlike the “clean price”, the “dirty price” includes the
interest accrued. The fair value corresponds to the actual “full fair
value” and, therefore, to the “dirty price”. For the purpose of
measuring fluctuations in fair value — recognition through profit or
loss in the consolidated income statement or with no impact on
profit and loss under residual equity — the key criterion is whether
the financial derivative is embedded in an effective hedge rela-
tionship in accordance with IAS 39. If, as contemplated by IFRS,
no effective hedge accounting transactions apply in accordance
with IAS 39, these are required to be classified as “held for trad-
ing” and to be measured at fair value through profit or loss. This
classification therefore does not mean that the hedge transactions
are actually held for trading purposes.



As already explained above, H6ft & Wessel uses hedge transac-
tions solely to hedge underlying transactions. If the fair values are
positive, this will lead to recognition of financial assets; if they are
negative, this will produce financial liabilities. At the time of reali-
sation of the underlying transactions hedged, the reversal of the
hedge transactions is assigned to the item of the statement of
overall results in which the underlying transaction is recognised.

The Hoft & Wessel Group applies the provisions relating to hedge
accounting to a non-current interest rate swap in order to hedge
the risk of interest rate fluctuations of future interest payments.
These provisions are also applied to selected, newly concluded
forward exchange transactions in order to hedge payment flows
in foreign currency. In order to hedge the currency risk of a firm
obligation with no impact on the balance sheet, H6ft & Wessel
accounts for this as a cash flow hedge. The cash flow hedge is
measured in accordance with the cash value method. In the case
of a cash flow hedge, the effective portion of the change in value
of the hedge instrument is recognised in other comprehensive
income with no impact on profit or loss until recognition of the
result of the underlying transaction hedged (hedge transactions
in residual equity); the ineffective portion is to be recognised
through profit or loss. The ineffective portion from hedge
accounting as well as foreign currency hedges that do not meet
the requirements of hedge accounting are recognised in other
operating income or other operating expenditure, as applicable.

IAS 39 imposes strict requirements on the application of hedge
accounting. These are implemented by Hoft & Wessel as follows:
at the beginning of a hedge measure, both the relationship
between the financial instrument deployed as a hedge and the
underlying transaction are documented as the objective and
strategy of the hedge. This includes both the specific allocation

of hedge instruments to the relevant future transactions firmly
agreed/expected and the assessment of the degree of effective-
ness of the hedge instruments deployed. Existing hedge measures
are continually monitored with regard to their effectiveness.

Hoft & Wessel also carries out hedge measures that do not meet
the strict requirements of IAS 39 relating to the application of
hedge accounting but effectively contribute towards hedging the
financial risk in accordance with the principles of risk manage-
ment. Accordingly, the changes in the fair value of such deriva-
tives are recognised through profit or loss.
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Intangible assets as well as property, plant & equipment
(a) Recognition and valuation

Fixed assets are recognised at cost of acquisition and/or manu-
facture less accumulated depreciation and impairment charges.
Borrowing costs are recognised in principle as effective expendi-
ture unless the prerequisites of IAS 23 happen to apply.

(b) Depreciation and amortisation

Depreciation and amortisation are scheduled and calculated on
intangible assets as well as property, plant and equipment in
accordance with their anticipated useful life. If required, impair-
ment charges are made on the achievable amount in question.
The anticipated useful lives for current and future periods are as
follows:

Intangible assets: 3-5 years

Tangible assets:  3—-10 years

The economic useful life of capitalised development costs is gen-
erally assumed to be three years for mobile devices and five years
for stationary terminals. A shorter or longer useful life may be
applied if this appears necessary in view of the economic and
technical environment of the development project. Straight-line
depreciation commences once the development results are uti-
lised in economic terms. Methods of depreciation and amortisa-
tion, useful lives and residual book values are reviewed at each
balance sheet date.

(c) Research and development
Expenses on research with the aim of acquiring or refining scien-
tific or technical know-how are included under expenditure.

In contrast, development costs in the context of new product
development, a significant cost reduction or material product
improvement are capitalised. However, such capitalisation applies
only
* to the extent that the costs can be determined with certainty,
e the development is capable of being realised in technical
and commercial terms and the achievement of a future
economic benefit is probable,
* adequate resources are available and
* expenditure attributable is measureable and
* the product is intended to be completed and marketed.

Capitalised costs include the manufacturing and specific material
costs recorded on the basis of project-related documentation as
well as directly attributable common and borrowing costs.



40 NOTES

(d) Impairment testing of fixed assets

Hoft & Wessel AG reviews the value of intangible assets and
property, plant and equipment with a limited useful life as soon as
any information is received on required impairment charges (“trig-
gering event”). This impairment test is carried out for the smallest
cash-generating unit (CGU). At H6ft & Wessel, the Almex, Metric
and Skeye business segments correspond to the definition of
CGUs. In the process, the costs of the Corporate Services division
are apportioned to the CGUs. The value is assessed by comparing
the carrying amount with the amount capable of being realised.
The amount capable of being realised corresponds to the higher of
fair value less cost of sales and the present value of the apportion-
able cash flow due to the continued use of the asset. If the carry-
ing amount exceeds the amount capable of being realised, the
asset is subjected to a write-down to the extent of the difference.

The Board of Management of the Company considers it possible
that the assumptions believed to be material on the future devel-
opment of the contribution margin of the units and on the under-
lying weighted average costs of capital (WACC) may change.
Owing to the associated uncertainty on the extent of the cash
flows capable of being generated, sensitivities are calculated with
reference to the key assumptions made. If the reasons for a write-
down made in previous years no longer apply, then a write-up is
carried out. The latter does not apply to goodwill that has been
amortised. Assets not ready for use are subjected to annual
impairment tests.

(e) Subsequent acquisition costs

Subsequent acquisition costs are only taken into account if they
lead to an improvement that will enhance future benefits. All
other expenses, including those incurred for self-generated good-
will or brands, are included under expenditure.

(f) Fixed assets financed by leasing agreements

Leasing agreements providing for the material opportunities and
risks to be assigned to the company are treated as financing
leases. The capitalisation of the assets at the beginning of the
respective lease agreement is effected to the extent of the lower
of fair value and the cash value of the respective minimum leasing
payments made. Depreciation is effected across the shorter period
of the term of the lease and the useful life. Finance lease liabilities
are accounted for as such to the same extent. All other leasing
agreements are treated as operating leases. These assets are not
recorded in the balance sheet. Payments within the scope of
financial leases are divided up. The interest portion is recognised
under net financial income, while the portion redeemed is netted
against liabilities at the time of capitalisation. The assets capital-
ised in the case of financial leases are depreciated over their gen-
eral useful life or over a shorter lease period.

Inventories

Inventories or supplies are valued at the lower of cost of acquisi-
tion or manufacture and their net value on sale. The net sales
proceeds are determined from the expected sales revenues less
costs still incurred. The valuation of materials at their cost of
acquisition is performed in accordance with IAS 2.21 on a simpli-
fied basis at their average cost of acquisition, excluding financing
costs. Work in progress and finished goods are measured at cost
of manufacture plus indirectly apportionable labour costs. Costs of
borrowing are not taken into account in this regard.

Project operations

Projects not concluded are measured at their order costs incurred
to date. Anticipated losses are immediately recognised as
expenses. Cf. explanatory notes under item 3 Realisation of pro-
ceeds ¢) project operations.

Pension obligations

(a) Defined contribution pension plan

A contribution-related pension plan is a form of remuneration
paid out as a pension benefit when an employee leaves the com-
pany. There is no obligation to make any further payments beyond
these defined benefits. Current remuneration payments are
reported under personnel expenditure.

(b) Defined benefit pension plan

Defined benefit pension commitments and other similar pension
benefits are measured in line with the “Projected Unit Credit
Method"” according to IAS 19. Any departures between assump-
tions made and developments that have actually occurred as well
as changes to the assumptions for the valuation of defined benefit
pension plans and similar obligations give rise to actuarial gains
and losses. Actuarial gains and losses are recognised using the
corridor method. Under these provisions, it is only necessary to
report deficits outside a corridor of 10 per cent (relative to the
value of the pension commitment or fund’s assets, whichever is
higher) in the annual financial statements, and they can be spread
over the probable remaining period of service of the eligible recipi-
ents. This remaining period of service was assumed to be 15 years.
The assumption of the expected return on assets was calculated
by approximation, as a weighted average of the expected returns
on each asset class. In the process, the distribution of non-current
assets in the plan was taken into account.

Remuneration to members of management bodies

With regard to the disclosures required in accordance with Section
314 (1) No. 6a of HGB, reference is made to Note 32 in this
document.



Share-based remuneration

Share-based remuneration comprises equity based remuneration
plans settled by means of equity capital instruments. The measure-
ment of the fair value of equity-based remuneration plans is gen-
erally effected by means of a Monte Carlo simulation at the time
of the respective grants. The market value of stock options is
recognised under personnel expenditure. The corresponding
offsetting item is an appropriate increase in the level of capital
reserves. In the process, total expenses are distributed across the
blocked period for exercising the options.

Provisions

Provisions are set up whenever there is an obligation to third
parties as at the current reference date that is based on an event
in the past, where the extent of the obligation can be reliably
estimated and if a future outflow of funds is probable. Provisions
with an original term of more than one year are recognised at
their performance amount discounted as at the balance sheet
date.

Accured/deferred liabilities

Accrued/deferred liabilities for personnel expenses, outstanding
invoices received and other liabilities which, on account of their
comparatively higher degree of certainty concerning the timing
and/or amount of the expenses anticipated, are to be qualified as

“accrued/deferred liabilities”, are reported under the item “Current
liabilities”. Liabilities in connection with income taxes are reported
under the item “Current income tax liabilities”.

Realisation of proceeds

(a) Merchandise delivered

The realisation of proceeds from merchandise deliveries is made at
the time of transfer of the decisive risks and opportunities to the
buyer if the extent of the expenses incurred in connection with
the sale and the proceeds thereof can be reliably determined and
receipt of the economic benefit is probable. The time of transfer
of risks and hazards is stipulated in the contractually agreed terms
and conditions of acceptance and delivery. Discounts, bonuses and
rebates are negotiated individually and deducted from the
proceeds.

(b) Services

The realisation of proceeds derived from services rendered which
are not ancillary elements of the primary performance of a mer-
chandise delivery takes place at the time of contractually agreed
performance or part thereof.

(c) Project operations

Within the scope of project operations, the subject matter of
performance to be rendered frequently comprises a whole array of
services. The proceeds of orders comprise the amount originally
agreed in the contract plus all payments for deviations from the
total body of services, claims and incentives if it is probable that
these will lead to earnings and their value can be reliably
measured.
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Since the project results cannot be estimated reliably, sales
revenues are merely recorded to the extent of the order costs
incurred (“zero profit method”) that are likely to be recoverable.
Profit is realised only once the project result or outcome can be
reliably estimated or on acceptance of the service owed. Order
costs are recognised as they are incurred. An expected loss is
recognised immediately through profit and loss.

Leasing

Payments within the scope of operating lease agreements are
recorded under expenditure on a straight-line basis across the
contractual duration.

Financial income and financial expenses

Interest income from fixed term deposits are recognised in the
consolidated statement of overall results under net financial
income with matching periods. Interest expenditure arising from
the utilisation of credit facilities with banks, financial leases, inter-
est hedging transactions, discounting of provisions as well as other
interest expenses are likewise reported under net financial income.
The interest expenses recorded are measured using the effective
interest method.

Foreign currency translation
Income and expenses from foreign currency translation items are
reported under other income or other expenses, as applicable.

Income taxes
Income taxes are calculated in accordance with the tax provisions
of the countries where the Group companies are headquartered.

Deferred taxes arising from temporary differences are set up to
cover those arising from the application of different accounting
policies under IFRS and local tax laws. Temporary differences and
deferred taxes from losses carried forward are valued at local rates
of taxation in the amount of their probable future benefit and
reviewed at each future balance sheet date. Deferred taxes on
transactions recognised in other comprehensive income are also
reported under other comprehensive income. Hoft & Wessel
offsets tax assets and tax liabilities if there is a legal entitlement to
set off or net the amounts recorded and if the company intends
either to arrange settlement on a net basis or to repay the associ-
ated liability simultaneously with the realisation of the asset in
question.

Public-sector grants

Hoft & Wessel distinguishes as follows between grants-in-aid for
assets and earnings-related grants: if grants are made for assets
required to be capitalised, then these are deducted in the balance
sheet from the acquisition costs of the asset in question. Earnings-
related grants are recognised as earnings through profit or loss in
the period in which the expenditure is recorded as such. Such
earnings are contingently repayable in the event that the projects
for which grants were made are not executed.
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Earnings per share

The Company reports basic and diluted earnings per share (EPS) in
respect of its common stock issued. EPS is measured using the
profit/loss for the period, divided by the number of the weighted
average of shares issued in the period. Diluted EPS takes account
of possible dilutions due to stock options issued to employees.

Capital flow account

The capital flow account based on cash flow from operations was
determined using the indirect method. Cash flows from invest-
ment and financing activities were measured using the direct
method. Interest expenditure with a debt-discharging effect are
assigned to the cash flow from financing activities.

Germany 13,991 20,264 0
Great Britain 7,809 2,477 18,025
Rest of EU 9,598 6,626 436
Outside EU 4,551 13,885 2,556
Intragroup 11) (280) (598)
Total sales revenues 35,938 42,972 20,419
Inventory change (2,046) 713 (338)
Cost of materials and

services procured (20,986) (27,599) (7,280)
Contribution margin 1 12,906 16,086 12,801
Company-produced additions

to plant and equipment 472 301 876
Personnel expenses (10,074) (9,326)  (8,337)
Contribution margin 2 3,304 7,061 5,340
Other expenses and income (8,785)  (8,208) (4,367)
EBITDA (5,480) (1,147) 972
Depreciation and amortisation (1,401) (1,817) (1,297)
Impairment 91) (552) 0
Operating result (EBIT)" (6,972) (3.516) (325)

Financial income
Financial expenses
EBT

Tax position
Group earnings

Segment reporting

A segment is a clearly delineated unit of the Group that develops
and markets related product groups. The subdivision is based on
internal reporting structures and is carried out according to cus-

tomers and their fields of activity. The internal reporting is carried
out on the basis of the IFRS. The segments are controlled taking

account of EBIT.

Segment earnings, assets and liabilities include items that can be
directly allocated and those that were allocated by means of an
appropriate ratio formula or scheme. Items that cannot be directly
apportioned are, in particular, credit balances with banks, bank
liabilities, other receivables as well as other income and expenses.
Transactions between segments are billed at terms and prices in
conformity with those prevailing on the market.

" The EBIT adjusted for temporary currency effects for Aimex was at EUR 624 k (previous year: EUR 6,923 k), for Skeye at -EUR 8,004 k (previous year: -EUR 2,976 k).

The results of Metric and Corporate Services are without adjustment effects.

10 16,049 15,121 0 0 30,040 35,395
17,281 105 72 0 0 25,939 19,830
559 2,926 3,413 0 0 12,960 10,598
3,690 3,639 3,386 0 0 10,746 20,961
(142) (201) (110) 0 0 (810) (532)
21,398 22,518 21,882 0 0 78,875 86,252
597 (1,997) (3,771) (19) (1) (4,400) (2,462)
(9,351) (12,251) (14,536) (92) 28 (40,609) (51,458)
12,644 8,270 3,575 (111) 27 33,866 32,332
991 0 958 0 0 1,348 2,250
(6,666)  (4,923) (4,747)  (4,455) (4,682) (27,789) (25,421)
6,969 3,347 (214) (4,566) (4.655) 7,425 9,161
(4,971) (3,651)  (4,087) 1,577 3,336 (15,226) (13,930)
1,998 (304) (4,301) (2,989) (1.319) (7.801) (4,769)
(1,447) (16)  (3,334) (189) (208)  (2,903) (6,806)
0 0 (3,963 0 0 91) (4,515)

551 (320) (11,598) (3,178) (1.527) (10,795) (16,090)
(2,452) (1,105)

1 1

(13,246) (17,194)

263 (1,776)

(12,983) (18,970)



Market price measurements

Some accounting rules of the Group call for definitions on the

use of market prices:

(a) Trade receivables

The market price of trade receivables is assumed to be the present
value of future payment inflows and is therefore discounted for
interest where necessary.

(b) Share-based remuneration

When granting stock options, the market price is measured
by means of a Monte Carlo simulation within the scope of an
externally commissioned expert valuation. In the interests of a
long-term procedure according to objective criteria, historical
values are used as volatilities and correlations.

To the extent that any other specific stipulations were made,
these are described in the relevant notes.

Segment assets
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4 Segment reporting
The Group is engaged in the following business segments:

* Almex: ticketing and telematics for the public transport sector

e Metric: systems for parking space management and services
rendered within the scope of full-service agreements

» Skeye: mobile terminals and POS systems

Moreover, the costs of the holding function and the stock
exchange listing are reported under Corporate Services.

Group sales revenues are not subject to any particular seasonal
or cyclical influences but may fluctuate more strongly from one
quarter to another, depending on the projects under way. The

results of the strategic units are reported to the Board of Man-
agement within the scope of the monthly internal reporting.

Assets

allocated 18,282 27,795 14,126 15,986 8,044 7,852 622 626 41,074 52,259
Assets not allocated
(cash and cash equivalents,
deferred tax assets) 1,016 3,267
Segment liabilities
Liabilities allocated 12,678 14,931 8,422 8,445 2,565 4,329 2,898 2,515 26,563 30,220
Liabilities not allocated
(loans, deferred tax liabilities) 19,817 17,911
Further information
Additions

to fixed assets 718 1,402 1,227 1,317 124 1,145 201 393 2,270 4,257
Other essential items with no
impact on cash flow:
Impairments on fixed assets
and intangible asstes 91) (552) 0 0 0 (3,963) 0 0 91) (4,515)
Value corrections on inventory (336) 203 (217) (173) (270) (2,747) 0 0 (823) (2,717)
Germany 3,687 4,342
Great Britain 3,371 3,354
Total 7,058 7,696
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Segment results are reported before income tax, after consolida-
tion. Deliveries between the segments are netted with an appro-
priate surcharge on the cost of goods if such deliveries are made
between legally independent entities.

Geographical segments

All business segments are engaged worldwide, with the primary
focus of activities being on Germany, the United Kingdom and the
rest of Europe. The breakdown of sales revenue by geographical
segments is based on the headquarters of the respective contract-
ing partner (see preceding page). The assets, liabilities and invest-
ments of the business divisions Almex, Skeye, and Corporate

Status as of 1 January 2011

Acquisition/manufacturing cost 24,007
Accumulated depreciation 24,007
Book value 0

Net development 2011
Book value 0
Additions from internal development

activities -
Additions from separate acquisitions -
Depreciation and amortisation -
Impairments -
Transfers -
Currency differences o
Book value 0

Status as of 31 December 2011

Acquisition/manufacturing cost 24,362
Accumulated depreciation 24,362
Book value 0

Net development 2012
Book value 0
Additions from internal development

activities =
Additions from separate acquisitions -
Depreciation and amortisation -
Impairments -
Transfers -
Currency differences? -
Book value 0

Status as of 31 December 2012

Acquisition/manufacturing cost 24,644
Accumulated depreciation 24,644
Book value 0

Services were allocated to the parent company and, therefore,

to Germany, while those of Metric were assigned to the United
Kingdom. Segment assets and segment liabilities are broken down
according to the regions indicated. Beyond these, neither assets
nor liabilities exist in any other regions.

Other segment disclosures
Sales revenues with a significant customer in the Almex segment
amounted to EUR 6.3 million (previous year: EUR 1.4 million).

2,150 35,881 62,038
2,029 24,802 50,838
121 11,079 11,200
121 11,079 11,200
= 2,482 2,482

45 753 753
101 4,264 4,365
= 4,515 4,515

9 = 9

= 32 32

74 5,567 5,641
1,492 36,121 61,975
1,418 30,554 56,334
74 5,567 5,641
74 5,567 5,641

= 1,230 1,230

152 254 406
46 2,144 2,190

= 91 91

13 = 13

= 62 62
193 4,878 5,071
1,657 37,368 63,669
1,464 32,490 58,598
193 4,878 5,071

" The foreign currency difference has the same impact on cumulative costs of acquisition and cumulative depreciation, with this effect amounting to EUR 0 in total



5 Intangible assets

Development activities

Development costs amounting to EUR 5,125 k euros (previous
year: EUR 5,657 k) were recognised directly as expenditure.
Expenses on research amounted to EUR 24 k in the fiscal year
(previous year: EUR 67 k). Depreciation and amortisation include
EUR 91 k (previous year: EUR 4,515 k) in impairment charges.
Impairments in 2011, amounting to EUR 3,963 k, were due to
necessary impairment charges following the impairment test of
the Skeye division, and EUR 552 k were attributable to impair-
ments of individual assets of the Almex division. The share of
borrowing costs to be capitalised amounts to EUR 20 k (previous
year: EUR 70 k). The financing cost rate used in determining
third-party borrowing costs capable of being capitalised amounts
to 6.0 per cent (previous year: 3.0 -3.7 per cent).

Impairment testing

In 2011, the revised strategic reorientation of the Skeye business
division was continued. The unsatisfactory earnings trend since
fiscal 2009, the further substantial departure from budget figures
and the on-going difficult market conditions were interpreted as
an event calling for the Skeye Division as a cash-generating unit
to be subjected to impairment testing (a “triggering event” as
contemplated by IAS 36). The test conducted at the end of the
financial year 2011 produced a required impairment charge
amounting to EUR 3,963 million. The test was carried out by
calculating the cash value of accountable cash flows by the
on-going use of the asset on the basis of corporate planning.

Development activities -

Property, plant & equipment 94
Receivables and other assets 4
Provisions 645
Liabilities 5
Benefits from tax loss carry-forwards 1,430

2,178
Balance (612)
Net tax assets/ liabilities 1,566

Raw materials, supplies and trading stock
Work and services in progress

Finished goods and trading stock

Total

HOFT & WESSEL ANNUAL REPORT 2012 45

The lower amount recoverable corresponds to fair value less costs
of sale. The discount interest rate applied amounted to 12.7 per
cent in the previous year. The necessary impairment was spread
across the volume of non-current assets. Development costs were
affected along with injection moulding tools (cf. No. (6) of the
Notes) of the Skeye business segment. A change in the assump-
tion of the future change in the contribution margin by one per
cent would have an impact amounting to EUR 0.6 million on the
impairment test, and by one percentage point of EUR 0.1 million
on the WACC.

In 2012, a further impairment test was necessary for Metric as

a cash-generating unit (“triggering event” for carrying out an
impairment test as contemplated by IAS 36). The test carried out
at the end of the financial year produced no necessity for an
impairment charge. The test was carried out by calculating the
cash value of accountable cash flows by the ongoing use of the
asset on the basis of corporate planning. The discount interest
rate applied amounts to 12.0 per cent. A change to the assump-
tion of future contribution margins by one percentage point
across the entire planning period would have an influence of EUR
2.1 million on the impairment test, and a change to the WACC by
one percentage point would have an impact of EUR 1.8 million.

- (1,422) (1,602)

105 (5) (7)
22 (22) (113)
502 = =
428 - 3)
1,603 = =
2,660 (1,449) (1,725)
(598) 612 598
2,062 (837) (1,127)
6,136 7,153

2,973 3,707

7,363 11,029

16,472 21,889
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6 Tangible assets

Leased furniture and fixtures
The Group leases fixed assets within the scope of financial lease

agreements. Their net carrying amount as at 31 December 2012

came to EUR 17 k (previous year: EUR 45 k).

Impairment testing

The impairment test for the Skeye division (also see Note 5) in
the field of property, plant and equipment did not lead to any
necessary impairment (previous year: EUR 1,028 k).

Collateral
At the balance-sheet date, no assets had been deposited as
collateral for bank loans.

Status as of 1 January 2011
Acquisition/manufacturing cost
Accumulated depreciation
Book value

Net development 2011

Book value

Additions

Depreciation and amortisation
Disposals

Transfers

Currency differences

Book value

Status as of 31 December 2011
Acquisition/manufacturing cost
Accumulated depreciation
Book value

Net development 20112
Book value

Additions

Depreciation and amortisation
Impairments

Disposals

Transfers

Currency differences

Book value

Status as of 31 December 2012
Acquisition/manufacturing cost
Accumulated depreciation

Book value

7 Deferred tax assets and tax liabilities

The anticipated future benefit from deferred tax assets was
determined unchanged at a tax rate of 31.6 per cent for the
German Group member companies and 35.0 per cent for the
US Group member companies. For the British Group member
companies, the tax rate amounts to 24.5 per cent (previous year:
26.5 per cent).

Taking account of tax planning statements, deferred tax assets
amounting to EUR 14,161 k (previous year: EUR 10,606 k) from
tax losses carried forward, amounting to EUR 45,735 k (previous
year: EUR 34,291 k) were not taken into consideration.

896 17,942 124 18,962
688 14,754 = 15,442
208 3,188 124 3,520
208 3,188 124 3,520
= 964 13 977
44 1,367 = 1,411
52 976 = 1,028
= 10 — 10

= 115 (124) )

3 13 — 16
115 1,927 13 2,055
922 16,993 13 17,928
807 15,066 — 15,873
115 1,927 13 2,055
115 1,927 13 2,055
0 484 149 633
53 660 - 713
= 1 - 1

_ - (13) (13)

3 22 - 25
65 1,772 149 1,986
942 17,288 149 18,379
877 15,516 - 16,393

65 1,772 149 1,986



The deferred tax asset relating to tax losses carried forward applies
in full to the British subsidiary. In Germany, as in the previous year
no deferred tax assets from tax losses carried forward were taken

into account on the basis of planning statements.

The effects on profit and loss of the change in tax assets and
liabilities were fully taken into account in the consolidated profit
and loss statement. No deferred taxes on amounts recognised
under other comprehensive income predominantly owing to
hedge transactions were recorded in the financial year under
review (previous year: EUR 474 k).

8 Inventories

The total amount of deductions came to EUR 7,457 k (previous
year: EUR 7,319 k). For the financial year, value deductions
amounting to EUR 824 k (previous year: EUR 2,717 k) were recog-
nised under expenditure. The cost of materials to be allocated

to sales revenues totalled EUR 41,982 k (previous year:

EUR 51,509 k).

9 Trade receivables

The carrying amount of trade receivables is commensurate with
their fair value, taking customer-specific valuation adjustments
into account.

Impairment charges on doubtful debts essentially comprise assess-
ments and appraisals of specific receivables based on the credit
status of the respective customers, current economic trends and
the analysis of historic default cases. The creditworthiness of a
customer is assessed according to his or her payment behaviour
and ability to repay debts.

Specific valuation adjustments are made if a customer is in sub-
stantial financial difficulties or there is an increased likelihood of
insolvency. Expenses of this kind are booked to a valuation adjust-
ment account. In the event of indications of a debt being uncol-
lectible, the receivable in question is taken off the books. During
the financial year, valuation adjustments to receivables amounting
to EUR 117 k (previous year: EUR 119 k) were reversed. Moreover,
valuation adjustments amounting to EUR 396 k (previous year:
EUR 303 k) were added. No other value deductions or increases
were effected. The volume of specific valuation adjustments
increased by EUR 118 k during the financial year, thus amounting
to EUR 649 k (previous year: EUR 531 k). At the reference date,
receivables in a total amount of EUR 967 k were sold within the
scope of a factoring arrangement (previous year: EUR 3,925 k).
The Group's sum total of credit and currency risks is explained in
Note (21). During the financial year, order revenues amounting to
EUR 8,222 k were recorded (previous year: EUR 9,085 k). Revenue
bookings were made to the extent of the order costs incurred
during the financial year according to the “zero profit method”

in accordance with IAS 11.32. In total, the order costs capitalised
according to the “zero profit method” for projects not yet final-

HOFT & WESSEL ANNUAL REPORT 2012 47

ised as at the balance sheet date amounted to EUR 18,801 k
(previous year: EUR 10,578 k). The advance payments for these
projects amounted to EUR 15,523 k (previous year: EUR 9,815 k).

Projects not finalised as at the balance sheet date, where the
capitalised order costs exceed the advance payments received
(credit balance), as well as those where the advance payments
received exceed the order costs (debit balance). Projects with a
credit balance amounted to EUR 4,132 k as at the balance sheet
date (previous year: EUR 1,869 k). These are reported under the
item: Projects (credit balance) under trade receivables. Projects
with a credit balance amounted to -EUR 854 k as at the balance
sheet date (previous year: -EUR 1,106 k). These are reported
under other liabilities under the item: Projects (debit balance).

Trade receivables sold to a financial service provider within the
scope of factoring arrangements are cancelled if the opportunities
and risks involved were essentially transferred to the financial
service provider. These transactions are so-called transfers, in the
course of which they are taken off the books completely. At

Hoft & Wessel AG, a contractually agreed security lien of ten per
cent is applicable (previous year: five per cent). In this context, this
reflects the maximum possible risk of loss arising from factoring
transactions (financial year: EUR 104 k.; previous year: EUR 196 k).

The receivables from customers sold to the factoring companies
are subject to strict requirements (for example, the exclusion of
certain EU countries, no purchase of project receivables, no pur-
chase of past due receivables or advance payments, etc.). The
costs of this type of advance financing are included in the Com-
pany’s net interest income as interest expenditure. In addition,
bank charges are still payable.

10 Cash and cash equivalents

Bank balances and cash in hand amount to EUR 829 k (previous
year: EUR 3,103 k). These are current in nature and arise in the
course of everyday business. The risks arising from interest rate
changes and corresponding sensitivity analyses are described in
Note (21).

11 Other financial assets

See table on page 48.

12 Equity

The total nominal value of the Company’s capital stock is denomi-
nated in 8,497,490 no-par-value bearer shares, with each such
share representing an entitlement to exercise one vote. The capital
stock is fully paid up. Capital reserves as well as accumulated
retained earnings may be appropriated in accordance with the
provisions of Section 150 of the German Companies Act (AktG) to
the extent that these relate to H6ft & Wessel AG.
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Capital management

Hoft & Wessel pursues the objective of securing its equity capital
base sustainably and of generating an appropriate return on the
capital employed. At the end of the financial year, the equity ratio
amounted to -10 per cent (31 December 2011: 13 per cent). The
Company did not pay out a dividend in the financial year. In the
previous year, the dividend came to EUR 849 k, or EUR 0.10 per
share.

Authorised capital
As at 31 December 2012, the Company’s authorised capital
totalled EUR 4,248,745.00 in nominal terms.

The following authorisations exist for the purpose of increasing
the capital stock:

By way of a resolution adopted at the Annual General Meeting

of 17 June 2010, the Board of Management was authorised with
the approval of the Supervisory Board to increase the Company's
capital stock to a maximum of EUR 4,248,745.00 by issuing new
no-par-value bearer shares by 16 June 2015. In certain circum-
stances, the shareholders’ subscription rights may be excluded.
This will be the case, for instance, where employee shares are
issued in an amount of up to EUR 350,000. In addition, the share-
holders’ subscription rights will be excluded up to an amount of
EUR 849,749.00 if the issue amount of the new shares is not
substantially lower than the price of the shares subject to the
same terms and conditions at the time of issue. Finally, the Board
of Management is authorised, with the approval of the Supervi-
sory Board, to exclude shareholders’ subscription rights once or
repeatedly up to a maximum total of EUR 4,248,745.00 when the
new shares are issued against non-cash contributions. No shares
forming part of authorised capital were subscribed to during the
financial year.

Contingent capital
As at 31 December 2012, the Company had contingent capital at
its disposal totalling EUR 2,543,000.00 in nominal terms, or up to
2,100,000 shares.

The following authorisations exist:

The Company’s capital stock has been raised on a contingent basis
to EUR 210,000.00. The contingent capital increase will be carried
out only to the extent that bearers of convertible bonds issued by
the Company on the basis of the authorisation adopted at the
Annual General Meeting of 11 June 1998 exercise their rights to

Cash collateral for foreign guarantees
Receivables from factoring companies
Other
Total

convert bonds into new shares. The new shares carry dividend
rights starting in the fiscal year in which they are created as a
result of the exercise of conversion rights. The Board of Manage-
ment is authorised to stipulate further details of the contingent
capital increase and execution thereof with the approval of the
Supervisory Board. The Supervisory Board is authorised to amend
Article 3 of the articles of association in accordance with the
respective utilisation of the contingent capital.

The Company’s capital stock is raised on a contingent basis by up
to EUR 233,000.00. The contingent capital increase is carried out
only to the extent that holders of subscription rights issued under
the year 2000 stock-option plan on the basis of the authorisation
adopted on 9 August 2000 exercise their subscription rights. The
new shares carry dividend rights starting in the fiscal year in which
they are created as a result of the exercise of subscription rights.
The Board of Management is authorised to stipulate further details
of the contingent capital increase and execution thereof with the
approval of the Supervisory Board.

The capital stock is increased on a contingent basis by up to EUR
600,000.00 by the issue of up to 600,000 no-par-value bearer
shares. The contingent capital increase is carried out only to the
extent that holders of subscription rights granted to persons
entitled to subscription rights on the basis of the authorisation
adopted at the Annual General Meeting of 17 June 2005 exercise
their subscription rights. The new shares carry dividend rights
starting in the fiscal year in which they are created as a result

of the exercise of subscription rights. The Supervisory Board is
authorised to amend Art. 3 of the articles of association in accord-
ance with the respective utilisation of the contingent capital.

The capital stock is increased on a contingent basis by up to EUR
1.5 million by issuing up to 1.5 million non-par-value bearer shares
(contingent capital). The contingent capital increase is carried out
only to the extent that the holders of convertible bonds issued
and/or guaranteed on the basis of the authorisation of the Board
of Management in terms of a resolution passed at the Annual
General Meeting of 17 June 2005 exercise their conversion rights
or, like the holders obliged to convert their bonds, comply with
their conversion obligation. The new shares carry dividend rights
starting in the fiscal year in which they are created as a result of
the exercise of conversion rights or compliance with conversion
obligations. The Board of Management is authorised to stipulate
further details of the contingent capital increase and execution
thereof with the approval of the Supervisory Board. The Supervi-
sory Board is authorised to amend the wording of the articles of

322 321
121 788
405 424
848 1,533



association in accordance with the respective size of the capital
increase from contingent capital.

No shares forming part of contingent capital were subscribed to
during the financial year.

Issue of subscription rights

No further subscription rights were issued during the financial year
as part of the stock option plan 2005. For further particulars,
reference is made to Note (16).

Acquisition of own shares

Furthermore, at the General Shareholders’ Meeting of 17 June
2010 the Company was authorised, upon meeting certain condi-
tions, to acquire own or treasury shares equivalent to no more
than ten per cent of its capital stock by 16 June 2015. The Board
of Management was authorised, subject to compliance with
certain conditions and with the consent of the Supervisory Board
without a further resolution required to be adopted at the Annual
General Meeting, to sell these treasury shares at market prices in
some manner other than via the stock exchange, or to use or
collect them as consideration for the acquisition of other entities.

Capital reserves

Capital reserves increased by EUR 4 k year-on-year (previous year:
reduction by EUR 11,130 k). Of this sum, EUR 4 k (previous year:
EUR 9 k) relates to the equivalent in value of the stock options
issued in previous years, included in personnel expenditure. More-
over, in the previous financial year a withdrawal was made pursu-
ant to Section 150 (4) No. 1 of the German Companies Act (AktG)
to settle the negative profit of Hoft & Wessel AG for the year
amounting to EUR 11,139 k. There were no transactions with
shareholders who acted in their capacity as such.

Accumulated retained earnings/losses

Accumulated retained losses increased by EUR 12,983 k year-on-
year (previous year: change by EUR 8,680 k). This refers to the loss
for the year of -EUR 12,983 k carried over to the new accounts. In
order to settle the loss for the year, in the course of preparing the
financial statements a withdrawal amounting to EUR 11,139 k
was made in accordance with Section 150 (4) No. 1 of the Ger-
man Companies Act (AktG).

13 Earnings per share

The calculation of basic earnings per share is based on the profit/
loss for the period assignable to the common shareholders,
amounting to -EUR 12,983 k (previous year: -EUR 6,751 k) as
well as the weighted average number of common shares issued
(8,497,490). To calculate diluted earnings per share, this number
was increased by the weighted average of the number of poten-
tially dilutive shares arising from stock options. During the finan-
cial year 2012, 10,000 stock options expired when an employee
left the Company; as a result the diluted number of shares
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amounts to 200,000 such shares. In the previous year, the dilutive
number of shares came to 210,000 shares; as a result, the total
number of shares amounted to 8,707,490.

14 Financial liabilities

This note provides an overview of the contractual ramifications of
the Group’s interest-bearing and non-interest-bearing financial
liabilities. With regard to the risks arising from fluctuations in
interest and exchange rates, and in the default in payment, refer-
ence is made to Note (21).

The following credit lines are available to the Group:

e EUR 16.4 million in uncollateralised, partly mixed current
account and guarantee lines (previous year: EUR 16.4 million).
Interest rates 2012: 2.37 % — 9.38 %

(previous year: 2.12 % — 9.38 %).

* EUR 4.8 million loan with a term to maturity until 2017

(previous year: EUR 5.0 million).

Interest rate 2012: 3.85 % (previous year: 3.85 %).

For this loan, ownership of an inventory at Head Office
amounting to EUR 7,019 k was assigned by way of collateral
security.

* EUR 4.0 million in uncollateralised loans with final maturities in
December 2013 (previous year: EUR 4 million).

Interest rates 2012: 1.61% - 5.85%
(previous year: 2.30 % — 5.85 %,).

e EUR 3.9 million in pure guarantee lines
(previous year: EUR 10.5 million).

e EUR 5 million factoring line (no change in relation to previous
year).

Interest rates 2012: 2.21% - 3.12%
(previous year: 2.88 % — 3.53 %).

The agreements contain no financial covenants.

In the wake of the restructuring of the Hoft & Wessel Group, the
lending banks will waive roughly half their receivables. The follow-
ing lines of credit will be available to the Group after a successful
capital measure:
e EUR 8.5 million in credit lines

(thereof: EUR 4.8 million collateralised)
e EUR 5.25 million in guarantee lines
* EUR 2.0 million factoring line subject to unchanged terms

and conditions

Specifically, reference is made to item 3.4 in the Management
Report.

Liquidity management

Liquidity risks arise when the Group might not be in a position to
honour existing financial commitments when due. Accordingly,
the Company will take measures to be able to service all obliga-
tions when due without having to contend with unacceptable
losses in doing so. This is performed within the scope of appropri-
ate short-, medium- and long-term liquidity statements that are
prepared.
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The Group monitors incoming and outgoing payments on a daily
basis. The Group responds to liquidity bottlenecks by intensifying
reminders for incoming payments, delaying outgoing payments as
well as intensified expenditure control. In addition the Group has
lines of credit that have been approved to it.

The Group uses activity-based cost accounting to calculate its
product costs and services. This makes it possible to monitor the
need for cash & cash equivalents and to optimise the inflows on
the capital deployed. The Group strives towards maintaining the
extent of cash & cash equivalents at a level that exceeds the
expected cash outflows arising from financial liabilities.

Future payment flows of contingent consideration and from deriv-
ative instruments may differ from the amounts presented in the
following tables since interest rates, exchange rates or the relevant
terms and conditions are subject to possible future changes. Other
than for these financial liabilities, there are no expectations of a
payment stream included in the analysis of maturities falling due
considerably earlier or leading to a substantially different amount.

The tables “Maturities of financial liabilities” show the contractual
terms to maturity of financial liabilities, including expected interest
payments. Amounts in foreign currency were translated at the
exchange rate prevailing at the end of the accounting period.
Financial liabilities repayable at any time are always assigned to
the earliest timeframe. Variable interest payments on financial
instruments were determined on the basis of the interest rates last
fixed prior to 31 December 2012. The utilisation of credit lines
made available differs substantially in the course of a year. The
free credit lines amounted to at least EUR 2.2 million in the course
of the financial year (previous EUR 0.9 million).

Risk concentration

As a result of the substantially deteriorated asset, financial and
earnings position in 2012, the financing banks are entitled to a
right to special termination, which they have waived for the time
being within the scope of standstill arrangements. The main-
tenance of such standstill arrangements until the measures
described in Note 1 have been concluded is a prerequisite for
continuing the Company’s business operations.

Carried as liabilities in accordance with IAS 11 854 1,106

Liabilities arising from derivative financial

instruments (current) 393 607

Other provisions 504 618

Provisions for outstanding invoices 941 1,064

Other 836 348

Total 3,528 3,743

Weighted average number of shares issued 8,497 8,497 8,697 8,707
Profit/loss for period assignable to shareholders (12,983) (18,970) (12,983) (18,970)
Earnings per share (in EUR) (1.53) (2.23) (1.49) (2.18)
Collateralised bank loans 2013 4,777 5,000
Unsecured bank credit lines 2013 18,790 15,827
Financial leasing liabilities 2013-2015 17 46
Liabilities from trade receivables 2013 2,871 9,753
Personnel differentiated liabilities 2013 1,114 351
Other financial liabilities 2013-2018 4,385 4,800



15 Other financial liabilities

See table on page 50 below.

16 Share-based remuneration

Within the scope of the stock option programme 2005, a member
of the Board of Management was granted a total of 200,000
options in the years 2006, 2007, and 2008. One managerial staff
member was granted a total of 10,000 options under the pro-
gramme in the year 2010.

The options may be exercised at the earliest after two years have
expired, starting from the date of issue (hereinafter referred to as
the “holding period”). Each option, if exercised, entitles the holder
to the acquisition of one share in the Company. After seven years
have expired following the end of the holding period, all options
that have not been exercised will expire. In each calendar year, a
maximum of one third of the options granted and still outstanding
can be exercised.

The options may be exercised only if the following success targets
have been simultaneously achieved:

1. The average closing price of the Company’s ordinary share
during the reference period (hereinafter referred to as the “ref-
erence price”) exceeds the basic price by at least the minimum
increase rate. The minimum increase rate in the third year after

Financial leasing liabilities
Total

Unsecured bank liabilities

Secured bank liabilities

Current share of financial leasing liabilities
Total

Earlier than in one year 22
Between one and five years -
In more than five years -
Total 22
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the date of issue amounts to 35 % and will increase by ten
percentage points in each case at the beginning of a further
year after the issue date.

2.The reference price amounts to at least 90 % of the average
closing price of the Company’s common stock on the Frankfurt
Securities Exchange on the 30 days of trading on the day exactly
one year prior to the day of commencement of the relevant
exercise period.

The strike prices are variable in accordance with the arrangements
under the stock option programme 2005, based on an index
derived from a change in value of the Prime All Shares Index of
the Frankfurt Securities Exchange. Moreover, the option holders
are granted four points in time to exercise the options each year,
depending on the publication dates of the annual and quarterly
financial statements.

The average strike prices listed in the table were calculated as
follows:

Strike price of the tranches calculated for the years 2006 to 2008
and 2010, based on the last exercise period before the respective
balance sheet date, weighted by the respective number of options
outstanding from the tranches of 2006 to 2008 and the year
2010.

The bandwidth of strike prices for the options outstanding at the
end of the reporting period ranged between EUR 3.71 for the

= 17

= 17

18,790 15,827

4,777 5,000

17 29

23,584 20,856

17 33 29
= 22 17
17 55 46
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options granted in 2006 and EUR 4.53 for the options granted in
2007.

During the period under review, stock options were neither
granted nor exercised, nor did any stock options expire. However,
10,000 stock options were forfeited due to an employee leaving
the Company. Of the options outstanding, none was eligible for
exercise due to the exercise hurdle not being reached.

The member of the Board of Management to whom the stock
options were granted has meanwhile left the Company.

During the financial year, the total expenditure on share-based
remuneration came to EUR 4 k (previous year: EUR 9 k). This is
attributable in full to remuneration paid in the form of equity
instruments.

Non-derivative financial instruments
Collateralised bank loans

Unsecured bank credit lines

Financial leasing liabilities

Liabilties from trade receivables
Personnel related liabilities

Other financial liabilities

Total

Derivative financial instruments
Payer swap for long-term interest hedges
FX-forwards

Total

Non-derivative financial instruments
Collateralised bank loans

Unsecured bank credit lines

Financial leasing liabilities

Liabilties from trade receivables
Personnel related liabilities

Other financial liabilities

Total

Derivative financial instruments
Payer swap for long-term interest hedges
FX-forwards

Total

17 Personnel-related provisions

Staff-related provisions exclusively comprise benefits to employees.
During the year under review, an addition to provisions for early
retirement part-time work agreements was made. The discount
rate applied amounts to 1.39 per cent (previous year: 2.69 per
cent). An appropriate guarantee was deposited for insolvency
protection relating to working time credits earned as part of the
block model. Employer contributions to pension insurance in the
German subgroup, classified as a defined contribution pension
plan, amounted to EUR 1,186 k euros in the financial year (previ-
ous year: EUR 1,265 k). Contribution payments of a similar extent
are planned to be made for fiscal 2013.

Pension reserves for direct commitments
The present value of future benefits under a defined benefits
direct commitment was calculated using the projected unit credit

4,777 4,777
18,790 18,790 = = =
17 8 = = =
2,871 2,871 9 = =
1,14 1,14 = = =
3,135 3,135 = = =
30,704 30,695 = = =
9 - -

1,109 126
141 = 126 252 605
1,250 126 141 = =
267 252 605
5,000 5,000 = = =
15,827 15,827 = = =
46 14 15 17 =
9,753 9,753 = = =
351 351 = = =
3,136 3,136 = = =
34,113 34,081 15 17 =
912 70 70 140 632
752 307 300 145 =

1,664 377 370 285 632



method subject to application of a market-oriented discount
factor. In the process, the defined benefit pension obligation

is measured according to the present value of vested pension
entitlements of active and inactive employees and recipients of
benefits as at the valuation date. The calculations are based on
the basic biometric values (probabilities of death and invalidity
cases) RT 2005 G by Prof. Dr Klaus Heubeck. The extent of old-
age pension after 30 full years’ employment amounts to 65 % of
the last monthly fixed salary drawn. A reduction of 2 % is made
for each year of service short of the 30 full years.

Pension reserves for old-age retirement plans

Pension reserves relate to the difference between the market value
assessment of Metric's defined pension plans and the present
value of the pension obligations determined by actuarial principles
both on a defined contribution and on a defined benefits basis.
The defined benefit plan is fully financed via a fund.

The present value of future benefits under the defined benefits
pension plan was calculated using the projected unit credit
method subject to application of a market-oriented discount
factor. The fund-linked assets of the pension plan were valued at
fair market value. The employer contributions to the fund are paid
in accordance with the actuary’s projections and are intended to
result in long-term coverage of the pension commitments deter-
mined using actuarial methods.

Options outstanding at beginning of period (in units)
Options granted (in units)

Options expired (in units)

Options forfeited (in units)

Options outstanding at end of period (in units)

Minimum share price to reach the exercise threshold on 30 December
for 1/3 of the issue from 2006: 20.000 options
for 1/3 of the issue from 2007: 20.000 options
for 1/3 of the issue from 2008: 26.666 options

Weighted average of residual contractual term (in years)

Average strike price of options outstanding at the beginning of the period

Average strike price of options outstanding at the end of the period
Average strike price of options forfeited
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In determining the expected return for each asset class, the
following factors were taken into consideration:

* Interest-bearing securities and liquid funds: In the case of assets
in the form of securities and liquid funds, the expected non-
current return rate was assumed that prevailed for such assets
as at the balance sheet date.

e Shares: A higher long-term rate of return is expected on shares
than in the case of interest-bearing securities. The extent to
which higher returns will be expected here in future than on
interest-bearing securities is based on higher returns generated
in the past as well as market conditions prevailing on the bal-
ance sheet date.

The date of commencement has been uniformly fixed at 65 years
of age. Benefits under the contribution-related pension plan are
paid on the basis of the fund’s assets, which are provided out of
employer and employee contributions. The contribution payments
amounted to EUR 539 k (previous year: EUR 383 k). Contribution
payments of a similar extent are planned to be made for fiscal
2013. For the defined benefits plan, the maximum claim is 2/3 of
the last salary paid.

200,000 200,000 10,000 10,000
= = 10,000 =
200,000 200,000 0 10,000
6.49 6.12

7.47 7.02

6.86 6.42

3.68 4.81

4.22 4.23

4.24 4.22

3.78 =
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Actuarial gains and losses are recognised using the corridor method.
Under these provisions, it is only necessary to report deficits outside
a corridor of 10 per cent (relative to the value of the pension com-
mitment or fund’s assets, whichever is higher) in the annual financial
statements, and they can be spread over the probable remaining
period of service of the eligible recipients.

18 Provisions

Provisions for warranties are set up for goods and services
supplied during the financial year. Their extent is based on
assumptions made concerning historical product warranty costs.
This provision is expected to be eliminated over the following
three years. The risk of claims being made on warranty obligations
is estimated at 1.5 per cent of sales revenues, as in the previous
year.

Non-current personnel-related provi-
sions
in EUR thousands

Status
01/01/2012

Provisions for pensions
Provisions for partial retirements
Total

Provisions for pensions
in EUR thousands

Pension reserves based on direct commitments
Pension reserves for old-age retirement plans
Total

Provisions for subsequent costs are set up if it turns out after
projects have been finalised that a volume of extra work is
necessary beyond the extent of normal warranty-related activities.
The effect of the discounting of provisions — only warranty
provisions are impacted — amounts to -EUR 6 k (previous year:
-EUR 1 k). The impact of the change in discount rates in relation
to the previous year likewise affects only the warranty provision
and amounts to -EUR 2 k (previous year: EUR 1 k).

19 Trade payables

The Group’s sum total of liquidity and currency risks is explained in
Note (21).

Additions Status

31/12/2012

Consump-
tion

340
214
554
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Provisions for pensions in Germany

Reconciliation of the present value of the defined benefit obligation and the fair value of the plan
assets in relation to the liability accounted for in accordance with IAS 19.120A (f)

in EUR thousands

Barwert der leistungsorientierten Verpflichtung

Noch nicht angesetzte versicherungsmathematische Gewinne/Verluste - (37)

Bilanzierte Schuld

Amounts recognised with an impact on profit and loss in accordance with IAS 19.120A (g)
in EUR thousands

Interest expenditure (item in results for period: interest expense)
Actuarial loss (personnel expenditure) 30

Sum total of amounts recognised in period with an impact on profit and loss

Reconciliation of opening and closing balances of the present value of the
defined benefit obligation in accordance with IAS 19.120A (c)
in EUR thousands

Opening balance of present value of defined benefit obligation
Interest expense

Benefits paid

Actuarial loss

Closing balance of present value of defined benefit obligation

17
41

Actuarial assumptions in accordance with IAS 19.120A (n)

Discount rate
Pension increases
Inflation rate

1,0%

Multi-year comparison in accordance with IAS 19.120A (p)
in EUR thousands

Present value of defined benefit obligation
Excess liability of the plan
Experience-based adjustments to the liabilities of the plan
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20 Other non-financial liabilities 21 Financial instruments

Other non-financial liabilities essentially comprise EUR 740 k in I. General notes on financial instruments

liabilities relating to value added taxes (previous year: EUR

1,651 k) and EUR 295 k in payroll taxes (previous year: EUR 208 k) Disclosure of methods for fair value measurement

as well as EUR 584 k in advance payments for subsidised projects Cash and cash equivalents, trade receivables as well as other

(previous year: EUR 218 k). assets have current residual terms to maturity. Accordingly, their
carrying amounts as at the reporting date approximately reflect
their fair value. Trade payables and other financial liabilities
likewise generally have current residual terms to maturity. Again,
the amounts carried on the balance sheet approximately cor-

Provisions for pensions in UKK

Reconciliation of the present value of the defined benefit obligation and the fair value of the plan
assets in relation to the liability accounted for in accordance with IAS 19.120A (f)

in EUR thousands

Present value of defined benefit obligation 16,024
Fair value of plan assets (9,150)

6,874
Actuarial losses not recognised as yet (6,660)
Liability accounted for 214

Amounts recognised with an impact on profit and loss in accordance with IAS 19.120A (g)
in EUR thousands

Interest expenditure (item in results for period: interest expense)
Expected return on plan assets (personnel expenditure)
Actuarial loss (personnel expenditure)

Sum total of amounts recognised in period with an impact on profit and loss

(573)
152

Reconciliation of opening and closing balances of the present value of the defined benefit
obligation in accordance with IAS 19.120A (c)
in EUR Tsd.

Opening balance of present value of defined benefit obligation

Interest expense 657
Benefits paid (1,298)
(Actuarial loss 3,225
Currency translation differences (80)

Closing balance of present value of defined benefit obligation

Reconciliation of opening and closing balances of the fair value of plan assets in accord-
ance with IAS 19.120A (e)
in EUR Tsd.

Opening balance of fair value of plan assets (9,732)

Expected return on plan assets (573)
Employer contributions to plan (383)
Benefits paid 1,298
Actuarial gains / (losses) 559
Currency translation differences (319)
Closing balance, fair value of plan assets (9,150)



respond to the relevant fair values. The fair value of financial
liabilities to banks and financial liabilities incurred in leasing are
measured as cash values of the payments associated with the
liabilities in question. Financial derivatives without a hedge
relationship are recognised at fair value through profit and loss.
The fair value hierarchy of the valuation classes shown in the
Table “Carrying amounts, values recognised and fair value by
valuation categories” in accordance with IFRS 7.27 are to be fully
assigned to Level 2 (valuation model).

HOFT & WESSEL ANNUAL REPORT 2012 57

Il. Risk management of financial instruments

Principles of risk management

This section contains information on the extent of the risks to
which the Group is exposed arising from the use of financial
instruments. In addition, quantitative valuations are made of the
risks involved. The Board of Management bears the responsibility
for setting up and monitoring risk management.

Percentage of fair value of entire plan assets for each principal category of
the plan assets in accordance with IAS 19.120A (j)

in per cent

Corporate equity interests
Government bonds
Corporate bonds

Real estate / land and buildings
Cash
Total

12
12

Foundations for determining the expected return on the assets in accordance

with IAS 19.120A (1)

Expected return on plan assets
Actuarial assumptions in accordance with IAS 19.120A (n)

Discount rate
Expected return on plan assets
Pension increases

Inflation rate

Multi-year comparison in accordance with IAS 19.120A (p)
in EUR Tsd.

Present value of defined benefit obligation
Fair value of plan assets

Excess liability of the plan
Experience-based adjustments to the liabilities of the plan
Experience-based adjustment to plan assets

7.2%
3.0%
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In terms of its assets, liabilities and planned transactions,

Hoft & Wessel is subject in particular to risks arising from fluctua-
tions in exchange and interest rates. The objective of financial risk
management is to mitigate these market risks by means of current
operational and financially oriented activities. To this end, hedge
instruments are deployed, depending on the risk assessed. In
principle, only risks are hedged that have an impact on the
Group's cash flow. Derivatives are deployed solely for hedge pur-
poses. Their deployment for trading or speculation purposes

The fundamentals of financial policy are defined by the Board of
Management. The Board of Management is briefed on a regular
basis about the Company’s exposure to risk and the value of
hedge transactions already concluded. Hedge transactions are
concluded on the instructions of the Board of Management. Swap
transactions at a later date of payments on the date of the hedge
are implemented independently by the Finance Department in
accordance with the hedge guidelines. Correct and complete
implementation is monitored by the Board of Management. For

is ruled out. further particulars, please refer to the opportunities and risk report
in the consolidated management report.
Assets
Cash and cash equivalents LaR - 829
Trade receivables LaR - 14,574
Other assets LaR - 848
Derivatives without hedge relationship FAHTT 2 -
Derivatives with hedge relationship n.a. 2 -
Liabilities
Trade payables FLAC - 2,871
Liabilities to banks FLAC - 23,567
Liabilities arising from finance lease n.a. - 17
Other financial liabilities FLAC - 3,136
Derivative financial liabilities - -
Derivatives without hedge relationship FLHTT 2 1,250
Derivatives with hedge relationship n.a. 2 -
Aggregated according to valuation categories
in accordance with IAS 39: (LaR) - 16,251
Loans and receivables (LaR) (FAHTT) - -
Financial Liabilities Measured at Amortised Cost (FLAC) (FLAC) - 29,574
Financial Liabilities Held for Trading (FLHfT) (FLHET) - 1,250
Loans and Receivables (LaR) (70) - (22) (118) (210) (69)
Financial Liabilities Measured at Amortised Cost (FLAC) (1,459) - (15) - (1,474) (893)
Financial Instruments Held for Trading (FLHfT) - 78 - - 78 770
Total (1,529) 78 (37) (118) (1,606) (192)



Foreign currency risks

Strategy

The Group is exposed to currency risks arising from sales, pur-
chases and loans. The decisive risks exist in the currencies USD
(chiefly purchases), CHF (sales predominating by far) and GBP
(purchases, sales, loans, and consolidated subsidiaries). Firmly

contracted agreements are included in the currency exposure

along with planned payments to be classified as having a high
probability of occurring.

Recognition in balance sheet Recognition

according to IAS 39 in balance

sheet

Amortised Fair value Fair value according to
cost of with no  with impact
acquisition impact on on profit
profit or loss or loss

23,567 = _
3136 - -
- - 1,250
16,251 = =
29,57:1 : :
= = 1,250
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Foreign currency risks with no influence on consolidated cash
flows are not hedged on principle. For instance, these are risks
resulting from the translation of assets and liabilities from financial
statements of consolidated foreign subsidiaries.

Foreign currency risks in the field of financing result from financial
liabilities and loans in foreign currency used to finance Group
member companies. These transactions are not hedged as a
matter of principle. The effects of currency fluctuations are recog-
nised in the currency compensation item.

Fair value Book value Fair value
31/12/2012 31/12/2011 31/12/2011

9,753
20,827
55
3,136
338
1,326

22,630
121
33,716
338
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Hedge measures

The implementation of strategy in the field of currency manage-
ment is effected by means of current and non-current forward
exchange transactions and/or simple currency options. The
objective of these hedge measures is to eliminate the exchange
rate induced risk. Amounts received or not yet received prior to
the due date are prolonged until the next hedge deadline or to
the following probable date of receipt of payment by means of
swap transactions. In the financial year 2011, the change to the
fair value of currency derivatives resulted in losses amounting to

EUR 590 k, which were recorded in other comprehensive income.

There was no hedge accounting at all in the financial year 2012.

As at the balance sheet date, no forward exchange transactions
were designated as hedge instruments within the framework of
cash flow hedges (previous year: EUR 14,282 k).

Receivables from retail customers 152
Advance payments received -
Liabilities to suppliers (95)
Balance sheet exposure 57
Expected sales revenues 500
Expected purchases (5,300)
Expected exposure (4,800)
Forward exchange transactions -
Net exposure (4,743)

Assets

Forward exchange transactions/currency swaps
— without hedge relationship
— with hedge relationship

Liabilities
Interest rate swaps
— without cash flow hedges
— in connection with cash flow hedges

Forward exchange transactions/currency swaps
— without hedge relationship
— in connection with cash flow hedges

There were no underlying transactions arising from currency
hedges during the financial year (previous year: EUR 13,872 k). In
the financial year, the Company had a residual forward exchange
transaction with a fair value of EUR 828 k, which no longer has an
underlying transaction, however.

Financial derivatives

The fair values recognised for the various financial derivatives are
shown in the Table “Derivative financial instruments”. In the
process, a distinction is drawn as to whether or not these are
embedded into an effective hedge relationship in accordance with
IAS 39.

203 400 137 262 2,934
(15,381) (520) = (14,587) (449)
(65) (252) (837) (321) (228)
15,243 (372) (700) (14,646) 2,257
27,668 2,753 2,134 34,172 8,796
(150) (752) (6,000) (150) (1,440)
27,518 2,001 (3,866) 34,022 7,356
(1,000) = 3,000 (15,868) (4,250)
11,275 1,629 (1,566) 3,508 5,363
= 121

3

(1,109) =

= (912)

(141) (338)

= (410)



Foreign currency exposure

The volume of the Group’s foreign currency items at their nominal
value is shown in the Table “Volume of foreign currency items at
nominal value”.

Sensitivity analysis

IFRS 7 requires sensitivity analyses to be carried out to take
account of market risks. These show what consequences hypo-
thetical changes to relevant risk variables can have on earnings
and equity. The periodic effects are determined by comparing the
hypothetical changes to risk variables with the portfolio of
financial instruments as at the balance sheet date. In the process,

Status
01/01/2012

Provisions
in EUR thousands

Warranties
Subsequent costs and penalty 1,418
Contingent loss provisions 750

Total

Expected effectiveness of underlying transactions
(IFRS 7.22-24)
by 31 December in EUR thousands

Secured nominal value of underlaying transaction

Disbursement from interest hedge underlaying transactions

Currency translation rates

Equivalent of 1 GBP
Equivalent of 1 USD
Equivalent of 1 CHF

Consumption

Average exchange rate
2012
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it is assumed that the portfolio as at the balance sheet date is
indicative for the year as a whole and that all other variables,
especially interest rates, remain constant.

A depreciation of the currencies shown by 10 per cent against the
euro as at 31 December would have reduced/increased the capital
and profit/loss for the period by the amounts reflected in the
Tables “Equity capital effect of sensitivities from foreign currency
effects” and “Earnings effect of sensitivities from foreign currency
effects”. An appreciation of the relevant currencies by 10 per cent
would have had the same effect, with the preceding plus and
minus signs being reversed.

Write-backs Additions Status

31/12/2012

3,032
259

12 to 24
months

More than
24 months

Rate of reference date
2011 2012 2011

0.86787 0.83530
1.39215 1.29390
1.23273 1.21560
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Risk concentration

In the field of foreign currency risks, there is a particular risk
concentration as far as the Swiss franc is concerned. The Com-
pany's order portfolio as at the balance sheet date comprised
order volumes denominated in CHF with a total volume of
EUR 9.4 million (previous year: EUR 4.1 million) as well as in
GDP of EUR 2.2 million (previous year: EUR 6.7 million).

Interest rate risks

Strategy

The Group is exposed to risks of interest rate fluctuations in the
field of short-term financing of working capital. Interest rate risks
essentially exist in the euro zone.

The minimum utilisation of credit lines expected in the long run is
hedged against risks of interest rate fluctuations by means of the
existing interest rate swap.

The Board of Management decides on the desired combination

of financial liabilities subject to fixed and variable interest rates.
Based on the relevant credit agreements and derivative hedge
operations, in the financial year an average of 72 per cent
(previous year: 45 per cent) of net financial liabilities denominated
in euros were subject to fixed interest rates. The financial liabilities
financed on a variable basis as part of a factoring arrangement

as well as financial liabilities at fixed interest rates derived from
leasing finance are not included in this context.

Interest profile

Interest-bearing financial liabilities of the Group excluding finance
leasing and factoring, amounting to EUR 7.8 million as at the
balance sheet date, were based on interest agreements at fixed
interest rates (previous year: EUR 8 million). The other financial
liabilities are based on interest agreements subject to variable
interest rates.

from GBP
from USD
from CHF

Hedge measures

In order to hedge the risk of payment flows of financial liabilities
subject to variable interest rates, the Group had entered into a
payer interest swap (payment fixed — receipt variable) for the
volume of non-current credit utilisations amounting to EUR 5
million. A single valuation unit was formed between this interest
rate swap and the continually utilised current loan utilisations as a
designated underlying transaction. The changes in payment flows
of the underlying transactions based on changes to the 1-month
Euribor rate were offset by the changes in payment flows of the
interest rate swap. This happened to be a cash flow hedge. The
hedge was made with the objective of transforming utilisations at
variable interest rates into financial liabilities at fixed interest rates
and thus to hedge and render the payment flow from financial
liabilities capable of being planned. No new hedges were trans-
acted during the financial year.

The effectiveness of the hedge relationship is prospectively and
retrospectively reviewed using an effectiveness test at each

balance sheet date. The hedge transaction described above turned
out to be fully ineffective as at the balance sheet date. Accordingly,
the valuation effects as at the balance sheet date were recognised
in net interest income by the Company. The hedged interest rate
originally amounted to 4.83 per cent p.a. The fair value effectively
taken off the books in the financial year through profit and loss
amounted to -EUR 1,109 k as at the balance sheet date (previous
year: -EUR 912 k).

Sensitivity analysis

Risks of interest rate fluctuations are presented by means of
sensitivity analyses in accordance with IFRS 7. These represent the
effects of changes to market interest rates on interest payments.
If the level of interest rates prevailing on the market as at 31
December 2012 had turned out 100 basis points higher/lower,
this would have resulted in a higher/lower expense of EUR 158 k
(previous year: EUR 128 k) on the financial liabilities existing as
at the balance sheet date). The volume of underlying liabilities
subject to variable interest rates amounts to EUR 15,794 k
(previous year: EUR 12,827 k).

There are no interest-bearing trade receivables. Moreover, no
holdings available for sale are kept in the portfolio. Accordingly,
for these classes of financial assets no calculation is carried out
with regard to interest sensitivity.

(44) 144
5 (1
(928)



Risk concentration
There is no concentration of risks as far as interest is concerned.

Liquidity risks
Cf. disclosures in Note (14)

Risks of default

Within the scope of its operations, the Company is exposed to the
risk of default associated with receivables (credit risk). The risk of
default consists of the risk of the Group sustaining financial losses
owing to contractual obligations being violated by customers. Risk
essentially arises in connection with trade receivables, cash and
cash equivalents, other assets, as well as items of collateral
provided. Cash collateral amounting to EUR 321 k was deposited
for a guarantee line to be utilised by beneficiaries domiciled in
countries outside Europe for a total of EUR 525 million (previous
year: EUR 321 k). The Group’s risk of default is essentially influ-
enced by the individual circumstances arising from customer
relations. Risks of default arising from trade receivables are
essentially covered by a merchandise credit risk insurance policy.
Processes of credit management are handled using via debtor
management system. In principle, no merchandise is supplied to
customers without securing the risk of default beforehand.

No material defaults in receivables were recorded in the past. The
credit rating of potential customers is checked prior to accepting
an order placed. In addition, active receivables management is in
place, including genuine factoring as well as credit insurance
policies. Moreover, in export business confirmed and unconfirmed
letters of credit as well as suretyship agreements, guarantees and
cover commitments are also deployed from export credit agencies
such as Euler Hermes. Apart from local monitoring by the
respective subsidiary, the Hoft & Wessel Group also monitors
major risks of default at Group management level in order to be
able to better control a possible accumulation of risks.

Since trade receivables are owed by a large number of customers
from different industry segments and regions, from the Company’s
point of view there is no concentration or cluster formation of
risks. Specific risks of default are taken account of by means of
valuation adjustments.

from CHF
from GBP
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Valuation adjustments

Risks of default are taken into account by means of specific
valuation adjustments and lump-sum specific valuation adjust-
ments. To the extent that receivables are insured, the valuation
adjustment is merely effected to the extent of the excess payable
under the merchandise credit insurance taken out. The nominal
amount of insured receivables totals EUR 7,636 k (previous

year: EUR 10,220 k). With regard to financial assets which are
neither overdue nor impaired, there were no indications of a
potential value impairment as at the balance sheet date. With
regard to the development of valuation adjustments, reference is
made to Note (9).

Risk concentration

Within the scope of credit management, risks of credit default are
monitored and proactively controlled. A certain cluster risk arises
in connection with project settlement of a large-scale customer in
Germany, accounting for a volume of 10 per cent of the receiva-
bles portfolio (previous year: 21 per cent). Furthermore, there is no
concentration of geographical risks.

The maximum risk of default of financial assets is confined to their
carrying amount.

Credit risk exposure
The carrying amount of financial assets represents the maximum
credit volume of the Group.

The maximum credit risk amounts to EUR 16,250 k (previous year:
EUR 22,630 k).

= 832
= 463
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22 Operating leases as lessee

The Group has rented or leased buildings, vehicles and

IT equipment. The leasing payments in respect of the building of
Hoft & Wessel AG in Hannover are based on a leasing agreement
entered into in 1998. The fixed basic term of the lease is

22.5 years. There is no option to buy or to extend the lease.

For the administration and production building occupied in 2005
by Metric in Swindon, a lease entered into with a term until
October 2019 was renewed. In addition, future lease payments
are payable for a factory building of Metric in Huntingdon, United
Kingdom. This building is not being used by the tenants them-
selves but has been sublet. The lease and sublease are absolutely
identical as regards their contractual terms and conditions, and
each has a lifetime until December 2014.

In connection with various lease transactions relating to products
of Hoft & Wessel AG, equipment was sold and subsequently
leased back to a leasing company. This is to ensure that payment
inflows and outflows occur at the same points in time within the
scope of long-term lease transactions. In the financial year, lease
payments amounting to EUR 3,526 k (previous year: EUR 3,240 k)
were recognised under other operating expenses.

Status of valuation adjustments on 1 January
Additions (= expenditure on valuation adjustments)
Consumption

Reversals (= income from valuation adjustments not required)

Status of valuation adjustments on 31 December

Not due 10,453
Overdue by 1 to 30 days 3,157
Overdue by 31 to 180 days 964
Overdue by 181 to 360 days 165
Overdue for more than one year 484
Total 15,223

23 Group’s contingent liabilities

No payment bonds were deposited in the financial year as part of
contractual performance guarantees (Table page 66).

24 Sales revenues

Of total income generated on the performance of services, the
UK subgroup earned a share of EUR 11,690 k (previous year:
EUR 11,904 k euros). Essentially, this comprises services rendered
within the scope of a full-service agreement with London Bus as
well as repair and maintenance work on car park ticketing
terminals.

25 Personnel expenses

The Group’s average workforce size was 475 employees (previous
year: 497). Of these, 106 (previous year: 111) were classified as
commercial wage earners and 369 (previous year: 386) as
employees.

531 514

396 303

(161) (167)

(117) (119)

649 531

0 13,306 0

0 2,602 0

0 1,910 0
(165) 39 (39)
(484) 668 (492)
(649) 18,525 (531)



26 Other income

Hoft & Wessel AG reports public-sector grants and subsidies
according to the gross method and recognises these under other
operating income. Amongst other things, the Company receives
the EU grants for developing ticket vending terminals suitable for
disabled persons.

27 Other expenses

The remaining other expenses relate to, in particular, general
administration and distribution services. Expenses arising from
currency translation include expenses from the valuation of
forward exchange transactions totalling EUR 551 k (previous year:
EUR 241 k).

28 Net financial income

Net financial income includes income and expenses arising from
bank interest, interest to other lenders as well as interest effects of
accrued and discounted interest.

Almex division (Bus and rail corporations, airlines)

Skeye division (retail and distribution enterprises)

Metric division (cities and municipalities, parking space management)
Total

Within the following year
Between one and five years
In more than five years
Total
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29 Pre-tax earnings

The table “Tax reconciliation statement” on page 69 shows the
reconciliation of the notional tax expense determined by applying
a uniform consolidated tax rate of 31.6 per cent to consolidated
earnings before taxes and the tax expense reported.

30 Additional mandatory disclosures under Germany
commercial law

Information on remuneration paid to the auditors

The fees paid to the auditors and required to be stated as an
expense item in accordance with Section 314 (1) No. 9 of HGB in
the financial year are reported in the table “Auditors’ fees”.

Declaration of conformity with the German Corporate
Governance Code

The Board of Management and Supervisory Board of

Hoft & Wessel AG have submitted the mandatory declaration in
accordance with Section 161 of the German Companies Act,
stating that recommendations of the “German Government's
Commission on the German Corporate Governance Code"” have
been and will be complied with and have made this declaration
available to the Company’s shareholders on the Company’s
website www.hoeft-wessel.com.

8,364 13,332
3,205 1,268
3,005 3,394
14,574 17,994
2,716 3,544
7,166 7,672
5,130 6,572
15,012 17,788
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31 Events after the balance sheet date The Board of Management of Hoft & Wessel AG had issued an
invitation for 18 July 2013 to attend an extraordinary General
The recording and reporting of events after the balance sheet date  Meeting in order to disclose a loss of half the Company’s capital

within the scope of accounting is governed by IFRS, namely by stock in the financial statements under German GAAP (HGB;

IAS 10 ("Events after the Reporting Period”). Commercial Code) pursuant to Section 92 (1) of the German
Companies Act (AktG) without delay, and to adopt a resolution

The following events of note occurred by 05 September 2013, on a reduction of the capital stock and a further resolution on an

the date of submission of the consolidated financial statements increase in the capital stock against cash deposits subject to

as at 31 December 2012 by the Board of Management to the subscription rights. The loss was attributable to charges on

Supervisory Board: earnings with no impact on liquidity in connection with business

developments in 2012.

Group’s contingent liabilities

in EUR thousands

Contractual performance bonds

Advance payment bonds 3,307

Payment bonds 340
Warranty bonds 1,907
Bid bonds 23

Total

Sales revenues
in EUR thousands

49,112
37,140
86,252

Merchandise sales
Services rendered
Total

Personnel expenses
in EUR thousands

Wages and salaries (20,959)

Statutory social expenditure (4,080)
Contributions to defined benefit pension plan (383)
Contributions and actuarial expenses arising from direct commitments 10
Share—based remuneration components 9)
Total (25,421)

Other income
in EUR thousands

Currency translation gain

Income from valuation adjustments regarding receivables 119
Public—sector allowances and subsidies 285
Other 380
Total 1,851



Within the scope of this extraordinary General Meeting, H6ft &

Wessel AG succeeded in entering into a streamlining arrangement

with a long-term investor, key individual shareholders as well as
the participating creditor banks, which will ensure the Company’s
continued existence as a going concern on a sustainable basis.
With regard to the events after the balance sheet date, we
additionally wish to refer to the “Report on events after the
balance sheet date” in the Management Report as well as to the
explanatory notes provided there under items 3.4 and 3.5 on the
capital measures initiated within the scope of the extraordinary
General Meeting of 18 June 2013.

Expenses for premises
Services

Motor vehicle expenses
Currency translation expenses
Travel expenses
Postage/courier services

Legal and consultancy fees
Telecommunications
Advertising/trade fairs
Valuation adjustments to receivables
Insurance policies

Other

Total

Interest income on bank balances
Interest income on tax refunds
Financial income

Interest expenses on liabilities to banks
Other interest expenses
Financial expenses

Net financial income

Interest earnings
Interest paid
Total
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No other reportable events after the balance sheet date occurred
beyond those specified above.

32 Disclosures regarding related entities and persons

Shareholders with a significant influence

At the balance sheet date, as in the previous year H&W Holding
GmbH, Burgdorf, held 3,450,000 (40.6 per cent) of the shares in
Hoft & Wessel AG. No dividend payout was made in the financial
year. The share of H&W Holding GmbH in the dividend paid for
the financial year 2010 amounted to EUR 345 k. No business
relations existed beyond the actual shareholding outlined above.

(2,848) (2,789)
(1,937) (1,944)
(2,003) (2,032)
(1,401) (1,394)
(1,066) (1,248)
(1,144) (1,237)
(3,215) (840)
(657) (803)
(566) (487)
(396) (303)
(199) (271)
(2,161) (2,433)
(17,593) (15,781)
1 1

0 0

1 1
(1,057) (715)
(1,395) (390)
(2,452) (1,105)
(2,451) (1,104)
(18) (41)
(18) (41)
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Transactions with members of the Board of Management
and Supervisory Board

a) Remuneration report for the Board of Management

The disclosures required in accordance with Section 314 (1) No. 6a
sentences 1-5 of the German Commercial Code (HGB) are now
included in the following remuneration report:

In addition to fixed remuneration, the Board of Management of
Hoft & Wessel AG receives regular, variable remuneration based
on the pre-tax earnings of the H6ft & Wessel Group. The non-
performance-related share of remuneration is defined by the
Supervisory Board in specific individual cases, taking account of
professional experience, qualifications and performance.

The fixing of remuneration for the members of the Board of
Management is based on the economic and financial situation of
the Company, as well as the extent and structure of remuneration
paid to management boards of comparable enterprises. In
addition, the tasks and contribution of each relevant member of
the Board of Management are taken into account. Non-perform-
ance-related remuneration comprises basic remuneration, benefits
in kind and perquisites (company car, healthcare and insurance
policies). The basic remuneration is disbursed monthly in the form
of a salary payment. Benefits in kind essentially consist of the
value of using a company car in accordance with tax regulations

Tax income (expense) for current reporting period
Tax income/(expense) previous years
Current tax income/(expenses)

Deferred taxes

Tax position

Deferred tax assets
from losses carried forward
from temporary differences

Deferred tax liabilities
from development benefits

from temorary differences

Total

and of allowances paid towards insurance premiums. Half of the
performance-based remuneration is paid on reaching the Group’s
sales and pre-tax earnings target. The maximum amount is capped
in case targets are exceeded. In the event of a substantial shortfall,
this remuneration component will be dispensed with. In the
financial year 2012, no performance-related remuneration was
provided for the Board of Management.

No stock options were issued to the Board of Management in the
financial year 2012 either. No pension commitments have been
made to the members of the Board of Management. No benefits
from third parties were approved to the members of the Board of
Management with regard to their activities as members thereof. If
a member of the Board of Management dies during the contrac-
tual term, three monthly salaries will be paid by way of benefits
to surviving dependants. In the event of illness, continued salary
payment for the members of the Board of Management has been
agreed for three months.

A table with the individual remuneration of the Board of
Management ist located on page 26 in the consolidated mange-
ment report. In fiscal 2012 paid total remunerations amount to
EUR 519 k (Previous year: 1,074 k)

(10) (50)
55 344
45 294

218 (2,070)

263 (1,776)

(173) (3,461)

115 (311)

180 1,788
96 (86)

218 (2,070)
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b) Remuneration report for the Supervisory Board Transactions with related persons

The remuneration of the Supervisory Board is governed by the No transactions with related persons were carried out during the
articles of association and is exclusively payable in the form of financial year.

a fixed salary. The Chair in this regard receives double the

remuneration paid to a member of the Supervisory Board. The Transactions with related entities

Deputy Chairman receives 1.5 times the remuneration paid to a No transactions with related entities were carried out during the
member of the Supervisory Board. No payments were made to financial year.

former members of the Board of Management or to former
members of the Supervisory Board. There are no commitments
on the part of the Company to do so.

A table with the individual remuneration of the Supervisory Board
ist located on page 26 in the consolidated mangement report. In
fiscal 2012 paid total remunerations amount to

EUR 73 k (Previous year: 75 k)

Reconciliation of the calculatory tax expense

in EUR thousands

Group earnings after taxes (18,970)

(Income)/expenses from tax 1,776
Consolidated earnings before taxes (EBT) (17,194)
Calculated tax expense/ (tax income) (5,433)
Tax impacts

Effects arising from change in use of loss carried forward 7,714
Aperiodic effects (741)
Operating expenses not deductible for tax purposes 74
Other 162
Tax (income)/expense reported 1,776

Remuneration of auditors
in EUR thousands

Audit of annual financial statements
Tax consultancy services

Other certification services

Total

19

Gratification to manager in key positions
in EUR thousands

Short-dated payable benefits to members of the Management Board and Supervisory Board
Share based remunerations

Total 1,149
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Members of the Board of Management

Rudolf Spiller

(since 17 July 2012 as CRO, since 1 January 2013

as Member [CEQ])

Sales & Marketing, Research & Development, Supply Chain,

Project management, Administration
Metric Group Holdings Ltd., Swindon
(Managing Director)

Michael Hoft

(up to 31 December 2012)

CEO

Finance & Administration, Production, Service
Business departments Metric and Skeye
Metric Group Holdings Ltd., Swindon
(Managing Director; since 16 January 2012)

Dipl.-Ing. Thomas Wolf

(up to 23 May 2012)

Member

Sales, Purchase, Marketing

Business departments Almex and Skeye
Metric Group Holdings Ltd., Swindon

(Board of Directors, since 8 June 2011)

Skeye Partner Support Center GmbH, Leipzig
(General manager, since 31 May 2011)

Dipl.-Kfm. Hansjoachim Oehmen
(resigned on 16 January 2012)

CEO

Finance & Administration, Production, Service
Business departments Metric and Skeye
Metric Group Ltd., Swindon

(Managing Director, up to 16 January 2012)
Metric Group Holdings Ltd., Swindon
(Board of Directors, up to 16 January 2012)
Metric Inc., New Jersey (USA)

(Board of Directors, up to 16 January 2012)

Members of the Supervisory Board

Prof. Dr. Dr.-Ing. Dr. h.c. Klaus E. Goehrmann
Chairman

Chairman of the Board of the International

Neurobionics Foundation, Hannover

Other Supervisory Board seats:

MAN Truck & Bus AG, Munich

Internationale Schule Hannover Region GmbH, Hannover
VHV Vereinigte Hannoversche Versicherungen

(Chairman of the Executive Board)

Dr. Peter Versteegen

Deputy Chairman

Lawyer

(Partner in Freshfields Bruckhaus Deringer LLP)

Dr. Martin Kiinnemann
Auditor
(Partner in Deloitte & Touche GmbH)

Hinrich Peters
(Appointment on 20 March 2012)
Tax consultant

Rolf Wessel
(resigned on 20 December 2012)
Businessman

Manfred Zollner

(up to 28 January 2013)

Businessman

Other Supervisory Board seats:

Zollner Elektronik AG, Zandt (Chairman)
PA Power Automation AG, Pleidelsheim

Hannover, 7 October 2013

The Board of Management



Auditor’s Certificate

Provided the annual financial statements as at 31 December 2011
are adopted in the version on which these annual financial
statements are based, we have issued an unqualified audit
certificate as follows:

“We have audited the consolidated annual financial statements of
Hoft & Wessel AG, Hanover, - consisting of the consolidated profit
and loss (income) statement, the consolidated balance sheet,
consolidated cash flow statement, movements in consolidated
equity and the consolidated notes - as well as the consolidated
management report for the financial year from 1 January to

31 December 2012. The Board of Management of the Company is
responsible for preparing the consolidated annual financial
statements and the consolidated management report in accord-
ance with IFRS, as applicable in the EU, and in supplementation
thereof, according to § 315a (1) of the German Commercial Code
(HGB). Our task is to make an assessment of the consolidated
annual financial statements and the consolidated management
report on the basis of the findings of our audit.

We carried out our audit of the consolidated annual financial
statements in accordance with § 317 of HGB subject to compli-
ance with the German generally accepted accounting principles
established by the German Institute of Auditors (Institut der
Wirtschaftsprafer - IDW). Accordingly, the audit is to be planned
and carried out in such a manner as to ensure that any misstate-
ments and violations that might have a substantial impact on the
presentation of the consolidated annual financial statements and
on the overall impression conveyed by the consolidated manage-
ment report as regards the Company’s asset, financial and
earnings position, taking account of the applicable accounting
regulations, can be identified with an adequate degree of
certainty. In determining the audit steps, knowledge of the
business activities and of the Group’s business and legal environ-
ment is taken into account along with expectations of possible
errors and omissions. Within the scope of the audit, the effective-
ness of the accounting-related internal control system as well as
evidence to support the information contained in the consolidated
annual financial statements and consolidated management report
are assessed predominantly on the basis of random samples. The
audit comprises an assessment of the individual annual financial
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statements for the companies included in the consolidated annual
financial statements, the delineation of the consolidation perim-
eter, the accounting and consolidation principles applied and the
material assessments by the Board of Management, and taking
account of the overall presentation of the consolidated annual
financial statements and consolidated management report. We
are of the opinion that our audit constitutes an adequately secure
basis for our assessment.

Our audit gave rise to no objections.

According to our assessment based on the findings of our audit,
the consolidated annual financial statements are in conformity
with the IFRS, as applicable in the EU, and with the supplementary
regulations of German commercial in accordance with § 315a (1)
of HGB and, taking account of these regulations, conveys a true
and fair view of the actual asset, financial and earnings situation
of the Group. The consolidated management report is in conform-
ity with the consolidated annual financial statements and, as a
whole, conveys a true and fair view of the Group's situation and
of the opportunities and risks relating to future developments.

Without expressing any limitations on this assessment, we refer
to the statements made by the Board of Management in the
consolidated management report. In its report, in Section

“3.5 General Statement by the Board of Management”, the latter
explained that in case the capital measures described are not
carried out as planned, or in the event of unforeseen liquidity
outflows owing to project risks, or if the operational stream-
lining measures adopted do not yield the expected results,

Hoft & Wessel Aktiengesellschaft will be insolvent and lose its
status as a going concern.”

Hannover, 7 October 2013
KPMG AG

Wirtschaftsprifungsgesellschaft

Frahm
Auditor

Thiele
Auditor
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Balance Sheet Oath

Balance sheet oath in relation to the consolidated annual financial statements in
accordance with §§ 297 (2) sentence 4 and 315 (1) sentence 6 HGB:

"To the best of our knowledge, and in accordance group, together with a description of the principal
with the applicable reporting principles, the consoli- opportunities and risks associated with the expected
dated financial statements give a true and fair view of ~ development of the group.”

the assets, liabilities, financial position and profit or

loss of the group, and the group management report Hannover, 7 October 2013

includes a fair review of the development and

performance of the business and the position of the The Board of Management
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Glossary / Imprint

Glossary

Almex Product brand name for ticketing systems and telematics
solutions of the Hoft & Wessel Group. The name dates back to a
company established in Sweden in 1946 that manufactured ticket
printers for buses and developed into one of the most well known
producers of ticketing systems. In 1992 it became part of the
British Metric Group and, following the acquisition of Metric in
1999, Almex was taken over by Hoft & Wessel, where it has since
featured as the brand in the ticketing division

AGM Annual General Meeting (for shareholders)
Android Operating system for mobile devices
Auto-ID Automatic Identification and Data Capture
GDP Gross Domestic Product Bruttoinlandsprodukt

Calypso An eTicketing standard that defines and ensures secure
dialogue between cards and devices

Cashflow Capital flow/period-based surplus of cash and cash
equivalents. It is an economic benchmark that shows the net
inflow of cash and cash equivalents derived from sales and other
current activities during a given period

Chip and PIN British debit cards are equipped with an EMV chip
and can be used in terminals by entering only the personal

identification number

Compliance This term describes the observation of laws and
directives, but also voluntary codes, within companies

Corporate Governance In principle, this can be defined as the
sum total of organisational and content-related rules and regula-

tions for management and monitoring within companies

Customizing The term used for adjusting a product or software
to the specific needs of a customer

EBIT Earnings before interest and taxes/Operating result
DACH Germany (D), Austria (A), Switzerland (CH)
EBIT Earnings before interest and taxes

EBITDA Earnings before interest, taxes, depreciation and
amortisation/Operating result before writedowns

EBT Earnings before taxes

EMV Specification for payment cards with a proc-essor chip with
which chip card devices like POS terminals and cash dispensers
can be operated. The letters EMV stand for the three companies
that developed this standard: Europay International (today:
MasterCard Europe), MasterCard, and VISA

GPRS General Packet Radio Service — radio technology

GSM-R Digital wireless communications adjusted to railway
transportation

IFRS International Financial Reporting Standards

ITSO Integrated Transport Smartcard Organisation —
Organisation responsibel for the e-ticketing standard in the
United Kingdom

Metric Name of the British subsidiary of the H6ft & Wessel
Group that manufactures parking terminals and systems and
renders comprehensive services in the United Kingdom

NFC Near Field Communication, transmission standard for
exchanging data across short distances

Pay & Display A term used for a ticketing terminal system which
requires motorists to “display” the ticket behind the windscreen
of their cars

Pay by space A term for parking systems in the U.S. and
increasing other countries, where the designation of the parking
space and the license number is entered when paying, without
the ticket having to be put on display in the car

Pay on foot A term for parking systems with entrance and
exit gates

payWave™ The VISA Company and its payWave card make it
possible to carry out contactless payments directly via Near Field
Communication (NFC) by holding up the card at a secure point-of-
sale system

PDA Personal Digital Assistant

POS Point-of-Sale

RFID Radio Frequency Identification/Identification with the
aid of electro-magnetic waves

SALB Sale-and-Lease-Back
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MANAGEMENT REPORT FOR FISCAL 2012

A. Business development and risks
1. Restructuring needs of the Company
1.1 Operational and earnings crisis

The asset, financial and earnings position of the

Hoft & Wessel AG saw a massive deterioration owing to
continual declines in sales revenues in the financial years
2011 and 2012 compared with the financial year 2010,
along with a simultaneous decline in gross earnings as
well as excessive personnel costs and other operating
expenses. In particular, Hoft & Wessel has not succeeded
in fully compensating for the shortfall in sales due to the
expiry of large-scale projects with the acquisition of
small projects, especially since the large number and
complexity of the small projects had an adverse impact
on the Company’s cost structure. The most recent similar
decline in business operations of Metric Group Holdings
Ltd., a subsidiary based in the United Kingdom, likewise
impaired the results recorded by the Hoft & Wessel
Group.

Consequently, in the financial year 2011 the

Hoft & Wessel AG generated a consolidated operating
result (EBIT) of ~EUR 12.2 million on consolidated sales
revenues of EUR 50.2 million. In the financial year 2012,
Hoft & Wessel AG achieved an operating result of

-EUR 8.8 million on sales revenues of EUR 50.2 million.
The Company’s liabilities to banks amounted to EUR 18.9
million at the end of 2012 (previous year: EUR 16.2
million). In the financial year 2011, the Group's equity
capital declined from roughly EUR 21.9 million to EUR 8.1
million. At the end of the year 2012, a shortfall not
covered by equity of -EUR 2.8 million was disclosed. At
the end of 2012 Hoft & Wessel AG was over-indebted on
the face of the balance sheet and still is at this time.

1.2 Liquidity crisis

It has been possible chiefly through massive cost-cutting
measures and intensive working capital management
(and, above all, the postponement of urgent capex
investments to maintain the technological excellence of
the Group) to avoid a shortfall in liquidity in the past that
was originally expected as early as autumn of 2012. At
the extraordinary general meeting held on 18 July 2013,
the shareholders adopted a resolution with a large
majority for a comprehensive streamlining concept to
be implemented in the coming weeks. Amongst other
measures, the Group will receive fresh capital of up to
EUR 8.5 million by way of a capital increase. The
measures are specifically explained in Section 1.4 of the
Management Report.

1.3 Restructuring through added liquidity
and waiver of receivables

Accordingly, in order to enable the H6ft & Wessel Group
to continue to trade as a going concern, according to the
Board of Management and the Supervisory Board, key
shareholders as well as the financing banks, apart from
the operational streamlining introduced within the scope
of the “"H&W 2.0"” programme initiated, a far-reaching
financial restructuring will be necessary, providing for the
Company to receive fresh funding of the order of up to
EUR 8.5 million and for the Company to simultaneously
be relieved on a massive scale from liabilities to banks.
Amongst other factors, added liquidity will be indispen-
sable to make the investments necessary to maintain

the Company’s technological expertise and to perform
advance services required within the scope of various
large-scale projects necessary for the Company to make
progress. Moreover, liquidity is necessary to enable loans
to be repaid at short notice, since some credit institutions
are not prepared to continue maintaining their expo-
sures. The simultaneous relief from additional liabilities is
urgently necessary to enable the Company to perform its
debt service in respect of the remaining liabilities without
its urgently needed liquidity — also for investments and
advance services in projects as well as in research and
development — being depleted.

The measures described above will be implemented in
the coming weeks, and the Hoft & Wessel Group will be
provided with fresh liquidity by way of an increase in
cash capital, amounting to up to EUR 8.5 million.

1.4 Concept for a financial and operational
restructuring programme

Based on this analysis, in autumn of 2012 the

Hoft & Wessel AG began to systematically and compre-
hensively prepare the streamlining concept already
mentioned, comprising both the restructuring and the
refinancing programme. The streamlining programme
"H&W 2.0" comprises service-related and financial
business measures for H6ft & Wessel AG with the
objective of accomplishing an increase in operating
earnings with a full-year effect until end-2014 of more
than EUR 11 million in relation to 31 December 2011. The
cost reduction measures planned relate to the optimisa-
tion of processes and organisational workflows as well
as reductions in material costs and working capital. By
mid-2013, these had been implemented in full. Within
the scope of the restructuring, the size of the workforce
was already reduced in 2012 by 81 employees, to

257 persons.
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In order to implement the refinancing concept developed
by the Hoft & Wessel Group, the measures adopted by
resolution at the Annual General Meeting on 18 July
2013 included the following (referred to collectively as
the “GM Measures”):

e Capital reduction of the current share capital amount-
ing to EUR 8,497.490.00, divided up into 8,497,490
no-par-value bearer shares (no-par-value shares) with
a prorated amount of the share capital of EUR 1.00
per share in a ratio of 5: 1 by EUR 6,797,992.00 to
EUR 1,699,498.00, divided up into 1,699,498 no-par-
value bearer shares;

¢ a subsequent cash capital increase of the Company’s
share capital reduced to EUR 1,699,498.00 in a ratio
of 1:5 by up to EUR 8,497,490.00 by issuing up to
8,497,490 new no-par-value bearer shares (no-par-
value shares) with a prorated amount of the share
capital of EUR 1.00 per no-par-value share to up to
EUR 10,196,988.00 at an issue price of EUR 1.00 per
share and granting the shareholders’ subscription
rights.

The GM Measures represent components of a uniform
restructuring concept, with the implementation of all
components thereof being of crucial importance. If

the GM Measures are not implemented as adopted by
resolution, the financial restructuring and rescue of the
Company would fail. There is no alternative restructuring
scenario, which means that the Company’s continued
existence as a going concern — as outlined above —
would be in acute danger. In contrast, by means of

the GM Measures (which represent the basis for
implementation of the further restructuring measures),
the Board of Management is convinced that the long-
term continued existence of the Company as a going
concern can be guaranteed. Thanks to the improved
equity capital base, in combination with the operational
restructuring programme described above, the Compa-
ny’s competitiveness will be restored and a sustainable
on-going corporate governance of the Company will be
enabled.

The Board of Management has also dealt intensively with
alternatives to the proposed restructuring concept of the
Company. The alternatives considered included the
following:

e a refinancing of the Company subject to the participa-
tion of the current creditor banks or a new banking
syndicate;

e the sale of the Group member company Metric Group
Holdings Ltd., Swindon/UK and/or other assets of the
Company;

e the execution of an insolvency plan procedure over the
assets of the Company as a going concern settlement,
with operations continuing.

However, none of the alternatives has proved to be
capable of implementation or promising in nature.

In view of the high debt quota of the Company and
owing to a lack of adequate items of collateral, neither
the current lenders nor any other possible banks were
prepared to make additional outside funding available.
Besides, in the medium term the Company would not be
in a position to cope with an even higher level of debt
than that at present at any rate. Yet the banks, in turn,
make the necessary waiver of receivables contingent
upon substantial volumes of equity being made available
in support. In the banks’ assessment, this is also neces-
sary to make the Company capable of competing again
in operational terms and thus protecting the value of the
remaining receivables on the part of the banks.

A sale of the Group member company Metric Group
Holdings Ltd. and/or other assets of the Company would
not have been a solution. Metric itself was subjected to a
restructuring process in recent months.

The execution of an insolvency plan procedure as a kind
of going concern settlement would most probably have
had negative effects on the Company’s operations and
would have impaired the Company’s status on the
market in an unacceptable fashion. In addition, it is
likely that the current shareholders would have largely
forfeited their shares in full if such a going concern plan
procedure had been implemented.

In the opinion of the Board of Management and the
Supervisory Board, which is shared by the external
consultants of the Company, there was no expedient and
meaningful alternative to the proposed streamlining and
restructuring concept.



2. Presentation of fundamentals
and business

2.1 Economic environment

Figures presented by the Institute for World Economy

in Kiel (IfW) indicate that global economic growth in
2012, at 3.2 per cent, turned out to be slightly weaker
year-on-year. For the business activities of the

Hoft & Wessel Group, Europe with its home market of
Germany is of particular significance. According to the
IfW, economic growth in Europe declined by 0.6 per cent
in 2012. In contrast, Gross Domestic Product in Germany
rose moderately by 0.7 per cent.

2.2 Business trends

In 2012, the Hoft & Wessel AG generated EUR 50.2
million in sales revenues. Compared with the previous
year, sales revenues declined by 6 per cent owing to

the ongoing restructuring and reorientation (2011:

EUR 53.3 million). With the delivery of an EMV contact-
less ticketing system (Europay/ Mastercard/Visa) for
buses as part of a large-scale order to the FirstGroup
the share of sales revenues contributed by the United
Kingdom rose significantly from 5 per cent in 2011 to
16 per cent in 2012. According to a revenue breakdown,
Germany remained the key sales market at 57 per cent,
27 per cent was accounted for by the remaining markets.

The operating result (EBIT) again was clearly in negative
territory in 2012, at ~-EUR 8.8 miillion (2011: -EUR 12.2
million). The operating result for 2012 includes EUR 4.0
million in expenditure on severance pay and consultancy
in connection with the restructuring.

Despite the negative annual results in the years 2011 and
2012, the existing lines of credit were sufficient to cover
the liquidity requirements of the Hoft & Wessel AG in
2012. The operating cash flow turned out negative

for the year 2012 as a whole, at -EUR 4.0 million; in
contrast, reduced investments had an impact on the cash
flow from investment activities, which changed from
-EUR 0.7 million to ~EUR 0.4 million.

Germany

Great Britain
Other countries
Total
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The positive order intake trend also continued in the
fourth quarter. In 2012, new orders with a total volume
of EUR 56.7 million were added to the books (2011:
EUR 51.6 million).

The largest orders received, with a total volume in excess
of EUR 10 million, were placed in 2012 for stationary
ticket vending machines by the Belgian State Railway
SNCB, from a Polish partner for the industrial region of
Upper Silesia and from the Danish State Railway. In
France, the Company succeeded in being awarded its
first contract by Aérolis / Les Cars Air France. On the
buses of the Keolis subsidiary, on-board ticket vending
terminals with ticket printers are being installed. In the
retail sector in Germany, Edeka, Rossmann and Rewe
ordered additional mobile data capture terminals. The
Company managed to sign up Fressnapf, a specialist pet
food chain, as a new customer. At the end of the year
2012, the order portfolio amounted to EUR 31.5 million
(31 December 2011: EUR 33.4 million). Germany
accounted for 36 per cent of these orders, the UK for

6 per cent and the remaining countries for 58 per cent,
which is mainly attribute to large scale orders in Belgian
and Switzerland.

2.2.1 Segment Almex — Ticketing

With its Almex product brand portfolio, H6ft & Wessel is
a well-known provider of ticketing systems in Europe. In
2012, sales revenues of EUR 27.7 million were generated
with these products. Compared with the same period a
year earlier, this represents a decline by 12.3 per cent
(2011: EUR 31.6 million).

Last year, the Belgian State Railway SNCB ordered 282
ticket vending machines. These will gradually replace the
existing terminals. The range of items ordered also
extends to include a background system, the application
on the ticketing terminals and seamless integration into
the SNCB system world. In the process, an e-Ticketing
application with the contactless MOBIB card is also of
being integrated. By securing a contract award in Poland,
business in Eastern Europe was further extended. In
2012, about half of the total of 109 ticket vending

28.5 34.6

7.9 2.5
13.8 16.2
50.2 53.3
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machines was delivered to the municipal transit associa-
tion of the industrial region of Upper Silesia headquar-
tered in the city of Katowice, Poland. The new genera-
tion of terminals will be set up at bus and tram stops in
combination with the introduction of a smart card
featuring RFID technology, the so-called Skup card.
Additional ticket vending machines went to the Danish
State Railway and the transit authorities in the Swiss city
of Geneva. Lufthansa received additional check-in
terminals. The delivery of on-board computers with ticket
printers and reading devices for e-Tickets and credit cards
with an EMV contactless application to the FirstGroup in
the United Kingdom continued. The total order volume
comprised over 3,500 units. In addition, the first mobile
e-Ticket readers of a completely newly developed
generation of devices were delivered to the Danish state
railways. A new mobile communications system based on
GSM Rail is being developed for shunters and railway
construction workers of the Swiss Federal Railways SBB.

The order intake for ticketing solutions also saw promis-
ing development in 2012, accounting for almost half the
total portfolio of incoming orders of the Hoft & Wessel
Group. In France, Hoft & Wessel managed to enter the
market with a first contract award. The bus company Les
Cars Air France operated by Aérolis, a joint subsidiary of
Keolis and Air France, ordered an innovative e-Ticketing
system for its buses in service between the airports of
Paris Charles-de-Gaulles and/or Paris Orly and the inner
city of Paris. The First Group in the United Kingdom
ordered additional on-board systems featuring the future
technology EMV contactless. The Belgian State Railway
(SNCB) and the Danish State Railway placed additional
orders for stationary ticket vending terminals. Follow-up
orders for on-board computers for buses were received
from the partner in South Africa.

2.2.3 The Skeye segment — Mobile Solutions

With its portfolio of the product brand Skeye in the
segment of the same name, Hoft & Wessel is a leading
manufacturer of mobile data capture terminals in Europe.
In 2012, sales revenues came to EUR 22.5 million, up by
EUR 0.8 million year-on-year (2011: EUR 21.7 million).

In the financial year 2012, as part of one of the largest
IT projects in the German retail sector H6ft & Wessel
delivered over 2,500 mobile terminals to the retail
grocery chain EDEKA. About 1,000 data capture devices
went to Rewe, the second biggest German food retailer.
A further 1,000 units including the relevant software
applications were delivered to another retailer, Ross-
mann. In the process, Hoft & Wessel consolidated its
leading position as a supplier of mobile data capture
devices to the retail sector in Germany. Moreover,

Lekkerland, the US restaurant chain Outback Steakhouse,
the Swiss Post Office and other retailers in Europe were
supplied with lower numbers of units.

The partner network was further extended, and small-
scale orders for handhelds were received from existing
partners like Warok, Primelco, Prometheus and Lomosoft.
In the United Kingdom, the first major customer was
acquired via the partner Hands Free Company, namely
the forwarding agency Abbey Road. Some 200 mobile
terminals featuring the Android operating system were
delivered and installed on board trucks in 2012.

The radio module business remains very stable. For
instance, last year 8,500 radio modules were delivered to
Sirona Dental Systems, a key component of this custom-
er's systems.

A contribution to the order intake was made e.g. by an
order placed by Fressnapf, a new customer, for 1,500
data capture devices. Alongside Edeka, this is the second
customer with whom Hoft & Wessel cooperates with
SAP and GK software. The delivery is largely scheduled
for 2013. New orders from portfolio customers were
received from Fegro-Selgros for over 1,500 mobile
terminals as well as smaller-scale orders from Rewe and
Edeka.

2.3 Workforce

In 2012, the H6ft & Wessel Group employed an average
of 302 persons (previous year: 335) including trainees. In
the financial year 2012, as part of its restructuring the
Company was resized in accordance with its expected
sales revenues, and its workforce was accordingly
reduced to only 257 employees by the end of the year
(Previous year: 338).



2.4 Production and procurement

External manufacture of its products, predominantly

by German suppliers, represents a key element of the
business model of Hoft & Wessel AG. The entire develop-
ment work, all the way through to preparing the parts
lists, remains with Hoft & Wessel. Moreover, the com-
pany is closely involved in external production activities
and performs detailed quality control.

2.5 Research and development

Roughly one third of the workforce of the Hoft & Wessel
Group is engaged in research and development. The

IT specialists and engineers located in Hannover and
Swindon develop new hardware and software solutions,
adapt products and software to customers’ requirements
and write complex application programs. In 2012, the
development of software modules and further product
enhancements continued.

2.6 Service

Services remain a key, reliable mainstay of basic business.

2.7 Investments

In the financial year 2012, additions to fixed assets
amounted to EUR 0.4 million (previous year: EUR 0.7
million).
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3. Statement of the Company’s asset,
financial and earnings position

3.1 Asset position

Fixed assets declined by a total of EUR 34 k. This decline
is solely attributable to scheduled depreciation of fixed
assets which, at EUR 0.5 million, were slightly higher
than the investments made in the year under review.

In connection with the adverse business development
of the Skeye division, a write-down was also made on
inventory assets in the previous year. As a result,
inventories in the amount of EUR 2.5 million were
subjected to non-scheduled depreciation. Since the
business division affected managed to realise increasing
sales revenues in the reporting year once again, the
Company did not carry out any further depreciation.
Inventories at Hoft & Wessel AG increased by a total of
EUR 3.4 million in the year under review as services
rendered as part of a number of current large-scale
projects could not yet be realised as sales revenues as at
the balance sheet date.

Current assets are down by a total of EUR 5.4 million
year-on-year. In the Almex segment, the volume of
receivables declined by EUR 5.0 million. This is partly due
to slightly lower sales revenues particularly at the end of
the year, but also to the concentration on a more consist-
ent receivables management system within the scope of
the H&W 2.0 restructuring programme. The decline in
equity by EUR 10.9 million corresponds to the negative
period result during the last financial year. Owing to the
negative business trend in 2011, no dividend payment
was made in the financial year (previous year:

EUR 849 k). With total assets down by EUR 2.7 million,
as at the balance sheet date the Company reported a
shortfall of -EUR 2.8 million on the face of the balance
sheet. In contrast, the level of equity as at the balance
sheet date in 2011 still amounted to EUR 8.1 million.
Provisions of Hoft & Wessel AG increased substantially in
the year under review, by EUR 2.3 million, to a total of
EUR 9.8 million, which was chiefly due to risks identified
in the course of on-going large-scale projects.

In the category of liabilities, which increased by a total of
EUR 3.1 million in 2012, to EUR 42.1 million, liabilities to
banks were up by EUR 2.7 million, to EUR 18.9 million.
The Company also recorded a significant increase in
advance payments made on orders placed, up by

EUR 7.8 million, to reach EUR 19.6 million. This develop-
ment is due to the above-mentioned large-scale projects
that had not yet been concluded as at the balance sheet
date, for which the Company collected progress
payments in the course of the relevant milestones
reached. The permanent uncertainty with regard to
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corporate finance also had a substantial adverse impact
on the Company’s supplier situation. Lines of merchan-
dise credit insurers that were cancelled or substantially
reduced prompted suppliers to reduce their terms for
payment significantly or to insist on advance payment,
either wholly or in part.

As a direct consequence of this trend, liabilities to
suppliers as at 31 December 2012 only amounted to
EUR 2.2 million (previous year: EUR 9.8 million), which
the Company largely managed to offset on the financing
side only through strict working capital management as
part of the H&W 2.0 streamlining project.

2.2 Financial position

Cash flow from current operating activities amounts

to -EUR 4,022 k (previous year: -EUR 4,736 k). The

fact that this value turned out to be relatively moderate
compared with the shortfall of the financial year,
amounting to -EUR 10,.867 k, is largely attributableto
the above-mentioned increase in provisions (EUR 2,292 k)
and to the reduction of working capital (EUR 4,089 k).

Investments were made in the year under review in
property, plant & equipment (EUR 276 k) as well as in
intangible assets (EUR 153 k). The negative cash flow
from investment activities thus amounts to -EUR 429 k
following -EUR 734 k in the previous year period.

The funding requirements described above were
covered by increased utilisation of current bank loans
and repayment of the volume of cash holdings. This led
to a positive cash flow from financing activities of

EUR 2,698 k. No non-current lines of credit were
available to the Company as at the balance sheet date.
The free credit lines as part of the existing standstill
agreement amounted to EUR 1.5 million as at the
balance sheet date (previous year: EUR 4.4 million).

2.3 Earnings position

Sales revenues of Hoft & Wessel AG saw a year-on-year
decline by roughly 5.8 per cent, from EUR 53.3 million to
EUR 50.2 million. The Almex segment in particular had
to contend with a significant sales revenue decline of
12.3 per cent in the current financial year and only
invoiced approx. EUR 27.7 million (previous year:

EUR 31.6 million). Capacity bottlenecks and delays in the
course of specific large-scale projects led to substantial
postponements of planned project acceptances and of
concomitant sales revenues realised. In contrast, in the
Skeye segment was it possible to boost sales slightly, by
3.7 per cent, to reach EUR 22.5 million.

In the period under review, the percentage-based
contribution margin (sales revenues less cost of materials
(including inventory changes) in per cent of sales
revenues) was up by 9.9 percentage points, to 41.7 per
cent. In the period under review, the percentage-based
contribution margin (sales revenues less cost of materials
(including inventory changes) in per cent of sales
revenues) was up by 9.9 percentage points, to 41.7 per
cent. The increase in personnel costs by EUR 0.8 million
is essentially due to the “social plan” (or redundancy
programme) at the AG, which placed a EUR 1.5 million
burden on personnel costs for 2012.

The increase in personnel costs by EUR 0.8 million is
essentially due to the “social plan” (or redundancy
programme) at the AG, which placed a EUR 1.5 million
burden on personnel costs for 2012.

Depreciation and amortisation decreased substantially
year-on-year, from EUR 2.0 million to EUR 0.5 million.
The main reasons for this are non-recurring effects due
to non-scheduled depreciation and amortisation in the
previous year as well as lower current depreciation
occasioned by reduced investment activity.

Other operating expenses were up by EUR 2.1 million in
the year under review, to EUR 12.7 million. Legal and
consultancy costs in connection with the restructuring
and refinancing of the Company amounted to approx.
EUR 2.1 million; provisions for warranties also rose
significantly, by approx. EUR 1.6 million, to approx.

EUR 5.2 million (previous year: EUR 3.6 million). This
trend was offset by early successes in achieving cost
reductions as part of the H&W 2.0 programme.

By virtue of shareholder resolutions of 28 September
2012, during the last financial year Hoeft und Wessel AG
booked income from participations from Skeye Partner
Support Center GmbH (EUR 500 k) as well as from

Hoft & Wessel Traffic Computer Systems GmbH

(EUR 50 k), i.e. a total of EUR 550 k.

As a result of the developments referred to above, the
operating result (EBIT) at the AG came to -EUR 8.8
million (previous year: -EUR 12.2 million).

Net financial income deteriorated substantially in 2012 by
-EUR 1.2 million, to ~EUR 2.1 million. On the one hand,
this is due to the higher utilisation of credit lines
throughout the year compared with 2011 (-EUR 0.3
million); on the other, the lion’s share of this develop-
ment, namely —-EUR 1.1 million, is due to an interest rate
swap recognised through profit and loss. Earnings before
taxes therefore came to -EUR 10.9 million (previous year:
-EUR 13.2 million).



3.4 Capital measures

The Board of Management had invited the shareholders
of Hoft & Wessel Aktiengesellschaft to an extraordinary
general meeting scheduled for 18 July 2013. In particular,
the agenda of the extraordinary general meeting
provides for disclosure by the Board of Management of
the loss of half of the Company’s capital stock pursuant
to Section 92 (1) of the German Companies Act (AktG),
the adoption of a resolution on the reduction of the
capital stock and a resolution on increasing the capital
stock against cash contributions with subscription rights.

The capital measures are part of a comprehensive
refinancing concept prepared by the Board of Manage-
ment in recent months. For implementation purposes,
the Board of Management had searched for potential
equity capital providers and negotiated with seriously
eligible investors on the financing concepts involved. As a
result of these efforts, on 18 July 2013 a comprehensive
streamlining arrangement was entered into, namely
between the Company, the long-term oriented investor

Asset intensity [fixed assets (EUR 10.1 Mio.)/ Total assets (52.0 Mio.))
Inventory intensity (inventory assets (EUR 30.0 Mio.)/ Total assets (52.0 Mio.))

Receivables intensity [trade receivables (EUR 7.4 Mio.)
/ Total assets (52.0 Mio.))

[Equity capital (EUR 12.5 Mio.) / Total assets (EUR 52.0 Mio.)]

Cash flow from current operating activities

Cash flow from investment activities

Cash flow from financing activities

Changes to financial funds impacting on payments

Sales revenues

Aggregate Output

Earnings before taxes and interest (EBIT)
Earnings before taxes (EBT)

EBT margin in % of sales revenues
Consolidated earnings after taxes
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Droege Group International AG, and the creditor banks.
In accordance with this Agreement, the investor Droege
committed itself to provide the Company with fresh
equity capital by way of a capital increase, a maximum
amount of just under EUR 8.5 million. Of the EUR 8.5
million, EUR 3.3 million will be paid to the banks in
partial compensation for their waiver of receivables
amounting to EUR 16.8 million. The execution of this
transaction will be carried out via a subsidiary which will
be provided with a liquidity of a minimum of EUR 3.3
million. Accordingly, EUR 5.2 million in fresh capital will
remain within the group of companies. At the same time,
on average the banks are to waive about half of their
volume of receivables.

The obligation of the investor Droege is subject in
particular to the terms and conditions that the resolu-
tions on the capital reduction and capital increase are
listed in the Commercial Register, that the German
Federal Financial Supervisory Authority (Bundesanstalt
flr Finanzdienstleistungsaufsicht — BaFin) has issued an
exemption from the mandatory offer rule, the clearances

19 % 19 %
58 % 49 %
14 % 23%
= 15 %
(4,022) (4,736)
(429) (734)
2,698 3,419
(1,753) (2,051)
50.2 53.3
543 60.1
(8.8) (12.2)
(10.9) (13.2)
(21.7) (24.8)
(10.9) (13.0)
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by the cartel authorities have been given. The precondi-
tion of the investor of a stake according to the com-
pleted treamlining arrangement has been met.

The banks’ obligation is also fulfilled, because all new
shares have been subscribed to and paid up in full. The
agreements still to be concluded are subject to the
suspensive condition that they will become invalid if the
investor or one of the banks effectively rescinds the
streamlining agreement and if an arrangement is not
reached between the banks, in terms of which one bank
named in the streamlining agreement will be appointed
as trustee.

In addition, in the case of two credit institutions the
Group has guarantee lines totalling EUR 5.25 million,
which will only implemented after the capital increase
enter into force.

3.5 General statement by the Board of
Management

According to the Board of Management, the Company’s
asset, financial and earnings position is inadequate.

To achieve a sustainable improvement, the Board of
Management has prepared a uniform restructuring
concept, of which all components are to be implemented
if it is to be successful.

The Board of Management complied with its obligations
under the German Companies Act and convened an
extraordinary general meeting for 18 July 2013, at which
further steps were adopted towards a streamlining and
reorientation of the Company. Specifically, reference is
made to the explanatory notes in Section 3.4 Capital
measures.

The Company’s continued existence as a going concern
will be secured only if it succeeds in placing the shares
created due to the capital increase against a cash
contribution and if the operational streamlining efforts
actually produce the expected results. In addition, it is
necessary for the projects identified as critical by the

Board of Management early in 2013 to be successfully
concluded. The capital measures, in combination with
the planned programme for the Company’s operational
streamlining, will lay the foundations for a substantial
improvement in the Company'’s asset, financial and
earnings position. The Board of Management has taken
all steps necessary in order to implement the streamlin-
ing concept as a whole. The Board of Management is
convinced of the terms and conditions stated in Section
3.4 being met and of the successful implementation of
the streamlining measures and therefore firmly assumes
that the Company will continue to trade as a going
concern. The Board of Management anticipates the
turnaround in business this year, followed by sustainable
and successful business trends in the years to follow.

If the capital measures described in the previous section
3.4 are not carried out, or if project risks result in
unforeseen liquidity outflows, and if the operational
streamlining measures adopted do not yield the ex-
pected results, the Company will become insolvent and
lose its status as a going concern.

4. Events after the balance-sheet date

Following the close of the financial year 2012, since

1 January 2013 Rudolf Spiller has been responsible as
sole Board of Management member and CEQ. On

18 July 2013, a comprehensive streamlining agreement
was entered into, namely between the Company, the
long-term oriented investor Droege, key individual
shareholders, and the creditor banks. Specifically,
reference is made to the explanatory notes in Sections
3.4 and 3.5.



5. Risk and opportunity report

With regard to the risks endangering the Company as
a going concern, reference is made to the explanatory
notes in Section 3.4 Capital measures and 3.5 General
Statement by the Board of Management.

Entrepreneurial action means taking risks. With its
international business relationships and multiple loca-
tions, the Hoft & Wessel Group is subject to rapidly
changing general conditions in its sales markets and is
therefore exposed to risks. In order to avoid these risks
threatening the Group’s existence as a going concern,
the legislature has called for implementation of an early
risk detection system. This system had been introduced
at Hoft & Wessel AG years ago and was an integral
element in the planning and implementation of the
corporate strategy.

In 2012, due to the substantial losses and the restructur-
ing initiated for this reason, the Board of Management
decided to commission an external business consultancy
firm to carry out an identification and assessment of

the Company’s risk profile. This continual screening
made a substantial contribution towards identifying risks,
subsequently mitigating them and, therefore, to a
stabilisation of the Company’s business trends.

In addition, new processes were introduced. Weekly
liquidity planning at a regular so-called order flow
meeting creates adequate transparency in order to
carry out liquidity management successfully. Moreover,
business processes are being better managed, for
instance by setting up a steering committee and in

the course of core team meetings.

The restructuring measures carried out in the financial
year 2012 call for an adjustment of the early risk
detection system to the newly created structures. After
finalisation of the restructuring phase in 2013, the new
processes and methods will be reconciled with the early
risk detection system in place at Hoft & Wessel AG and
will then once again continue to be handled internally
in full by the Finance & Controlling department.

The various sets of measures forming part of the early
risk detection system of Hoft & Wessel AG are described
in detail below. Early risk detection management
distinguishes between external, operational and financial
risks. In the external risk category, a further distinction

is made between changes in market demand, political
changes and economic developments.
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Operational risks that are monitored continuously include
business transactions with major customers, planning for
large-scale projects, as well as project management,
quality, external manufacture, storage and contractual
risks, human resources, communications and IT security.
Hoft & Wessel deals with market and sales revenue risks
by endeavouring to establish long-term contractual
relations with customers wherever possible. The risk

of declining order receipts on account of the general
economic situation is countered by continual market
monitoring. Changing customer requirements and
impending technological changes are monitored closely
and coordinated with staff working on projects currently
at the development stage. Broadening the customer
base in the individual business divisions and developing
new sales markets and regions helps reduce the level of
dependency on individual customers, industry segments
or countries. Until the restructuring measures have been
successfully completed, the performance and efficiency
of the Company might receive negative ratings from
purchasers and suppliers, which might impair its market
opportunities and supply prices and conditions.

Regular monitoring of projects and orders by the heads
of the business divisions and deployment of the over-
arching ERP system serve to identify internal risks on a
timely basis and to counter them effectively in future. In
the field of financial risks, a distinction is drawn between
such factors as liquidity, interest rates, receivables in
default, foreign transactions, currencies and financial
markets. Risks resulting from any of these areas are
monitored and assessed continually.

The risks arising from the reorientation are being taken
into account in particular with a substantially improved
early risk detection system in the current financial year,
which also extends to include more effective liquidity
management. This will create the prerequisites to be able
to take counteractive steps speedily and in a targeted
manner if required.

In order to ensure liquidity at all times, the Company’s
free cash & cash equivalents are continually monitored
with the aid of short-term liquidity planning and
medium-term demand projections. There is a liquidity
risk if there should be substantial delays in implementing
the capital increase. This applies in particular because
there is a direct link between implementation of the
capital increase and the revival of the guarantee lines
that the Company urgently needs to collateralise advance
payments by customers.

"
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An increase in the level of interest rates, a downgrading
of the Company’s ratings or changes in lending terms
may entail the risk of increasing interest expenditure. The
risk of market-related interest rate fluctuations is partially
taken into account by means of interest rate hedges and,
additionally, by taking out loans with multiple-year terms
to maturity. The specific measures on interest rate
hedges are described in Note 9. The risk of default in
trade receivables is countered by deploying merchandise
credit insurance and a debtor management system that
continually undergoes further development. Currency
risks arising from exchange rate fluctuations are hedged
in accordance with the parameters laid down by the
Board of Management for the Company’s hedge
strategy. The measures relating to currency hedges are
explained in Note 9.

The Group’s Management perceives technological risks
to lie in the fact that too little could be spent on research
and development as well as in vocational and advanced
training of employees in the past two years. Know-how
losses due to employees resigning of their own accord
compounded this development, which will need to be
effectively countered in future. Catching up and closing
the technology gap is a critical success factor for the
Company’s future ability to survive since the demand for
integrated holistic solutions is increasing, in turn raising
the requirements regarding convergence with IT systems
further.

Project risks of varying intensity continue to exist with
a number of large-scale projects. These range from
considerable margin losses due to unplanned expendi-
ture necessary on external staff, impending losses arising
and all the way through to significant conventional
penalties because of project delays. These risks were
duly taken into account in the annual financial state-
ments for 2012. Nearly all large-scale projects were
critically analysed early in 2013, project capacities were
considerably improved and the project management
teams were extended or completely replaced. Progress
has been made across the board.

The Company’s future development will depend heavily
on whether it will be possible to deal with the critical
projects as contractually agreed. If not, as described
above, projects will be in danger of liquidation and/or
conventional penalties might be payable. In addition, the
shifting of services alone represents a sizeable liquidity
risk for the Company. In order to ensure liquidity at all
times, the Company'’s free cash & cash equivalents are
continually monitored with the aid of short-term liquidity
planning and medium-term demand projections. The
postponement of incoming payments may have an
impact on the Company'’s existence owing to the difficult
financing situation.

Hoft & Wessel AG is certified according to the interna-
tional quality standard DIN EN ISO 9001:2008 and thus
delivered proof of a functioning quality management
system (QMS) in the course of an independent audit. The
mandatory QMS rules in place for all employees and
divisions are recorded in the Quality Management
Manual (QMM). The increased transparency of compe-
tences and procedures achieved through this minimises
the risk of incorrect interpretations and assessments.

The Hoft & Wessel Group was certified in accordance
with the environmental management standard

ISO 14001. Moreover, the Metric subsidiary successfully
met the requirements for information security laid down
in ISO 27001.

6. Outlook

The Kiel-based Institute for the World Economy (Institut
fr Weltwirtschaft — IfW) assumes that economic activity
will be revitalised in 2013. Accordingly, the global
economy will grow by 3.4 per cent, a slightly higher
increase in Gross Domestic Product than in the previous
year. For Europe, the key region for the Ho6ft & Wessel
Group’s business, a slight decline in aggregate economic
output by 0.2 per cent is anticipated. In the key market
for the Company, namely Germany, Gross Domestic
Product is to rise by 0.6, respectively, in 2013.

As a result, the overall economic environment of the
Hoft & Wessel AG will be slightly better in the current
financial year than in the previous year. Even though
business trends of the group of companies on the whole
generally appeared to be largely unaffected by cyclical
influences, changed framework conditions in individual
segments may result in a lower level of public-sector
spending, for instance. For this reason, the industry
sectors of key importance to the Company'’s business
trends, namely public passenger transport, parking as
well as the retail and logistics segment, are carefully
monitored and the resultant opportunities and risks are
weighted accordingly and taken into account in terms
of market processing. Mega-trends and public policy
measures such as a deregulation of public transport or
even public-sector debt may acquire a certain relevance.

The comprehensive restructuring programme initiated in
2012 as a streamlining element was concluded according
to schedule in mid-2013. Mid-2012 Ho6ft & Wessel
imposed an extensive programme consisting of over

700 individual measures. Over EUR 11 million in improve-
ments in EBIT are generated, constituting a major lever
for a definite improvement in earnings overall.



After two financial years of considerably negative results,
for the financial year 2013 the Company expects to
generate positive earnings before interest and taxes
(EBIT). Sales revenues are expected of about EUR 62
million. For 2014, Hoft & Wessel expects a further
improvement in the operating result and higher sales
revenues.

With the advent of the strategic investor Droege
International Group AG, the medium-term refinancing,
which is also an element of the streamlining process,
will be ensured at prices and terms in conformity with
the market and an adequate capital endowment will
once again be achieved. Moreover, the new majority
shareholder will enable investments to be made in
research & development and in the speedy development
of new products.

As a result of a comprehensive strategy package created,
the Hoft & Wessel AG expects more than EUR 75 million
in sales revenues to be achieved by 2018. This is equiva-
lent to a compound average annual growth rate (CAGR)
of about 4 per cent. In the next few years, the Company
perceives increasing demand for management, planning,
guidance, information and ticketing systems, with
growth rates of about 15 per cent per annum. Contribu-
tory factors in this respect are current trends like
urbanisation, growing environmental awareness, ever
scarcer energy supplies but also the deregulation of the
public transport system, resulting in a convergence with
private motorised transport and rising mobility needs.

As a result of this trend, an increasing political willingness
to promote public transport is identifiable.

This leads to a global establishment and extension as well
as modernisation of public commuter transit systems.

In the course of this development, differences are evident
in tandem with the expansion of public transport. While
the development in Europe tends to be rather subdued,
public transport in Russia, South America and Asia is
undergoing robust growth. Hoft & Wessel plans to
develop in these markets as a central European niche
specialist for individual customer solutions for ticketing
and parking as well as mobile data recording systems for
the retail sector and logistics.

In future, HOft & Wessel AG wiill also focus on its core
operations, namely Ticketing, Mobile Solutions and,
increasingly, Vehicle Systems, and intensify the expansion
of its service business. The concentration will lie on
handling critical large-scale projects step by step in order
to regain customer trust and confidence in this way and
thus lay the foundations for attractive follow-up busi-
ness.
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On the whole, the Company anticipates increasing
mechanisation and an increasing convergence with

IT systems. Once the overall financial situation in Europe
and across the globe has returned to normal, in the
course of consolidation tendencies new competitors are
also expected to emerge. This will then lead to further
cost pressure on public-sector principals, along with
outsourcing of services and a growing number of
cooperative ventures, also against the backdrop of
increasing calls for integrated, holistic solutions. All this
will be accompanied by a further internationalisation of
business. Hoft & Wessel will benefit from this in the next
several years, especially through its expertise in the field
of contactless payments.

This management report contains forward-looking
statements and information. Such forward-looking
statements are based on current expectations of the
Company and on certain assumptions. Accordingly, they
give rise to a number of risks and uncertainties. Business
trends of the Hoft & Wessel Group are affected by a
large number of factors that are beyond the sphere of
control of the Company. These factors can cause the
actual results, successes and performance of the Group
to differ substantially from the information on results,
successes and performance expressly or implicitly
contained in these forward-looking statements.

13
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B. Further disclosures
1. Remuneration Report

In addition to fixed remuneration, the Board of Manage-
ment of HOoft & Wessel AG receives regular, variable
remuneration based on the pre-tax earnings of the

Hoft & Wessel Group. The non-performance-related
share of remuneration is defined by the Supervisory
Board in specific individual cases, taking account of
professional experience, qualifications and performance.
The fixing of remuneration for the members of the Board
of Management is based on the economic and financial
situation of the Company, as well as the extent and
structure of remuneration paid to management boards
of comparable enterprises. In addition, the tasks and
contribution of each relevant member of the Board of
Management are taken into account.

Non-performance-related remuneration comprises basic
remuneration, benefits in kind and perquisites (company
car, healthcare and insurance policies). The basic
remuneration is disbursed monthly in the form of a salary
payment. Benefits in kind essentially consist of the value
of using a company car in accordance with tax regula-
tions and allowances paid towards insurance premiums.

Half of the performance-based remuneration is paid on
reaching the Group’s sales and pre-tax earnings target.
The maximum amount is capped in case targets are
exceeded. In the event of a shortfall by more than 10 per

Rudolf Spiller 141 -
Michael Hoft 264 16
Thomas Wolf 96 223
Hansjoachim Oehmen 18 528
Peter Claussen - 117

Prof. Dr. Dr.-Ing. Dr. h.c. Klaus E. Goehrmann
Dr. Peter Versteegen

Michael Hoft

Dr. Martin Kinnemann

Rolf Wessel

Manfred Zollner

Hinrich Peters

cent, this remuneration component will be dispensed
with.

In the financial year 2012, no stock options were issued
to the Board of Management. For a former member of
the Board of Management, the Company set up an
additional provision for severance pay amounting to
EUR 321 k. In the current year, no provisions were set
up for bonus payments (previous year: EUR 68 k).

No pension commitments have been made to the
members of the Board of Management. No benefits from
third parties were approved to the members of the Board
of Management with regard to their activities as mem-
bers thereof. If a member of the Board of Management
dies during the contractual term, three monthly salaries
will be paid by way of benefits to surviving dependants.
In the event of illness, continued salary payment for the
members of the Board of Management has been agreed
for three months.

The remuneration of the Supervisory Board is governed
by the articles of association and is exclusively payable in
the form of a fixed salary. The Chair in this regard
receives double the remuneration paid to a member of
the Supervisory Board. The Deputy Chairman receives
1.5 times the remuneration paid to a member of the
Supervisory Board. No payments were made to earlier
Supervisory Board members. There are no commitments
on the part of the Company to do so.

= = 141 =
= = 264 16
= 40 96 263
= 79 18 607
- 71 = 188

20 20
15 15
= 10
10 10
10 10
10 10
8 -



2. Share-related disclosures

The total nominal value of the Company’s capital stock is
denominated in 8,497,490 no-par-value bearer shares,
with each such share representing an entitlement to
exercise one vote.

H&W Holding GmbH, Burgdorf, notified us that it had a
direct equity interest of 40.6 per cent in the Company’s
capital stock as at the balance sheet date. In the current
fiscal year the H & W Holding has sold their stake in

Hoft & Wessel AG. After a capital increase, Droege Inter-
national Group AG has a significant equity interest in the
company.

Zollner Elektronik AG, Zandt, notified us that it has a
direct equity interest of 10.5 per cent in the Company’s
capital stock as at balance sheet date. In the current
financial year this stake has decreased to less than 3 per
cent.

In accordance with the articles of association, the Board
of Management consists of one or several persons.
Deputy members of the Board may be appointed. In
addition, the statutory regulations and provisions apply
to the appointment and dismissal of members of the
Board of Management (§§ 84, 85 AktG) and to any
amendments to the articles of association (§§ 133, 179
AktG). At the Annual General Meeting held on 17 June
2010, the Company was authorised to acquire treasury
shares up to a maximum amount of 10 per cent of the
capital stock. This arrangement applies until 16 June
2015. The Board of Management was also authorised to
redeem own shares with the consent of the Supervisory
Board, without a further resolution of the Annual
Shareholders’ Meeting being necessary in this regard.
Beyond the disclosures in the Remuneration Report, no
material agreements were entered into by the Company
with the members of the Board of Management or the
employees concerning the terms and conditions of a
change of control following a takeover bid or any
compensation arrangements in the event of such a
takeover bid being made.
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C. Statement on Corporate Governance

The statement on corporate governance is reproduced
in the Corporate Governance Report within this Annual
Report as well as on the Company’s website at
http://www.hoeft-wessel.com/investor-relations/
corporate-governance/.

D. Related parties report

In the financial year 2012, H6ft & Wessel AG was an
enterprise that was dependent on H& W Holding GmbH
as contemplated by § 312 of the German Companies
Act. For this reason, in accordance with § 312 (1) of the
German Companies Act, the Board of Management of
Hoft & Wessel AG prepared a related parties report,
which contains the following final statement: “The Board
of Management declares that the Company — according
to the facts and circumstances of which the Board of
Management was aware at the time at which legal
transactions were entered into or the measures were
taken or omitted — received reasonable consideration in
the course of each such transaction or that the perform-
ance of the Company was not unduly high and that the
Company was thus not adversely affected by the
measures taken or omitted. Finally, the Board of Man-
agement declares that no legal transactions or measures
were carried out at the behest of any affiliated entities.”

Hannover, 7 October 2013

The Board of Management
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BALANCE SHEET

Balance Sheet as of 31 December 2012

A. Fixed assets

l. Intangible assets

1. Against payment purchased concessions, industrial property rights
and similiar rights and assets as well as licences to such rights and

assets

ll. Tangible assets
1. Other equipment, fixtures and fittings

2. Advanced payments made and assets under construction

lIl. Financial assets
Shares in affilities

B.Current assets

l. Inventories
1. Raw materials and supplies and trading stock
2. Work and services in progress
3. Finished goods and trading stock
4. Advanced payments made

Il. Accounts recervable and other assets
1. Trade receivables
2. Receivables from affiliated companies
3. Other assets

lIl. Cash in hand, cash at federal bank, cash balances with banks

C. Accruals / Deferrals

D. Shortfall not covered by equity

therof accumulated loss EUR 2,785,867.75 (Previous year: EUR 0.00)

Total ASSETS

192,531.79

768,953.15
149,199.98

9,025,157.28
10,135,842.20

3,707,355.63
20,866,474.93
5,236,182.83
170,660.84
29,980,674.23

7,437,300.13
672,525.21
851,542.30
8,961,367.64

101,671.97

39,043,713.84

47,143.57

2,785,867.75

52,012,567.36

74,336.45

1,058,171.39
12,624.50

9,025,157.28
10,170,289.62

4,538,303.24
13,263,324.43
8,758,364.99
34,886.93
26,594,879.59

12,704,637.47
1,623,961.53
1,627,939.32
15,956,538.32

1,854,371.65

44,405,789.56

144,226.91

0.00

54,720,306.09



A. Equity

|. Subscribed capital
Il. Capital reserves
Il. Accumulated loss
— Accumulated loss total EUR 12,133,106.75
(Previous year: EUR 1,265,671.45)
— Accumulated loss insofar as not covered by equity EUR 2,785,867.75
(Previous year: EUR 0.00)

B. Provisions

1. Pension reserves and similiar obligations
2. Tax provisions
3. Other provisions

C. Liabilities

1. Liabilities due to banks

2. Advance payments for orders

3. Trade payables

4. Liabilities to affiliated companies
5. Other liabilities

— thereof, arising from taxes: EUR 1,798,543.13 (Previous year: EUR 973,967.78)

— thereof in the context of social security EUR 14,309.00
(previous year: EUR 4,209.19)

C. Accruals / Deferrals

Total EQUITY AND LIABILITIES

8,497,490.00
849,749.00
(9,347,239.00)

0.00

349,015.00
50,000.00
9,370,906.04
9,769,921.04

18,930,600.47
19,624,651.91
2,150,806.32
230,569.53
1,142,018.09

42,078,646.32

164,000.00

52,012,567.36
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8,497,490.00
849,749.00
(1,265,671.45)

8,081,567.55

376,979.00
50,000.00
7,050,462.62
7,477,441.62

16,232,181.87
11,781,467.17
8,023,926.01
708,288.95
2,210,432.92

38,956,296.92

205,000.00

54,720,306.09
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PROFIT AND LOSS ACCOUNT

Profit and Loss Account

for the Period from 1 January to 31 December 2012

1. Sales revenues

2. Increase or (decrease) Of inventories relating to finished goods
and work-in-progress

Aggregate output

3. Other income

4. Cost of materials and services procured
a) Costs of raw materials and supplies and trading stock
b) Costs of received services

5. Personnel expenses
a) Wages and salaries
b) Social securit contributions and expenses of pension benefits and support
— thereof, for pension benefits EUR 40,826.08
(Previous year: EUR 156,144.41)

6. Depreciation and amortisation of intangible assets and
property, plant and equipment
7. Other operating expenses
8. Earnings from holdings
— thereof from affialiated entities: EUR 550,000.00 (Previous year: 0)
Earnings before interest and taxes (EBIT)

9. Other interests and similiar earnings
— thereof from affiliated entities: EUR 141,848.72
(Previous year: EUR 38,919.02)
10. Interests and similiar disbursements
— thereof to affiliated entities: EUR 34,200.26
(Previous year: EUR 15,150.07)
Net financial income
11. Earnings before taxes (EBT)

12. Income taxes
13. Other taxes

14. Loss for the year

15. Loss / Profit carried forward from previous year
16. Withdrawal from capital reserves

17. Accumulated loss

50,229,887.03
4,080,968.34

54,310,855.37
2,036,769.15
(27,766,181.30)
(5,611,576.95)
(33,377,758.25)
(16,712,058.35)
(2,519,327.74)
(19,231,386.09)
(462,172.85)
(12,663,769.42)
550,00.,00

(8,837,462.09)

142,550.98

(2,202,447.22)

(1,509,896.24)

(10,897,358.33)

37,202.68
(7,279.65)

(10,867,435.30)

(1,265,671.45)
0.00

(12,133,106.75)

53,348,005.48
6,766,845.01

60,114,850.49
1,805,617.81
(36,381,667.15)
(6,750,960.88)
(43,132,628.03)
(15,736,399.57)
(2,725,830.89)
(18,462,230.46)
(2,031,091.34)
(10,537,052.15)
0.00

(12,242,533.68)

39,503.72

(1,044,841.60)

(1,005,337.88)

(13,247,871.56)

271,668.36
(8,379.65)

(12,984,582.85)

579,475.29
11,139,436.11

(1,265,671.45)



NOTES FOR FISCAL 2012

. GENERAL

The annual financial statements of H6ft & Wessel AG,
Hannover, were prepared in conformity with the
provisions of the German Commercial Code (Handelsges-
etzbuch / HGB) and Germany's Joint Stock Companies
Act applicable to a large corporation. The Profit and Loss
Statement is prepared in accordance with the total cost
method pursuant to § 275 (2) of HGB. The Company is a
large cap corporation as contemplated by § 267 of HGB.
Its shares are traded on the Prime Standard of

the Frankfurt Stock Exchange under ISIN (International
Securities ldentification Number) DEO006011000. The
annual financial statements of Hoft & Wessel AG were
prepared in accordance with § 252 (1) No. 2 of HGB
under the premise of continued trading as a going
concern. In this context, we refer to our explanatory
notes in the Management Report.

. ACCOUNTING AND VALUATION PRINCIPLES
1. Correction, previous year

During the financial year, a reappraisal was made of a
project that had already been partly settled in the
preceding year. Owing to the contractual clauses, partial
settlement of the services already rendered was not
possible. The relevant correction postings were made on
current account of the financial year 2011. This correc-
tion resulted in expenditure relating to other periods
amounting to EUR 1,498 k, comprising a reduction of
sales revenues by EUR 2,332 k and a compensatory
increase in inventories of EUR 834 k. The deposits
already collected for this project, amounting to EUR
1,822 k, were transferred to advance payments received.

2. Fixed assets

Intangible assets are valued at cost of acquisition, less
scheduled depreciation or amortisation, to the extent
that no extraordinary write-downs are necessary in cases
where a permanent impairment of value is expected. A
useful life of three to six years is generally applied as a
basis. Fixed assets are shown at acquisition or manufac-
turing cost, less scheduled depreciation or amortisation.
Depletable assets are written off over their expected use-
ful life. Depreciation charges are taken on a straight-line
basis. Assets with acquisition costs of up to EUR 1,000
are written off on a flat basis over a period of five years.
Financial assets are shown at their cost of acquisition or
the lower applicable value.
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3. Current assets

Inventories are shown at acquisition or manufacturing
cost and valued at the lower of cost or market. Raw
materials and supplies and trading stock are shown at
their cost of acquisition. Cost of services and goods are
determined as part of material and manufacturing unit
cost and incorporate an appropriate share of overheads
but do not include interest on borrowed funds. Valuation
decreases to the lower applicable value are performed
on the basis of lump-sum obsolescence allowances,
including inventory items with limited usability. Discounts
of unfinished and finished goods are valued according to
the principle of loss-free valuation.

Trade receivables are generally stated at their nominal
value. Specific valuation adjustments are made for
discernible individual risks. Receivables from affiliated
companies as well as other assets are stated at their
nominal value. Receivables denominated in foreign
currency with a residual term of over one year are valued
at amortised cost or at the lower value as at the balance
sheet date. If the term to maturity of the receivable is
below one year, the receivables are valued at the middle
forex spot rate.

4. Provisions

Pension provisions are valued at the “Projected Unit
Credit” (PUC) method, taking account of the “2005 G
Tables” of Prof. Dr Klaus Heubeck. In the process, a guar-
anteed, dynamic pension increase of one per cent was
assumed. This provision is discounted at the average
interest rate published by Deutsche Bundesbank for the
past seven years, for a term to maturity of 15 years. The
discount rate as at 31.12.12 amounts to 5.04 per cent.
The remaining long-term provisions are also discounted
in line with their residual term to maturity at the interest
rates stipulated by Deutsche Bundesbank. Based on
prudent commercial judgement, other provisions are set
up for impending losses, discernible risks and doubtful
accounts.

5. Liabilities

Liabilities are shown at their performance value. Receiva-
bles denominated in foreign currency with a residual
term of over one year are valued at their transaction
price or at the higher value on the balance sheet date.
Liabilities in foreign currency with a term to maturity of
less than one year are valued at the middle spot forex
rate. Advance payments received are reported according
to the net method. The value added tax paid on
advances received is thus reported under Other liabilities.
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NOTES

6. Financial derivatives

The Company deploys forward exchange transactions,
forex options and interest rate swaps (generally also
referred to collectively as “derivatives”) to hedge any
interest and exchange rate risks. None of the derivatives
is held or negotiated for speculation purposes. At the
time of their first recognition and measurements at later
dates, it must be established whether the requirements
of § 254 of the German Commercial Code (HGB) for the
formation of valuation units have been complied with. In
setting up valuation units, changes in value or payment
flows from underlying and hedge transactions are
compared, and only a negative surplus from the ineffec-
tive portion of market value change is recorded as a
provision. Unrealised profits and losses from the effective
share are fully offset and are neither recorded in balance
sheet terms nor through profit and loss.

Hoeft & Wessel also carries out hedge measures that

do not meet these strict requirements but effectively
contribute towards hedging the financial risk in accord-
ance with the principles of risk management. The
valuation of these financial derivatives, for which no
valuation units were set up with underlying transactions,
is made in accordance with the imparity principle. This
means that provisioning is made for negative market
values, and positive market values that exceed the cost
of acquisition are not recognised.

[ll. DISCLOSURES ON SPECIFIC ITEMS OF
THE ANNUAL FINANCIAL STATEMENTS

1. Fixed assets

The breakdown of fixed assets and changes therein
recognised in the balance sheet are shown in Annex 1
of the Notes. In the previous year, owing to the negative
performance of the Skeye Division, the fixed assets
allocated to this division were subjected to a special
impairment test. On account of an anticipated non-cur-
rent impairment, a non-scheduled impairment of EUR
797 k was made on tools in stock. Furthermore, owing
to the foreseeably long-term depreciation, last year the
Company wrote off additional office equipment,
furniture & fixtures amounting to EUR 136 k.

Status: 1 January 2012
Loss for the year 2012
Status: 31 December 2012

2. Accounts receivable and other assets

Trade receivables as well as other receivables and other
assets, except for a sum of EUR 581 k (previous year:

EUR 295 k), are due within a period of one year. Receivables
from affiliates, amounting to EUR 673 k (previous year:

EUR 1,624 k) comprise trade receivables (EUR 130 k;
previous year: EUR 0 k), loan receivables (EUR 980 k;
previous year: EUR 1,920 k), trade liabilities (EUR 437 k;
previous year: EUR 176 k). In the previous year, there were
other liabilities amounting to EUR 120 k. Other assets,
amounting to EUR 852 k (previous year: EUR 1,628 k) chiefly
comprise customer payments to the factoring company
(EUR 367 k; previous year: EUR 896 k), items of collateral
deposited (EUR 300 k; previous year: EUR 300 k), tenant
loans (EUR 59 k; previous year: EUR 6 k) as well as creditors
with debit balances (EUR 58 k; previous year: EUR 66 k) and
receivables from the revenue office (EUR 6 k; previous year:
EUR 218 k). In addition, in the previous year there was also
a receivable from the Swiss customs directorate amounting
to EUR 52 k.

3. Equity

Shortfall not covered by equity

Owing to the earnings performance of the past financial
years, the equity capital of Hoft & Wessel AG was fully
depleted as at 31 December 2012. As at the balance sheet
date, Hoft & Wessel AG reported a shortfall not covered by
equity amounting to EUR 2,786 k.

Subscribed capital

The total nominal value of the Company’s capital stock is
denominated in 8,497,490 no-par-value bearer shares, with
each such share representing one vote.

Authorised capital
As at 31 December 2012, the Company’s authorised capital
totalled EUR 4,248,745.00 in nominal terms.

The following authorisations are in place to increase the
Company’s capital stock: by way of a resolution adopted at
the Annual General Meeting of 17 June 2010, the Board
of Management was authorised, with the consent of the
Supervisory Board, to increase the Company’s capital stock
to a maximum of 4,248,745.00 euros by issuing new
no-par-value bearer shares by 16 June 2015. In certain

8,497 850 (1,265) 8,081
= = (10,867) (10,867)
8,497 850 (12,132) (2,784)



circumstances, the shareholders’ subscription rights may be
excluded. This will be the case, for instance, where employee
shares are issued in an amount of up to EUR 350,000. In
addition, the shareholders’ subscription rights will be
excluded up to an amount of EUR 849,749.00 if the issue
amount of the new shares is not substantially lower than the
price of the shares subject to the same terms and conditions
at the time of issue. Finally, the Board of Management is
authorised, with the approval of the Supervisory Board, to
exclude shareholders’ subscription rights once or repeatedly
up to a maximum total of EUR 4,248,745.00 when the new
shares are issued against non-cash contributions. No shares
forming part of authorised capital were subscribed to during
the financial year.

Contingent capital

As at 31 December 2012, the Company had contingent
capital at its disposal totalling EUR 2,543,000.00 in nominal
terms, or up to 2,100,000 shares.

The following authorisations exist:

The Company's share has been raised on a contingent basis
by EUR 210,000.00. The contingent capital increase will be
carried out only to the extent that bearers of convertible
bonds issued by the Company on the basis of the authorisa-
tion adopted at the Annual General Meeting of 11 June
1998 exercise their rights to convert bonds into new shares.
The new shares carry dividend rights starting in the fiscal
year in which they are created as a result of the exercise of

Liabilities due to banks
Advance payments for orders
Trade payables

Intra-group accounts payable
Other liabilities

Liabilities due to banks
Advance payments for orders
Trade payables

Intra-group accounts payable
Other liabilities
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conversion rights. The Board of Management is authorised
to stipulate further details of the contingent capital increase
and execution thereof with the approval of the Supervisory
Board. The Supervisory Board is authorised to amend § 3 of
the articles of association in accordance with the respective
utilisation of the contingent capital.

The Company's capital stock is raised on a contingent basis
by up to EUR 233,000.00. The contingent capital increase is
carried out only to the extent that holders of subscription
rights issued under the year 2000 stock-option plan on

the basis of the authorisation adopted on 9 August 2000
exercise their subscription rights. The new shares carry
dividend rights starting in the fiscal year in which they are
created as a result of the exercise of subscription rights. The
Board of Management is authorised to stipulate further
details of the contingent capital increase and execution
thereof with the approval of the Supervisory Board.

The capital stock is increased on a contingent basis by up to
EUR 600,000.00 by the issue of up to 600,000 no-par-value
bearer shares. The contingent capital increase is carried out
only to the extent that holders of subscription rights granted
to persons entitled to subscription rights on the basis of the
authorisation adopted at the Annual General Meeting of 17
June 2005 exercise their subscription rights. The new shares
carry dividend rights starting in the fiscal year in which they
are created as a result of the exercise of subscription rights.
The Supervisory Board is authorised to amend § 3 of the arti-
cles of association in accordance with the respective
utilisation of the contingent capital.

18,931 18,931 = =
19,624 19,624 = =
2,151 2,151 = =
231 231 = =
1,142 1,142 - -
42,079 42,079 = =
16,232 16,232 = =
11,782 11,782 = =
8,024 8,024 = =
708 708 = =
2,210 2,210 = =
38,956 38,956 = =
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The capital stock is increased on a contingent basis by up to
EUR 1.5 million by issuing up to 1.5 million bearer shares
(contingent capital). The contingent capital increase is carried
out only to the extent that the holders of convertible bonds
issued and/or guaranteed on the basis of the authorisation of
the Board of Management in terms of a resolution passed at
the Annual General Meeting of 17 June 2005 exercise their
conversion rights or, like the holders obliged to convert their
bonds, comply with their conversion obligation. The new
shares carry dividend rights starting in the fiscal year in which
they are created as a result of the exercise of conversion rights
or compliance with conversion obligations. The Board of
Management is authorised to stipulate further details of the
contingent capital increase and execution thereof with the
approval of the Supervisory Board. The Supervisory Board is
authorised to amend the wording of the articles of association
in accordance with the respective size of the capital increase
from contingent capital.

No shares forming part of contingent capital were sub-
scribed to during the financial year.

Issue of subscription rights

No further subscription rights were issued during the financial
year as part of the stock option plan 2005. As the persons
entitled to subscription rights in the past left the Company
during the financial year, there are currently no obligations on
Hoft & Wessel AG from the stock option plan 2005.

Acquisition of own shares

Furthermore, at the General Shareholders’ Meeting of 17 June
2010 the Company was authorised, upon meeting certain
conditions, to acquire own or treasury shares equivalent to no
more than ten per cent of its capital stock by 16 June 2015.

The Board of Management was authorised, subject to
compliance with certain conditions and with the consent of
the Supervisory Board without a further resolution required to
be adopted at the Annual General Meeting, to sell these
treasury shares at market prices in some manner other than
via the stock exchange, or to use or collect them as considera-
tion for the acquisition of other entities. This authorisation has
not been exercised as yet to date.

Balance sheet loss

A loss of EUR 10,867 k is reported for the financial year.

For reconciliation purposes regarding this loss, the income
statement was augmented to include the breakdown
pursuant to § 158 (1) of the German Companies Act (AktG).

4. Provisions

Other provisions, amounting to EUR 9,371 k, primarily
consist of warranty provisions (EUR 5,159 k), impending
losses (EUR 1,509), personnel (EUR 1,734 k), and outstand-
ing invoices received (EUR 465 k).

Of provisions for impending losses, an amount of

EUR 1,250 k essentially relates to the negative recognition
of market values at imparity of financial derivatives (currency
hedging and interest rate swaps).

5. Liabilities

The breakdown and maturities of liabilities are listed in the
table “Maturity structure of liabilities”. Owing to the
existing standstill agreement with the banks (Commerz-
bank, Postbank, KBC, Sparkasse, Deutsche Bank, Nord LB),
all liabilities are reported as current in nature.

New equipment and spare parts 17,864 12,603 3,198 33,665
Maintenance, repairs and other services 10,085 5,667 106 15,858
Software 908 173 161 1,242
Subtotal 28,857 18,443 3,465 50,765
Reductions in revenues (402) (103) (31 (536)
Total 28,455 18,340 3,434 50,229
Forward exchange transaction with negative market values 2013 828 141
Hedge transaction with negative market values 2018 5,000 1,109



6. Sales revenues

The table “Breakdown of sales revenues” reflects the
geographical distribution of the various types of sales
revenues.

7. Other operating income and expenses

Other operating income amounted to EUR 2,037 k
(previous year: EUR 1,806 k).

This essentially includes currency translation gains amount-
ing to EUR 752 k (previous year: EUR 956 k). In addition,
other operating income comprises earnings from other
periods totalling EUR 806 k (previous year: EUR 313 k), of
which EUR 656 k essentially results from the reversal of
provisions set up.

Other operating expenses amounted to EUR 12,664 k
(previous year: EUR 10,537 k).

These essentially comprise legal and consultancy costs

(EUR 2,984 k; previous year: EUR 617 k), warranty expenses
(EUR 1,590 k; previous year: EUR 1,340 k), costs of buildings
(EUR 1,978 k; previous year: EUR 1,997 k) and currency
translation losses amounting to EUR 1,029 k (previous year:
EUR 1,182 k).

As in the previous year, other operating expenses do not
include any expenses in connection with other periods.

8.Interest expenses and income

During the financial year, expenses resulting from the
accrual of provisions amounting to EUR 46 k were recorded
under interest expenses (previous year: EUR 21 k). The

Loss carry-forwards

Provisions

Effects resulting from foreign currency valuation
Other temporary differences

Total

Liabilities due to guarantees

— thereof: intra-group accounts payable
Liabilities arising from warranties

— thereof: intra-group accounts payable
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Company registered gains resulting from the discounting
of provisions amounting to EUR 50 k reported as interest
income (previous year: EUR 0 k).

9.Financial derivatives
Foreign currency risks

The Company is exposed to currency risks arising from sales,
purchases and loans. The decisive risks exist in the curren-
cies USD (chiefly purchases), CHF (sales predominating by
far) and GBP (purchases, sales, loans, and subsidiaries). In
addition to receivables and liabilities in foreign currency,
fixed contracts and planned deposits and disbursements
classified as having a high probability of occurring are
included in currency exposure. Foreign currency risks in the
field of financing are the result of financial liabilities as well
as loans denominated in GBP for the funding of subsidiaries.

Interest rate risks

The Company is exposed to risks of interest rate fluctuations
in the field of short-term financing of working capital. In the
previous year, a loan agreement was entered into, taken
into account to an extent of 50 % in existing credit
arrangements, with a volume of EUR 5 million, a 6-year
term and a fixed interest rate. During the financial year, no
new non-current loans were taken out owing to the
ongoing refinancing negotiations with the lenders. The
Company also reported this loan under current bank
liabilities in the financial year.

Hedge measures

The implementation of strategy in the field of currency
management is effected by means of current and non-
current forward exchange transactions and/or simple
currency options. The long-term expectations of minimum

526 =

= 22

526 22
4,353 9,032
5,000 5,000
5,000 5,000
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utilisation of credit lines with variable interest rates are
hedged in the previous year against the risk of interest rate
fluctuations via an existing payer interest swap (pay fixed,
receive variable) in the amount of EUR 5 million and a for a
term until 2018. As this hedge transaction proved to be
ineffective within the scope of the effectivity measurement
as at the balance sheet date, Hoft & Wessel AG recognised
the negative market value of the derivative as a liability,
leading to EUR 1,109 k in interest expenditure (previous
year: EUR 0 k).

A breakdown of financial derivatives for which no valuation
unit was set up is shown in the table below. Accordingly, a
contingent loss provision was set up for financial derivatives
with a negative market value. Financial derivatives with a
positive market value were not recognised.

10. Deferred taxes

As regards the positive surplus of deferred tax assets over
deferred tax liabilities, the option was exercised not to apply
these (cf. table “Deferred taxes”). Deferred taxes were
calculated at a tax rate of 31.6%.

The Company’s loss carry-forwards are not included in the
calculation of deferred taxes since no netting of losses is to
be expected for the following five financial years.

11. Income taxes

Income taxes amounted to EUR 37 k (previous year: EUR
272 k) had a positive impact on net profit or loss from
ordinary activities.

a) Shares held directly
Hoft & Wessel Traffic Computer Systems GmbH, Hannover
Skeye Partner Support Center GmbH

Metric Group Holdings Ltd., (MGHL), Swindon (United Kingdom)

b) Shares held indirectly (via MGHL)

Metric Group Ltd. (MGL), Swindon (United Kingdom)
c) Shares held indirectly (via MGHL):

Metric Group Inc., New Jersey (USA)

IV. OTHER MANDATORY DISCLOSURES
1.Information on employees

Determined in accordance with Sect. 267 (5) of the German
Commercial Code (HGB), the workforce averaged 289
persons employed (previous year: 319).

2.Contingent liabilities

The contingent liability relationships are listed in the table
below. At the time the financial statements were prepared,
there were no indications that any claims could be made on
the Company on account of these contingent liabilities. In
the past, a claim was made only in extremely rare cases.

The guarantees essentially are performance guarantees,
warranties and advance payment guarantees to customers
of Hoft & Wessel AG.

In addition, Hoft & Wessel AG has undertaken to assume
joint liability for the credit lines utilised by the subsidiary
Metric Group Limited.

3.0ther financial obligations

The total amount of other financial obligations for office
rent, furniture and fixtures, software, telephone equipment,
purchase commitments, car leases, payments to provident
funds and the leasing of an equipment pool amounted to
EUR 10,660 k as at 31.12.12 (previous year: EUR 12,733 k).
Of this sum, an amount of EUR 1,429 k euros is due within
one year (previous year: EUR 2,300 k), 4,714 k euros in one
to five years (previous year: 4,787 k euros) and EUR 4,517 k
in over five years (previous year: EUR 5,646 k).

100 % 45 12
100 % 260 10
100 % 3,160 (572)"
100 % 10,174" 909"
100 % (1,069)" (1,079)"

" Shareholders’ equity or net income in the individual annual financial statements presented according to national GAAP in GBP and USD, respectively,
was translated at the exchange rate on the balance sheet date or at the average annual exchange rate: GBP: 0.81610; 0.81092, USD: 1.31940; 1.28495.



4.0ff-balance sheet liabilities

In addition to leasing obligations listed under other financial
liabilities with regard to assets sold and subsequently released
within the scope of a sale and lease-back agreement
(buildings and equipment hire pool), there are other off-
balance sheet liabilities on the books. As at the balance sheet
date, trade receivables totalling EUR 967 k were sold within
the scope of a genuine, silent factoring arrangement (previous
year: EUR 3,925 k).

5.Shareholdings

An overview of directly and indirectly held shares is
presented in the table “Shareholdings”.

6.Collateral

For a loan with an original term to maturity until 2017 in the
amount of EUR 4.8 million, ownership of the inventory
equivalent to a sum of EUR 7,019 k was transferred by way
of collateral security.
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7. Management bodies
Members of the Board of Management

Rudolf Spiller

(since 17 July 2012)

CEO

Sales & Marketing, Research & Development, Supply Chain,
Project Management, Administration

Metric Group Holdings Ltd., Swindon

(Managing Director; since 24 September 2012)

Michael Hoft

(resigned on 31 December 2012)

Chairman of the Board of Management
Finance & Administration, Production, Service
Business Divisions: Metric and Skeye

Metric Group Holdings Ltd., Swindon
(Managing Director; from 16 January 2012

to 31 December 2012)

Dipl.-Ing. Thomas Wolf

(until 23 May 2012)

Board of Management

Sales, Procurement, Marketing
Business Divisions: Almex and Skeye
Metric Group Holdings Ltd., Swindon
(Board of Directors; from 8 June 2011
to 18 March 2013)

Skeye Partner Support Center GmbH, Leipzig
(Managing Director, from 31 May 2011
to 18 March 2013)

Dipl.-Kfm. Hansjoachim Oehmen
(resigned on 16 January 2012)

Chairman of the Board of Management
Finance & Administration, Production, Service
Business Divisions: Metric and Skeye
Metric Group Ltd., Swindon

(Managing Director; until 16 January 2012)
Metric Group Holdings Ltd., Swindon
(Board of Directors; until 16 January 2012)
Metric Inc., New Jersey (USA)

(Board of Directors; until 16 January 2012)
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NOTES

Members of the Supervisory Board

Prof. Dr. Dr.-Ing. Dr. h.c. Klaus E. Goehrmann
Supervisory Board Chairman

Chairman of the Board of the International
Neurobionics Foundation, Hannover

Other Supervisory Board seats:

VSM Vereinigte Schmirgel- und

Maschinenfabriken AG, Hannover

MAN Truck & Bus AG, Munich

HMTG Hannover Marketing und

Tourismus GmbH, Hannover (Chairman)

AB Inbev Holding Deutschland GmbH, Bremen

BauWo Grundstiicks AG, Hannover (Deputy Chairman)
Internationale Schule Hannover Region GmbH, Hannover
VHV Vereinigte Hannoversche Versicherungen
(Chairman of the Executive Board)

Dr. Peter Versteegen

Deputy Supervisory Board Chairman
Lawyer

(partner in law firm Freshfields
Bruckhaus Deringer LLP)

Dr. Martin Kilinnemann
Auditor

(Partner Deloitte & Touche GmbH
Wirtschaftsprifungsgesellschaft)

Hinrich Peters
(appointed on 27 March 2012)
Tax consultant

Rolf Wessel
(resigned on 20 December 2012)
Businessman

Manfred Zollner

(resigned on 28 January 2013)
Businessman

Other Supervisory Board seats:
Zollner Elektronik AG, Zandt (Chairman)
PA Power Automation AG, Pleidelsheim

8. Corporate Governance

The statement of conformity with the German Corporate
Governance Code was issued by the Board of Management
and Supervisory Board and made available permanently to
the shareholders on the Company’s website.

9. Disclosures relating to the Consolidated
Financial Statements

Hoft & Wessel AG is the parent company of the affiliates and
subsidiaries listed in the section “Shareholdings” and required
to prepare consolidated financial statements in accordance
with § 290 HGB. Being an enterprise listed on the stock
markets, in addition it is required by Ordinance (EC) No.
1606/2002 of the European Parliament and Council of

19 July 2002 relating to the application of international
accounting standards (known as the “IAS Ordinance”) to
prepare its consolidated financial statements according to the
International Financial Reporting Standards (IFRS). Pursuant to
§ 315a of HGB, Hoft & Wessel AG is exempted from having
to prepare additional consolidated annual financial statements
in accordance with German commercial law (German GAAP).
However, in addition to IFRS, the Company is required to
continue complying with certain HGB provisions, such as the
need to prepare a consolidated management report. The

IFRS Consolidated Financial Statements are published in the
Federal Gazette (Bundesanzeiger) and thus filed in the
Electronic Commercial Register.

10. Disclosures concerning the auditor

The need for disclosure pursuant to § 285 Sentence 1

No. 17 of HGB was dispensed with since the Company is
included in consolidated financial statements, in which the
relevant disclosure is made.



11. Disclosures relating to equity interests in
accordance with § 160 of the German Companies
Act (Aktiengesetz)

H&W Holding GmbH, Burgdorf, notified us in accordance
with § 20 (1) of AktG that it had a direct equity interest of
40.6 per cent in the Company's capital stock as at the
balance sheet date. In current fiscal year the H&W Holding
has sold their stake in H&ft & Wessel AG. After a capital
increase, Droege International Group AG has a significant
equity interest in the company.

Zollner Elektronik AG, Zandt, notified us in accordance with
§ 21 (1) of WpHG that it has a direct equity interest of

10.5 per cent in the Company’s capital stock as at balance
sheet date. In current financial year this stake has decreased
to less than 3 per cent.

12. Remuneration Report

In addition to fixed remuneration, the Board of Management
of Hoft & Wessel AG receives regular, variable remuneration
based on the pre-tax earnings of the Hoft & Wessel Group.
The non-performance-related share of remuneration is
defined by the Supervisory Board in specific individual cases,
taking account of professional experience, qualifications and
performance. The fixing of remuneration for the members of
the Board of Management is based on the economic and
financial situation of the Company, as well as the extent and
structure of remuneration paid to management boards of
comparable enterprises. In addition, the tasks and contribu-
tion of each relevant member of the Board of Management
are taken into account. Non-performance-related remunera-
tion comprises basic remuneration, benefits in kind and
perquisites (company car, healthcare and other insurance
policies). The basic remuneration is disbursed monthly in the
form of a salary payment. Benefits in kind essentially consist
of the value of using a company car in accordance with tax
regulations and of allowances paid towards insurance
premiums. Half of the performance-based remuneration is
paid on reaching the Group’s sales and pre-tax earnings
target. The maximum amount is capped in case targets

are exceeded. In the event of a substantial shortfall, this

HOFT & WESSEL FINANCIAL REPORT 2012

remuneration component will be dispensed with. In the
financial year 2012, no performance-related remuneration
was provided for the Board of Management.

No stock options were issued to the Board of Management in
the financial year 2012 either. No pension commitments have
been made to the members of the Board of Management. No
benefits from third parties were approved to the members of
the Board of Management with regard to their activities as
members thereof. If a member of the Board of Management
dies during the contractual term, three monthly salaries will
be paid by way of benefits to surviving dependants. In the
event of illness, continued salary payment for the members of
the Board of Management has been agreed for three months.
The remuneration of the Supervisory Board is governed by the
articles of association and is exclusively payable in the form of
a fixed salary. The Chair in this regard receives double the
remuneration paid to a member of the Supervisory Board. The
Deputy Chairman receives 1.5 times the remuneration paid to
a member of the Supervisory Board. No payments were made
to former members of the Board of Management or to former
members of the Supervisory Board. There are no commit-
ments on the part of the Company to do so. A table with the
individualised remuneration of the Board of Management
and the Supevisory Board is located on page 14 in the
consolidated mangement report. In fiscal 2012 paid total
remunerations amount to EUR 73 k for the Supervisory
Board and 519 k for the Management Board.

Hannover, 7 October 2013

The Board of Management
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28 NOTES

Appendix 1

Composition and development Acquisition costs
of fixed assets in euros

Status Additions Disposals Transfers Status
01/01/2012 31/12/2012

I. Intangible assets
Concessions, industrial property
rights and similar rights and
assets, including licences to such
rights and assets

Il. Tangible assets

1. Other equipment,
fixtures and fittings

2. Advance payments on
assets under construction

127,008.65

(12,624.50) .
. -

0.00 -

149,199.98
276,208.63

Ill. Financial assets
Shares in affiliates

Total 428,333.29
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Accumulated depreciation Residual book values

Status Additions Disposals Status Status Status
01/01/2012 31/12/2012 31/12/2012 31/12/2011

74,336.45

1,058,171.39

415,619.03 9,860,602.97
- 0.00
415,619.03 - 9,860,602.97

12,624.50
1,070,795.89

23,052,303.53 9,025,157.28

462,172.85 35,910,776.90 10,170,289.62
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Auditor’s Certificate

Provided the annual financial statements as at 31 December 2011 are adopted in the version on which these annual
financial statements are based, we have issued an unqualified audit certificate as follows:

“We have audited the annual financial statements — consisting of the balance sheet, income statement, and the
notes — including the accounting and management report of Hoft & Wessel Aktiengesellschaft, Hannover, for the
financial year from 1 January to 31 December 2012. The Board of Management of the Company is responsible for
the accounting and for preparing the annual financial statements and management report in accordance with the
German Commercial Code (HGB). Our task is to make an assessment of the annual financial statements, including
the accounting and management report, on the basis of the findings of our audit.

We carried out our audit of the annual financial statements in accordance with Section 317 HGB subject to compli-
ance with the German generally accepted accounting principles established by the German Institute of Auditors
(Institut der Wirtschaftspriifer — IDW). Accordingly, the audit is to be planned and carried out in such a manner as to
ensure that any misstatements and violations that might have a substantial impact on the presentation of the annual
financial statements and on the overall impression conveyed by the management report as regards the Company’s
asset, financial and earnings position, taking account of the applicable German GAAP accounting regulations, can be
identified with an adequate degree of certainty. In determining the audit steps, knowledge of the business activities
and of the Company’s business and legal environment is taken into account along with expectations of possible errors
and omissions. Within the scope of the audit, the effectiveness of the accounting-related internal control system as
well as evidence to support the information contained in the accounting records, the annual financial statements and
management report are assessed predominantly on the basis of random samples. The audit comprises an assessment
of the accounting principles applied and key assessments of the Board of Management as well as considering the
overall presentation of the annual financial statements and management report. We are of the opinion that our audit
constitutes an adequately secure basis for our assessment.

Our audit gave rise to no objections.

According to our assessment based on the findings of our audit, the annual financial statements are in conformity
with the statutory requirements and convey a true and fair view, taking account of the principles of the German
Commercial Code, of the asset, financial and earnings position of Hoft & Wessel Aktiengesellschaft. The management
report is in conformity with the annual financial statements and, as a whole, conveys a true and fair view of the
Company'’s situation and of the opportunities and risks relating to future developments.

Without expressing any limitations on this assessment, we refer to the statements made by the Board of Management
in the management report. In its report, in Section “3.5 General Statement by the Board of Management”, the latter
explained that in case the capital measures described are not carried out or in the event of unforeseen liquidity
outflows owing to project risks or if the operational streamlining measures adopted do not yield the expected results,
the Company will be insolvent and lose its status as a going concern.”

Hannover, 7 October 2013

KPMG AG
Wirtschaftsprufungsgesellschaft

Thiele Frahm
Auditor Auditor
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Balance Sheet Oath

Responsibility Statement (“Bilanzeid”) in relation to the annual financial statements in
accordance with § 37 y No. 1 of WpHG, read in conjunction with § 297 (2) sentence 3 of the
German Commercial Code — HGB:

“To the best of our knowledge, and in accordance with the applicable reporting principles, the single-
entity financial statements give a true and fair view of the assets, liabilities, financial position and profit or
loss of the Company, and the management report includes a fair review of the development and perfor-
mance of the business and the position of the Company, together with a description of the principal
opportunities and risks associated with the expected development of the Company.”

Hannover, 7 October 2013

The Board of Management
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